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Financial performance overview

An overview of the financial performance of the monitored government trading enterprises (GTEs) for the period 2004‑05 to 2006‑07 is presented in this chapter. Financial performances of GTEs are examined using the performance indicators defined in chapter 1. Detailed assessments of the performance of each sector and of individual monitored GTEs are included in part B of this report. 
As noted in chapter 1, there are some differences between measured performance for 2004‑05 and 2005‑06 in this and earlier reports because of changes to accounting standards, data sources and indicators. Further, the set of monitored GTEs can change over time because of restructuring and privatisation. Consequently, care should be exercised in making performance comparisons over longer time periods than that covered in this report.

When making comparisons between GTEs, consideration should also be given to differences in the nature and scale of the businesses, their individual market environments, the valuation of their assets and the level of payments for community service obligations (CSOs).
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Monitored GTEs

The 86 GTEs monitored in this report undertake a range of activities across six sectors — electricity, water (which includes sewerage, drainage and irrigation services), urban transport, rail, ports and forestry (table 2.1). Three GTEs that do not fit within these sectors — Airservices Australia, Australia Post and TT‑Line — are reported separately. State Water, VicTrack and TT‑Line are monitored for the first time in this report.
Government-owned businesses contributed nearly 1.7 per cent to Australia’s GDP in 2006‑07 (ABS 2007a). The monitored GTEs controlled assets valued at $192 billion and generated $52 billion of income in 2006‑07 (figure 2.1).
 In aggregate, they accounted for 80.7 per cent of the revenue generated by all government-owned businesses in Australia (ABS 2008b).

Table 2.

 SEQ Table \* ARABIC 1
Monitored GTEs by sector and jurisdiction, 2006‑07
	Sector
	NSW
	Vic
	Qld
	WA
	SA
	Tas
	ACT
	NT
	Aust Govt
	
Total

	Electricity (chapter 5)
	7
	–
	7
	4
	–
	3
	–
	1
	1a
	23

	Water (chapter 6)
	4b 
	13
	1
	1
	1
	3
	1
	–
	–
	24

	Urban transport (chapter 7)
	2
	–
	–
	1
	1
	1
	–
	–
	–
	5

	Rail (chapter 8)
	2
	2c
	1
	–
	–
	–
	–
	–
	1
	6

	Ports (chapter 9)
	3
	2
	6
	6
	–
	1
	–
	1
	–
	19

	Forestry (chapter 10)
	1
	1
	1
	1
	1
	1
	–
	–
	–
	6

	Other (chapter 11)
	–
	–
	–
	–
	–
	1d
	–
	–
	2e
	3

	All
	19
	18
	16
	13
	3
	10
	1
	2
	4
	86


a Snowy Hydro, which is jointly owned by the Australian, NSW and Victorian Governments. b State Water is included for the first time in this report. c VicTrack is included for the first time in this report. d TT‑Line is included in for the first time in this report. e Includes Airservices Australia and Australia Post. – Zero or rounded to zero.
Figure 2.

 SEQ Figure \* ARABIC 1
Assets and revenue by sector, 2006‑07a,b
	
(a) Assetsc
	
(b) Total incomec
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a The values of sector assets for 2004‑05 and 2005‑06 were converted to 2006‑07 dollars using the ABS implicit price deflator — gross fixed capital formation of public corporations (chapter 1). b Other includes Airservices Australia, Australia Post and TT‑Line. Elec refers to the electricity sector government trading enterprise (GTEs). Urban refers to urban transport GTEs. c Includes four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation which did not operate in 2004‑05, or for the entire 2005‑06 financial year. These GTEs contributed $8.3 billion to total assets in 2005‑06 and $8.2 billion in 2006‑07. They contributed $1.0 billion to total income in 2005‑06 and $3.8 billion in 2006‑07.

Source: Productivity Commission estimates.

The size of monitored GTEs — measured in assets — varies substantially across and within sectors (figure 2.2). The smallest GTE in terms of asset value in 2006‑07 


Figure 2.

 SEQ Figure \* ARABIC 2
Assets — monitored GTEs by sector, 2006‑07a
	
(a) Electricity
	
(b) Water
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(c) Urban transport
	
(d) Rail

	[image: image4.emf]0

1.0

2.0

3.0

4.0

$billion

0

3.5

7.0

10.5

14.0

$billion



	
(e) Ports
	
(f) Forestry
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a Three monitored government trading enterprises that do not fit within these six sectors — TT-Line (assets $785 million), Airservices Australia (assets $5.5 million) and Australia Post (assets $5.5 billion) — are excluded from this figure.

Source: Productivity Commission estimates.

was VicForests ($38 million) and the largest was RailCorp ($13.3 billion). The largest 11 GTEs accounted for around 50 per cent of the total assets of all monitored GTEs.

2.
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Market environment

The financial performance of GTEs — relative to that in previous periods and to the performance of other GTEs operating in different parts of the economy — is affected by differences in operating conditions. These differences include variations in the demand for a GTE’s goods and services, and variations in the costs of production.

The pursuit of non‑commercial objectives can also affect the financial performance of GTEs. If a GTE is directed to undertake CSOs without adequate funding, its financial performance will suffer. This is particularly so in the rail and water sectors where CSO payments represent a significant proportion of total income.

The GTEs monitored in this report generally operate in regulated industries, where price increases are typically determined by independent price regulators or require ministerial approval. The influence of regulators’ decisions on GTEs’ revenue can affect their profitability. It is possible that poor operating results are due to regulated prices being set too low, rather than being indicative of poor management. 

Regulators set prices at levels they consider will provide an adequate return on the regulatory asset base (RAB). However, the value of the RAB can vary from that of the accounting asset base because of exclusions from the RAB (such as contributions and gifted assets), or ‘line-in-the-sand’ approaches to setting initial regulatory asset values. For example, the Victorian Government excludes all investments prior to 1 July 2004 from the initial RAB of rural water GTEs (DSE 2004). Where the RAB excludes assets that have an economic value, prices might be set at levels below those necessary to earn an appropriate rate of return on the GTE’s accounting valuation of assets.

The valuation of assets, and the frequency of revaluation, can also affect the reported financial performance of GTEs. Forestry GTEs, for example, are affected annually by revaluations of timber assets, the effect of which is written directly into the income statement (chapter 10).

Infrequent asset revaluations affect measured performance in two ways. First, the divergence between the book value and economic value of assets (and therefore between measured and actual performance) is likely to increase with the time since the most recent valuation. Second, the size of revaluation is likely to increase with greater intervals between revaluations (resulting in volatility in measured performance over time).
2.
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Profitability

Profitability reflects a GTE’s capacity to generate earnings from the capital invested in its activities. Profitability should be sufficient to provide owner-governments (and the community) with a return similar to that available from alternative investments with similar risk profiles.
In this report, profitability measures include the level of profit before tax, the return on operating assets, the return on total equity, and the cost recovery ratio as defined in chapter 1. These measures are influenced by the relative importance of different income sources, particularly government support through grants (section 2.5).

Profit before tax

The monitored GTEs reported a total profit before tax of $9.1 billion in 2006‑07, representing an increase in real (inflation-adjusted) terms of around $2.4 billion (35.8 per cent) from 2005‑06.
 Performance across sectors was mixed, with total profit before tax increasing in the electricity, urban transport and ports sectors, while declining in the rail, water and forestry sectors between 2005‑06 and 2006‑07 (table 2.2). 
The performance of individual GTEs significantly influenced the aggregate performance of many sectors in 2006‑07. For example, 82.2 per cent ($619 million) of the fall in profit before tax for the rail sector was attributable to Australian Rail Track Corporation. Although accounting for a smaller fall in absolute terms, TransAdelaide similarly accounted for 96.8 per cent of the declines in the urban transport profit before tax. In contrast, Energex accounted for $1.4 billion (42.9 per cent) of the improvements in profit before tax in the electricity sector, while Forest Products Commission Western Australia was the only forestry GTE to improve its profit before tax.
Although just over half of the monitored GTEs (52.5 per cent) improved their profit before tax in 2006‑07 (in real terms), the spread of performance varied by sector.3 For example, profits improved for 66.7 per cent of port GTEs and 63.2 per cent of electricity GTEs. However, only 20.0 per cent of forestry and 33.3 per cent of water GTEs increased their profits. Similarly, while 83.7 per cent of GTEs achieved a profit in 2006‑07, only 50.0 per cent of rail GTEs did (table 2.2).

Table 2.

 SEQ Table \* ARABIC 2
Real change in profit before tax between 2005‑06 and 2006‑07
	
	Reductionsa,b
	
	Increasesa,c 
	
	Net changea,d
	GTEs making profitse

	
	Amount
	GTEs
	Share of largest 
	
	Amount
	GTEs
	Share of largest
	
	
	

	
	$million
	no.
	%
	
	$million
	no.
	%
	
	$million
	%
	no.

	Electricitya
	-454
	 7
	28.7
	
	3 275
	12
	42.9
	
	2 821
	105.3
	20

	Water
	-264
	 16
	29.9
	
	 106
	8
	76.6
	
	-158
	-7.8
	19

	Urban
	-16
	 2
	96.8
	
	 93
	3
	56.2
	
	 76
	-457.9
	4

	Rail
	-753
	 3
	82.2
	
	 431
	3
	49.2
	
	-321
	-52.4
	3

	Portsa
	-47
	 6
	34.7
	
	 57
	12
	40.8
	
	 11
	2.5
	18

	Forestrya
	-62
	 4
	74.0
	
	–
	1
	100.0
	
	-62
	-35.9
	5

	Other
	–
	–
	–
	
	 9
	3
	63.0
	
	 9
	1.3
	3

	All
	-1 596
	 38
	38.8
	 
	3 972
	42
	35.4
	 
	2 375
	35.8
	72


a Excludes six monitored government trading enterprises (GTEs) — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — that did not operate for the complete 2005‑06 financial year. b GTEs refers to the number of monitored GTEs reporting a decline in profit before tax between 2005‑06 and 2006‑07. Share of largest is the proportion of total sector decline in profit before tax between 2005‑06 and 2006‑07, that is attributable to the GTE reporting the largest decline in dollar terms. c GTEs refers to the number of monitored GTEs reporting an increase in profit before tax between 2005‑06 and 2006‑07. Share of largest is the proportion of total sector increase in profit before tax between 2005‑06 and 2006‑07, that is attributable to the GTE reporting the largest increase in dollar terms. d Total increases in profit before tax less total declines in profit before tax (in real, inflation-adjusted terms). The percentage change is the net change compared to total sector profit before tax in 2005-06, measured in 2006-07 dollars. e Number of monitored GTEs reporting a profit before tax in 2006-07 (including those listed in note a). – Zero or rounded to zero.

Source: Productivity Commission estimates.
Table 2.

 SEQ Table \* ARABIC 3
Selected profitability measures (per cent)a

	Sector
	Return on
 operating assets
	
	Return on 
total equityb
	
	Cost recovery

	
	2005‑06
	2006‑07
	
	2005‑06
	2006‑07
	
	2005‑06
	2006‑07

	Electricitya
	7.4
	12.2
	
	13.6
	16.4
	
	123.2
	125.6

	Water
	5.0
	4.9
	
	4.7
	5.0
	
	152.7
	150.5

	Urban
	2.4
	2.9
	
	-31.6
	-22.2
	
	62.3
	60.5

	Rail
	3.1
	2.1
	
	-3.1
	-3.2
	
	89.5
	90.7

	Portsa
	7.1
	6.9
	
	3.8
	3.8
	
	136.6
	139.0

	Forestrya
	8.5
	5.4
	
	2.4
	2.2
	
	124.1
	108.6


a Excludes six monitored government trading enterprises (GTEs) — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — that did not operate for the complete 2005‑06 financial year. b Return on total equity measures are based on operating profit after tax and are sensitive to how government funding is recorded in financial statements. In this report, governments grants (other than for specific agreed services and community service obligations) are classified as non-operating revenue (chapter 1).
Source: Productivity Commission estimates.

Return on assets, return on equity and cost recovery
The change in the overall financial performance of monitored GTEs was mixed in 2006‑07 (table 2.3).
 The electricity and urban transport sectors all achieved improved returns on assets and on equity, while the rail, ports and forestry sectors’ return on both these measures deteriorated. The water sector achieved a higher return on equity, but a marginally falling return on assets.

Movements in cost recovery also varied by sector. It is important to note that cost recovery of the urban transport and rail sectors was less than 100 per cent, indicating that revenue from operations was insufficient to cover expenses from operations.
Profitability also varied considerably between and within sectors in 2006‑07 (figure 2.3).
Benchmark comparisons

A commercial rate of return would equate at least to the risk-free rate of return on capital plus a margin reflecting the non-diversifiable market risk inherent in the investment. 

The 10‑year Australian Government bond rate is widely used as the risk-free rate of return benchmark. The average rate of return on 10‑year Australian Government bonds in 2006‑07 was 5.8 per cent (RBA 2008).
 Given the non‑diversifiable risk inherent in any business activity, it is reasonable to expect that GTEs should be generating returns on assets above the risk‑free rate.
 

More than half (52 per cent) of monitored GTEs failed to achieve a return on operating assets above the risk-free rate of return in 2006‑07. Twelve GTEs (14 per cent) failed to achieved a return on operating assets above zero. 
Figure 2.

 SEQ Figure \* ARABIC 3
Selected profitability measures, 2006‑07 (per cent)a
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a The dot represents the weighted mean value and the ‘whiskers’ represent the range of values for a given performance indicator by sector. 

Source: Productivity Commission estimates. 

The 2006‑07 performance continues the poor financial performance of the majority of GTEs that has been observed in previous reports in this series (see, for example, PC 2002a, 2003, 2004, 2005a, 2006, 2007). This suggests a lack of commitment by owner-governments to operate their businesses on a fully commercial basis, despite their previous undertaking to do so (NCC 1998; Trembath 2002; COAG 2005).
Returns were generally higher in the electricity and ports sectors where 82.6 per cent and 63.2 per cent of GTEs respectively, achieved returns above the 


10‑year bond rate. However, performance in other sectors — particularly urban transport, rail and water — suggests scope for improvement:

· Urban transport — no urban transport GTE achieved the risk-free rate of return, and 20.0 per cent did not achieve a positive return.

· Rail — 83.3 per cent of rail GTEs failed to achieve the risk-free rate of return, and 50.0 per cent did not achieve a positive return.

· Water — 79.2 per cent of water GTEs did not achieve a risk-free rate of return, and 16.7 per cent failed to achieve a positive return.

2.
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Financial management

The financial management indicators in this report provide information about the capital structure of GTEs and their ability to meet the costs of servicing debt and other liabilities as they fall due.
Caution is required when comparing financial management indicators over time because changes in the capital structure of GTEs — including those arising from revaluations and changes to valuation methods — affect inter-temporal performance comparisons. Further information on these indicators is provided in chapter 1.
Debt levels

Between 30 June 2006 and 30 June 2007, average debt in the ports, electricity, water and forestry sectors increased in real terms by 8.0 per cent, 6.7 per cent, 5.6 per cent and 4.3 per cent respectively.
 Over the same period, there was a significant decrease in the urban transport sector (49.1 per cent or $1.0 billion), and lesser decreases in the rail sector and for the ‘other’ group of GTEs — 7.9 per cent ($498 million) and 15.9 per cent ($141 million) respectively (table 2.4).

Between 30 June 2006 and 30 June 2007, 44.2 per cent of monitored GTEs decreased their real debt level. The reason for this decrease included debt reduction programs, reduced capital expenditure and the partial privatisation of some businesses. Ten GTEs carried no debt at 30 June 2007 (the same number as at 30 June 2006, but comprising a different set of GTEs) (table 2.4).

Table 2.

 SEQ Table \* ARABIC 4
Debt levels of monitored GTEs

	
	30 June 2006
	
	30 June 2007
	
	GTEs with no debta
	Monitored GTEs

	Sector
	Total
	Averageb
	
	Total
	Averageb
	
	2006
	2007
	

	
	$million
	$’000
	
	$million
	$’000
	
	no.
	no.
	no.

	Electricityc
	25 108
	1 091 642
	
	26 788
	1 164 688
	
	2
	2
	23

	Waterd
	10 603
	441 787
	
	11 193
	466 382
	
	1
	2
	24

	Urban transporte
	2 093
	418 546
	
	1 065
	213 054
	
	–
	–
	5

	Railf
	6 268
	1 044 727
	
	5 770
	961 690
	
	3
	3
	6

	Portsg
	1 746
	91 903
	
	1 886
	99 238
	
	4
	3
	19

	Forestryh
	 381
	63 551
	
	 398
	66 280
	
	–
	–
	6

	Otheri
	 892
	297 287
	
	 750
	250 164
	
	–
	–
	3

	All 
	47 091
	547 570
	
	47 850
	556 397
	
	10
	10
	86


a Different government trading enterprises (GTEs) were debt free at 30 June 2006 and 30 June 2007. b Averages are based on the number of monitored GTEs and are expressed in 2006-07 dollars. c Eight GTEs accounted for 71.3 per cent of electricity sector debt at 30 June 2007. d Five GTEs accounted for 77.3 per cent of water sector debt at 30 June 2007. e The WA Public Transport Authority accounted for 80.6 per cent of urban transport sector debt at 30 June 2007. f Queensland Rail accounted for 79.1 per cent of rail sector debt at 30 June 2007. g Five GTEs accounted for 73.2 per cent of ports sector debt at 30 June 2007. h Forests NSW accounted for 40.2 per cent of forestry sector debt at 30 June 2007. i Australia Post accounted for 70.8 per cent of the ‘other’ GTEs sector debt at 30 June 2007. – Zero or rounded to zero.

Source: Productivity Commission estimates.
Table 2.

 SEQ Table \* ARABIC 5
Selected financial performance measures
	Sector
	Debt to equity
	
	Current ratio
	
	Interest covera

	
	2005‑06
	2006‑07
	
	2005‑06
	2006‑07
	
	2005‑06
	2006‑07

	
	%
	%
	
	%
	%
	
	times
	times

	Electricity
	86.6
	89.2
	
	71.7
	93.2
	
	3.0
	4.7

	Water
	26.2
	28.1
	
	55.0
	50.8
	
	4.3
	3.9

	Urban transport
	104.7
	31.2
	
	8.0
	34.4
	
	0.9
	1.8

	Rail
	24.1
	23.0
	
	110.2
	90.2
	
	2.4
	1.7

	Ports
	29.1
	29.7
	
	193.7
	132.6
	
	5.7
	5.5

	Forestry
	24.0
	22.0
	
	126.5
	133.7
	
	11.2
	9.6

	Other
	27.8
	20.7
	 
	78.4
	92.3
	 
	13.9
	15.5


a Excludes six monitored government trading enterprises (GTEs) — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — that did not operate for the complete 2005‑06 financial year. Also excludes Forests NSW because its reported interest expenses were capitalised.
Source: Productivity Commission estimates.
Debt to equity, current ratios and interest cover

Although the debt levels of about 45.3 per cent of monitored GTEs increased between 30 June 2006 and 30 June 2007, this was offset by the increase in assets. As a consequence, aggregate debt to assets remained relatively unchanged at 28.4 per cent at 30 June 2007 (from 28.0 per cent at 30 June 2006).

The weighted average debt to equity for the monitored GTEs was around 43.4 per cent at 30 June 2007 (unchanged from 30 June 2006). However, the ratio varied considerably between sectors — ranging from 20.7 per cent for the ‘other’ group of GTEs to 89.2 per cent in the electricity sector (table 2.5).

Interest cover increased in the urban transport, electricity and the ‘other’ group of GTEs sectors to 1.8 times, 4.7 times and 15.5 times respectively (table 2.5).
 Interest cover declined in all other sectors, with the largest proportional declines in the rail and forestry sectors (which decreased to 1.7 times and 9.6 times, respectively).
Financial management performance indicators also varied considerably within each sector (figure 2.4).
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Transactions with government

The Council of Australian Governments endorsed the corporatisation of GTEs as part of a range of reforms under the Competition Principles Agreement in 1995. An objective of the Agreement was to enhance the efficient allocation of resources by removing any competitive advantage that government-owned businesses have as a result of public ownership. Under the agreement, governments re-committed to income tax‑equivalent payments and debt guarantee fees for all significant GTEs, where the benefits outweighed the implementation costs. 

The income tax-equivalent, dividend and CSO payments of GTEs are examined in the following sections. For more information on these measures, see chapter 1.
Income tax‑equivalent expenses
Under an income tax-equivalent regime, GTEs are required to pay tax on their profit at the same company tax rate as private businesses. If this were not the case, all other things being equal, a GTE would be able to earn the same after-tax rate of return as private businesses while having lower prices or higher operating costs.
Figure 2.

 SEQ Figure \* ARABIC 4
Selected financial management indicators, 2006‑07a
	Debt to equity
(per cent)
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a The dot represents the weighted mean value and the ‘whiskers’ represent the range of values for a given performance indicator by sector. b Forests NSW is excluded from the calculation of interest cover for the sector because its reported interest expenses were capitalised.
Source: Productivity Commission estimates. 
Most GTEs have been subject to the National Tax-Equivalent Regime (NTER) since June 2001.
 The NTER unified the income tax-equivalent arrangements of GTEs that were previously subject to the income tax-equivalent regimes of their respective owner‑governments:

The primary objective of the NTER is to promote competitive neutrality, through a uniform application of income tax laws, between the NTER entities and their privately held counterparts. (ATO 2006, p. 6)
The monitored GTEs recorded $1.8 billion in income tax and tax-equivalent expenses in 2006‑07, 7.4 per cent ($121 million) lower than the previous year in real terms.
 This includes income tax-equivalent benefits of $210 million recorded for 2006‑07 by 13 GTEs. Eleven monitored GTEs did not record an income tax-equivalent expense for 2006‑07 because they were exempted from the NTER by their owner-governments (four GTEs),
 or because they did not record a profit. 

Dividends

The payment of dividends is designed to provide owner-governments with a return on the funds invested in GTEs, and to bring GTEs into line with private-sector businesses that typically distribute a proportion of their profits to shareholders. 

Fifty-seven monitored GTEs declared dividends totalling $4.4 billion to their owner‑governments in 2006‑07. The majority (61.6 per cent) of these dividends were from the electricity sector.
Total dividends increased by 28.6 per cent ($962 million) in real terms in 2006‑07.10 This was largely attributable to increased dividends from electricity GTEs (which increased by 78 per cent or $1 billion). Rail and ports sector dividends increased by lesser amounts ($71 million and $4 million respectively). These increases were offset by decreases in the dividends paid by water, urban transport, forestry and other government GTEs — which fell by $225 million, $33 million, $12 million and $9.6 million respectively.

Nine GTEs in 2006‑07 (six in 2005‑06) reported dividend payout ratios of over 100 per cent, mainly in the water and ports sectors. That is, dividends paid or provided for exceeded operating profit (after tax) in that year. It implies that the GTE might be required to fund the dividend payment from previous years’ retained earnings or from borrowings.
Some GTEs (seven in 2005‑06 and six in 2006‑07) made dividend payments after reporting after-tax losses, resulting in negative dividend payout ratios. This can be explained by their owner‑governments requiring them to pay pre-determined special dividends of a given amount regardless of after‑tax profits. Negative dividend payout ratios can also occur when dividend payments during the year are based on prior-year operating results.
 

Community service obligations
Government trading enterprises can provide economic and social benefits to the community over and above the direct benefits paid for by consumers. For example, urban transport services might have benefits such as greater mobility and access for disadvantaged groups, as well as other positive externalities such as reduced motor vehicle pollution, urban road congestion, and reduced parking requirements (where these are not being directly addressed by other policies).
Historically, governments have recognised such benefits through the funding of operating deficits of the relevant GTEs. However, current government policy is to make on-budget payments directly to the GTEs for meeting CSOs, such as charging concession fares for pensioners.

Governments paid monitored GTEs $3.9 billion in disclosed CSO payments in 2006‑07. Rail GTEs received 65.6 per cent of the overall CSO funding, with those in the water sector receiving 19.0 per cent and in the electricity sector 13.8 per cent, in 2006‑07. The urban transport sector accounted for most of the remaining CSO funding. The rail and water GTEs rely the most on CSO funding, amounting to 30.5 per cent and 10.2 per cent respectively of total income in 2006‑07 (figure 2.5). CSO funding is particularly important for some GTEs (table 2.6).

Some GTEs provide CSOs but are not compensated through specific CSO funding. Although V/Line Passenger Corporation did not receive CSO funding, 33 per cent of its farebox revenue was derived from concession fares in 2006‑07 (VLPC 2007). V/Line Passenger Corporation received government grants of $256 million (accounting for 80.2 per cent of its revenue) in 2006‑07 (chapter 8).

Other GTEs provide CSOs without reimbursement. For example, Forestry Tasmania stated that it was required to undertake non‑commercial activities costing $5.3 million in 2006‑07, even though it did not receive CSO payments over the reporting period (chapter 10). 

Although the majority of GTEs (48 of 86) received no grant funding in 2006‑07, it can be a major source of income for some GTEs (table 2.6). Urban transport, rail and forestry GTEs rely most heavily on government grants. They received 42.9 per cent, 14.2 per cent and 6.9 per cent respectively of total sector income from government grants in 2006‑07 (figure 2.5).
 
Figure 2.
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Share of GTE income from CSO and government funding, 2006‑07
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Source: Productivity Commission estimates.

Table 2.

 SEQ Table \* ARABIC 6
GTEs most reliant on CSO and government grant funding, 2006‑07
	GTE
	CSO as share 
of total incomea
	
	GTE
	Grants 
revenue ratiob

	
	%
	
	
	%

	Rail Infrastructure Corp (Rail)
	67.9
	
	Public Transport Authority (Urban)
	83.3

	RailCorp (Rail)
	50.3
	
	V/Line Passenger Corp (Rail)
	80.2

	Sydney Ferries Corp (Urban)
	36.3
	
	Dampier Port Authority (Ports)
	34.8

	Queensland Rail (Rail)
	30.0
	
	Forestry Plantations Queensland (Forestry)
	29.2

	Darwin Port Corp (Ports)
	28.6
	
	Rail Infrastructure Corp (Rail)
	25.2

	Water Corp (Water)
	23.0
	
	Sydney Ferries Corp (Urban)
	22.6

	State Water (Water)
	21.8
	
	RailCorp (Rail)
	19.5

	Grampians Wimmera Mallee (Water)
	18.5
	
	VicTrack (Rail)
	18.2

	SA Water (Water)
	18.2
	
	State Water (Water)
	14.6

	Goulburn–Murray Water (Water)
	17.9
	
	Forestry Tasmania (Forestry)
	13.3

	Power and Water Corp (Electricity)
	10.4
	
	Grampians Wimmera Mallee (Water)
	13.0


a Total income includes revenue from movements in fair value and actuarial gains (chapter 1). b Government grants as a proportion of revenue (chapter 1).
Source: Productivity Commission estimates. 

Attachment 2.1 GTE return on assets, 2004‑05 to 2006‑07
Table 2.

 SEQ Table \* ARABIC 7
GTE return on assets, 2004‑05 to 2006‑07
	
	Total assets
	
	Return on 
operating assets

	
	2006‑07
	
	2004‑05
	2005‑06
	2006‑07

	
	$m
	
	%
	%
	%

	Risk-free rate (10‑year government bond rate)a
	
	
	5.4
	5.4
	5.8

	Forest Products Commission (Forests)
	442
	
	-19.6
	49.6
	32.1

	Energex (Electricity)
	7 684
	
	6.5
	6.3
	26.4

	Ergon Energy (Electricity)
	7 716
	
	4.6
	5.5
	24.3

	Airservices Australia (Other)
	785
	
	19.8
	25.9
	24.2

	Albany Port Authority (Ports)
	47
	
	10.0
	6.5
	21.7

	Enertrade (Electricity)
	591
	
	-38.0
	-14.6
	18.2

	Synergy (Electricity)b
	422
	
	..
	..
	17.7

	Macquarie Generation (Electricity)
	3 876
	
	8.5
	9.4
	13.9

	Stanwell Corporation (Electricity)
	2 626
	
	3.6
	7.6
	13.6

	Australia Post (Other)
	5 491
	
	13.1
	13.3
	12.6

	Snowy Hydro (Electricity)
	2 444
	
	13.7
	13.0
	11.6

	Integral Energy (Electricity)
	4 147
	
	9.2
	9.2
	10.6

	Eraring Energy (Electricity)
	2 922
	
	7.9
	7.4
	10.2

	Fremantle Port Authority (Ports)
	219
	
	9.8
	8.3
	10.1

	Newcastle Port Corporation (Ports)
	170
	
	8.7
	9.4
	10.0

	Geraldton Port Authority (Ports)
	177
	
	6.3
	5.6
	9.9

	Port of Brisbane Corporation (Ports)
	2 276
	
	7.3
	11.7
	9.8

	ForestrySA (Forests)
	1 116
	
	11.1
	10.3
	9.2

	Country Energy (Electricity)
	4 616
	
	7.9
	11.1
	8.7

	Sydney Ports Corporation (Ports)
	1 084
	
	16.3
	9.5
	8.7

	EnergyAustralia (Electricity)
	8 948
	
	6.1
	8.2
	8.5

	Delta Electricity (Electricity)
	3 222
	
	12.1
	12.0
	8.3

	Port Kembla Port Corporation (Ports)
	182
	
	4.8
	5.6
	7.8

	Water Corporation (Water)
	11 102
	
	6.6
	7.2
	7.5

	Tasmanian Ports Corporation (Ports)b
	250
	
	..
	..
	7.4

	Dampier Port Authority (Ports)
	99
	
	-1.5
	4.9
	7.4

	Powerlink (Electricity)
	4 215
	
	6.9
	7.6
	7.3

	TransGrid (Electricity)
	3 929
	
	6.4
	7.0
	7.3

	City West Water (Water)
	934
	
	11.4
	9.5
	7.3

	Horizon Power (Electricity)b
	423
	
	..
	..
	7.3

	South East Water (Water)
	1 463
	
	9.2
	8.1
	7.2

	ACTEW Corporation (Water)
	1 751
	
	8.3
	8.6
	7.2


Table continued next page.

Table 2.7
(continued)
	
	Total assets
	
	Return on 
operating assets

	
	2006‑07
	
	2004-05
	2005‑06
	2006‑07

	Cairns Port Authority (Ports)
	564
	
	5.9
	6.3
	7.0

	CS Energy (Electricity)
	3 262
	
	4.5
	5.2
	6.9

	Western Power (Electricity)b
	3 816
	
	..
	..
	6.9

	Aurora Energy (Electricity)
	1 301
	
	7.6
	5.5
	6.8

	Hydro-Electric Corporation (Electricity)
	4 249
	
	-12.2
	3.5
	6.8

	Bunbury Port Authority (Ports)
	105
	
	5.1
	6.3
	6.5

	Melbourne Water Corporation (Water)
	3 979
	
	7.5
	8.2
	6.4

	Port Hedland Port Authority (Ports)
	60
	
	5.0
	9.1
	6.2

	Queensland Rail (Rail)
	9 999
	
	6.5
	4.4
	6.2

	SA Water (Water)
	7 954
	
	5.2
	5.8
	5.3

	Townsville Port Authority (Ports)
	218
	
	6.0
	3.1
	5.3

	State Transit Authority (Urban)
	622
	
	2.0
	5.5
	5.2

	Sydney Catchment Authority (Water)
	1 149
	
	3.6
	4.7
	4.7

	Ports Corporation of Queensland (Ports)
	566
	
	4.6
	8.3
	4.7

	Sydney Water Corporation (Water)
	12 296
	 
	3.3
	3.8
	4.7

	Central Queensland Ports Authority (Ports)
	1 252
	
	3.3
	3.0
	4.7

	Yarra Valley Water (Water)
	1 878
	
	6.4
	5.8
	4.6

	Hunter Water Corporation (Water)
	2 027
	
	3.1
	3.7
	4.3

	Sunwater (Water)
	789
	
	-4.5
	0.6
	4.2

	Transend Networks (Electricity)
	1 130
	
	6.2
	7.7
	4.1

	Port of Melbourne Corporation (Ports)
	1 024
	
	3.8
	4.4
	3.5

	Hobart Regional Water Authority (Water)
	310
	
	4.8
	4.6
	3.5

	Victorian Regional Channels Authority (Ports)
	61
	
	1.4
	2.9
	3.2

	TT-Line (Other)
	341
	
	-17.2
	3.7
	3.2

	Public Transport Authority (Urban)
	3 702
	
	4.8
	3.6
	3.1

	Forests NSW (Forests)
	2 704
	
	3.8
	7.5
	3.0

	Esk Water Authority (Water)
	125
	
	2.7
	2.8
	3.0

	Rail Corporation NSW (Rail)
	13 313
	
	0.7
	1.2
	2.9

	State Water (Water)
	444
	
	0.5
	3.1
	2.9

	Forestry Tasmania (Forests)
	930
	
	3.1
	3.7
	2.8

	Cradle Coast Water (Water)
	105
	
	4.3
	3.1
	2.8

	Mackay Port Authority (Ports)
	277
	
	1.1
	1.8
	2.5

	VicTrack (Rail)
	7 170
	
	0.9
	1.5
	2.2

	Barwon Regional Water Authority (Water)
	1 024
	 
	1.5
	1.7
	1.3

	Central Highlands Water (Water)
	674
	
	0.5
	0.7
	1.1

	TransAdelaide (Urban)
	677
	
	-1.7
	3.2
	1.0
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Table 2.7
(continued)
	
	Total assets
	
	Return on 
operating assets

	
	2006‑07
	
	2004-05
	2005‑06
	2006‑07

	Metro Tasmania (Urban)
	63
	
	0.2
	0.4
	1.0

	Goulburn Valley (Water)
	497
	
	1.4
	0.5
	0.9

	Central Gippsland Water (Water)
	612
	
	1.8
	1.5
	0.8

	Verve Energy (Electricity)b
	2 088
	 
	..
	..
	0.7

	VicForests (Forests)
	38
	
	45.5
	18.6
	0.3

	Lower Murray Water (Water)
	484
	
	-0.5
	0.2
	0.2

	Sydney Ferries (Urban)
	116
	
	2.9
	-38.8
	-0.1

	Tarong Energy (Electricity)
	2 116
	
	9.0
	7.3
	-0.1

	Coliban Water (Water)
	909
	 
	-0.2
	-0.5
	-1.0

	Southern Rural Water (Water)
	452
	
	-0.2
	-0.3
	-1.2

	Goulburn Murray Water (Water)
	1 981
	
	-0.5
	-0.2
	-1.4

	Darwin Port Corporation (Ports)
	206
	 
	0.2
	-3.2
	-1.7

	Grampians Wimmera Mallee Water (Water)
	796
	
	-1.1
	-1.2
	-3.1

	Rail Infrastructure Corporation (Rail)
	2 303
	
	-5.0
	0.6
	-4.5

	Power and Water Corporation (Electricity)
	1 180
	
	6.4
	4.5
	-6.3

	V/Line Passenger Corporation (Rail)
	183
	
	-0.4
	-2.2
	-12.7

	Australian Rail Track Corporation (Rail)
	1 442
	
	11.9
	23.3
	-17.6

	Forestry Plantations Queensland (Forests)b
	1 249
	
	..
	..
	-38.4


a(Based on the average daily rate over the 12 months to June in each year (RBA 2008). b Six monitored GTEs — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation —did not operate in 2004‑05 or for the complete 2005‑06 financial year. .. Not applicable. 
Source: Productivity Commission estimates, RBA (2008).


















































































�	Monitored GTE assets represented about 1.5 per cent of total assets or 2.8 per cent of non�household assets in Australia at 30 June 2007 (ABS 2007a).


� 	In this report, profit before tax measures the difference between revenue before movements in fair value and total expenses (before income tax). It includes both operating and non-operating revenue and can vary significantly from earnings before income and tax from operations (EBIT from operations), particularly where government grants represent a significant proportion of income (chapter 1).


� 	Six monitored GTEs — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — did not operate for the entire 2005�06 financial year. Data for these GTEs are included in estimates for 2006�07, but are excluded from estimates of change between 2005�06 and 2006�07.


� 	Six monitored GTEs — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — did not operate for the entire 2005�06 financial year. Data for these GTEs are included in estimates for 2006�07, but are excluded from estimates of change between 2005�06 and 2006�07.


�	Based on the average daily rate over the 12 months to June 2007. The rate is usually based on the average bond rate over a specified period (12 months) rather than the ‘on the day’ rate at 30 June 2007, in order to minimise the effect of short-term volatility. 


�	Typical values estimated by regulators as an approximate overall rate of return (including an allowance for non-diversifiable risk) are somewhat higher than the risk-free rate. For example, the NSW Independent Pricing and Regulatory Tribunal accepted a nominal post-tax return of between 6 per cent and 7 per cent for electricity distributors over the period February 2004 to June 2008 (IPART 2004).


� 	An increase in debt is not prima facie evidence of poor financial management as a GTE might be using debt to finance projects that will improve future performance (after debt servicing costs are taken into account).


� 	Six monitored GTEs — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — did not operate for the entire 2005�06 financial year. Data for these GTEs are included in estimates for 2006�07, but are excluded from estimates of change between 2005�06 and 2006�07.


� 	Australian Government-owned entities pay income tax to the Australian Taxation Office.


� 	Six monitored GTEs — the four WA electricity GTEs, Forestry Plantations Queensland and Tasmanian Ports Corporation — did not operate for the entire 2005�06 financial year. Data for these GTEs are included in estimates for 2006�07, but are excluded from estimates of change between 2005�06 and 2006�07.


�	Government trading enterprises exempted from the NTER for 2006�07 were Rail Corporation NSW, the Rail Infrastructure Corporation, and Sydney Ferries Corporation. The WA Public Transport Authority was also exempted from the NTER because it is an on-budget agency.


� 	Under AASB 110, dividends must be reported in the financial year that they are declared rather than the year to which they relate. For example, a dividend from 2006�07 profits will not be reported in the 2006�07 operating result, if it is not declared prior to 30 June 2007. 


�	This is equivalent to sector grants revenue ratios of 43.3 per cent, 14.3 per cent and 5.8 per cent respective, as total income exceeds revenue.
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