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8 Public Non–financial Corporations 
Sector 

Features 
• The Government expects its businesses to operate commercially and efficiently. These 

businesses are central to the Government’s strategy to reduce debt and improve services to 
Queenslanders. 

• To drive this, the Government has initiated reform in a number of key industries across the 
sector. In the electricity industry, Energex and Ergon Energy Corporation Limited (Ergon 
Energy) will merge into a single energy business – ‘Energy Queensland’. A new energy 
services business will also be developed to deliver innovative products and create jobs. 

• The Government has also completed a review into the effectiveness of Powerlink and the 
generation businesses. Shareholding Ministers have developed mandates for the generation 
businesses to drive efficiencies and seek out new value growth areas.  

• A review into Queensland Rail is underway, for Government consideration in the second half 
of 2016. This review will provide a valuable opportunity to test existing structures and funding 
arrangements (i.e. the Transport Services Contract (TSC)), and their continued suitability in 
achieving the Government’s objectives.  

• The returns from the Public Non–financial Corporations (PNFC) sector are expected to 
moderate over the forward estimates (FE) period. This is largely driven by the Australian 
Energy Regulator’s (AER) 2015 electricity determinations, which reduced the amount of 
network revenue allowed to be collected by both Energex and Ergon Energy over the FEs. 
Transmission business Powerlink also expects a reduction in allowable revenue from  
2017–18 when its new regulatory period begins. 

• Network charges make up around half of a typical residential electricity bill. Customers are 
seeing the benefits of reductions in allowable revenue, with residential prices stabilising in 
2015–16 and 2016–17.  

• The Government is implementing a new cash management strategy for the  
government–owned corporations to make more effective use of available resources. 
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8.1 Context 
A number of industries are covered by the PNFC Sector, including energy, rail, port and water. 
Queensland’s government–owned corporations (GOCs), declared by regulation to be GOCs 
under the Government Owned Corporations Act 1993 (Qld) (GOC Act), make up a large part of 
the PNFC sector. Also included in the sector are non–GOC entities, the Queensland Bulk Water 
Supply Authority (trading as Seqwater), Queensland Rail, local water boards and other public 
corporations.  

GOCs are accountable for their financial performance and are required to be commercial and 
efficient organisations. These requirements are legislated under the GOC Act. 

PNFC Sector entities provide services or commodities like other businesses. The entities incur 
costs and bear commercial risks to deliver their services or products and generate revenue from 
the sale of these services or products. The aim of these entities is to deliver vital services and 
also achieve a commercial rate of return which is returned to the Government as dividends. 
These dividends are used to pay for important community services like hospitals, education and 
concession payments and to repay Government debt.  

In some cases, part of a PNFC entity’s revenue may arise from community service obligation 
(CSO) payments from the Government. These payments are used to subsidise a service or 
commodity, and allow it to be provided to the community at a lower price than it would be on a 
purely commercial basis. 

8.2 Finances and performance 

8.2.1 Earnings before interest and tax 

Total forecast PNFC Sector earnings before interest and tax (EBIT) for 2015–16 are estimated to 
be $3.882 billion, slightly down from $3.987 billion forecast at the time of the 2015–16 Budget. 
This slight decrease is primarily due to lower than expected earnings in Ergon Energy and 
SunWater Limited (SunWater). This is somewhat offset by better than expected EBIT for the 
generation sector and Queensland Rail. 

EBIT is then set to increase to $4.059 billion in 2016–17, with a decrease in 2017–18 to 
$3.672 billion, before recovering to $3.776 billion by 2019–20 (refer to Table 8.1). 
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Table 8.1 Earnings before interest and tax1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity Networks2 2,863 2,652 2,566 2,533 2,147 2,063 2,019 

Electricity Generation3 731 320 372 482 540 449 504 

Transport 603 547 611 621 592 671 783 

Water 374 475 371 409 396 436 475 

Other (79) (7) (38) 14 (3) (4) (5) 
Total PNFC sector 
Earnings Before 
Interest and Tax 

4,492 3,987 3,882 4,059 3,672 3,615 3,776 

Notes: 
1. Numbers may not add due to rounding and bracketed numbers represent negative amounts. 
2. The decline relates to lower earnings from Energex and Ergon Energy as a result of the AER regulatory 

determinations, and likely reduced returns from Powerlink in 2017–18 as a result of the AER determination. 
3. Includes Stanwell coal revenue sharing arrangements. 

This decline in earnings from 2016–17 is attributable to decreasing earnings from Energex and 
Ergon Energy as a result of the AER’s 2015 regulatory determinations, and the sharp drop–off in 
2017–18 is almost entirely due to the expected reduction in revenue for Powerlink when its new 
AER regulatory period begins. This decrease over the FEs is somewhat offset by increased 
earnings from the generation sector from 2016–17, and the transport and water sectors from 
2018–19.  

The improvement in the generation sector is driven by forecasts of increasing demand from the 
LNG industry. Similarly, the ports sector is expecting increased returns due to growth in LNG 
exports at the Port of Gladstone, and a general improvement in coal and bulk trade across all 
ports.  

Energy Sector 

Generation 

The core business of CS Energy Limited (CS Energy) and Stanwell Corporation Limited 
(Stanwell) is the generation and sale of electricity. Combined, the companies have over  
6,600 megawatts (MW) of installed capacity, a combination of coal, gas and hydroelectric plant. 
On top of the significant output, CS Energy also has access for trading purposes to 509 MW from 
the Gladstone Power Station. Together CS Energy and Stanwell account for around 64% of 
Queensland’s electricity generation capacity. 

The generation businesses are facing significant challenges with the evolution of the electricity 
market and the growth of new technologies. After years of oversupply, the Queensland region of 
the National Electricity Market (NEM) is tightening as the LNG industry comes online. LNG related 
electricity consumption is expected to increase from 250 gigawatt hours (GWh) in  
2013–14 to 7,840 GWh in 2018–19 as LNG plants on Curtis Island progressively commence 
operation. 
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Going forward, the forecast is for Queensland to have a higher average annual energy growth 
over the next 10 years due to growth in the economy. Further, Queensland is the only region in 
the NEM with forecast growth in its maximum demand level over the next 10 years. 

The expected increase in electricity demand from the LNG industry will be tempered by the 
continued growth of solar photovoltaic (PV) panels and consumers’ ongoing sensitivity to 
increases in electricity retail tariffs. At 31 May 2016, installed PV capacity in Queensland was 
1,516 MW.  

In December 2015, the Queensland Government announced its decision not to merge the two 
government–owned generators. At the same time, the Queensland Government reaffirmed its 
commitment to realise efficiency savings over five years from the generation businesses. Since 
that time, the Queensland Government has been undertaking a review of Stanwell and  
CS Energy.  

The review has focused on ensuring that the generation businesses operate as efficiently and 
effectively as possible. Importantly, the Queensland Government expects these businesses to 
focus on delivering stable and appropriate returns which will contribute meaningfully to the 
reduction in Government debt.  

Networks 

The Queensland Government owns three network businesses that are responsible for 
transporting safe, reliable electricity to consumers across the state.  

Powerlink is a high–voltage transmission network that transports electricity long distances from 
generation plants to the distribution networks and connects Queensland to other states.  

Ergon Energy and Energex are low–voltage distribution networks that take electricity from 
Powerlink’s transmission network and distribute it to households and businesses across 
Queensland. Ergon Energy is also Queensland’s second largest electricity retailer, providing retail 
services to the majority of customers in regional Queensland.  

Revenues for these businesses are largely derived from network services that are regulated by 
the AER. The AER determines these revenues on a five–yearly basis, based on the businesses’ 
proposals and its view of the reasonable benchmark efficient costs for a network business. 
Energex and Ergon Energy both began a new five–year regulatory period on 1 July 2015, which 
significantly reduced their allowable revenues, resulting in lower prices for Queensland 
customers. To ensure customers would continue to benefit from this decision, the Government 
directed the businesses to not appeal the decision by the AER to facilitate stable electricity prices 
over the next five years. 

From 30 June 2016, Energex and Ergon Energy will be merged under a new parent company 
(more information is provided in Box 8.1). This new parent company will be called Energy 
Queensland. In December 2015, the Queensland Government announced its decision not to 
include Powerlink as part of the merger, to allow it to focus on the unique challenges facing 
transmission businesses.  
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The Government is working with Powerlink to streamline operations and find efficiencies to 
benefit customers. This strategic review for Powerlink will consider the alignment of work 
practices between the network businesses and identify opportunities to improve the efficiency of 
high voltage work practices.  

Powerlink’s current determination concludes in 2016–17. From 2017–18, Powerlink’s outlook will 
depend on the new determination set by the AER.  

Energy Queensland and Powerlink will need to give significant consideration to their future roles 
in the energy market. As technology continues to advance, consumers will change the way they 
consume energy, and these businesses will need to evolve with the market to provide the 
services that consumers demand. The Government has stated its intention to operate these  
government–owned corporations as efficiently as possible for the long–term.   

 

168 

 



Budget Strategy and Outlook 2016–17 

 

Box 8.1 Energy Queensland – a changed business 
for a changing market  

The Government expects its network energy businesses to operate as efficiently as possible, 
ensuring that Queenslanders receive the services they deserve at the best possible price. In 
December 2015, the Queensland Government announced that government–owned electricity 
network businesses Ergon Energy and Energex would be merged into a single new business. 
The merged group will also include Ergon Retail, the businesses’ ICT provider SPARQ Solutions 
and a new energy services business. When established on 30 June 2016, the new business will 
have the scale and expertise to meet the changing needs of Queensland consumers, with more 
than $24 billion in assets.  

This new merged business will be called Energy Queensland.  

Based in Townsville, Energy Queensland will commence operation on 30 June 2016. This is an 
integral part of the Government’s plan to use savings from these businesses to reduce 
Government debt and provide better outcomes for Queensland taxpayers. Energy Queensland 
will be a more efficient business, releasing funds to invest in better services for all 
Queenslanders. Importantly, our energy businesses will remain in Queenslanders’ hands, instead 
of being sold–off and the dividend stream used for Government service delivery lost.  

A more efficient business also means lower prices for Queenslanders over time, as capital and 
operational efficiencies are realised. Reducing duplication in areas like administration, shared 
services, boards, management and corporate governance, will mean less waste and more 
savings being passed back to consumers.  

Energy Queensland will steer Energex and Ergon Energy towards the future, as a business that 
will proactively respond to the needs of the energy market. A key part of this new approach is the 
creation of an innovative energy services business within Energy Queensland. Also based in 
Townsville, the energy services business will facilitate opportunities for customers to access new 
grid–connected products, allowing them to regain control of their energy usage, lower their energy 
costs and create greater value from their investments in solar, batteries and other emerging 
technologies. It is anticipated that this will result in more job opportunities for electrical contractors 
as energy services grow in the future.  

The structure of the new energy services business will ensure it operates on a level playing field 
with other businesses that offer new energy services. The Government has confirmed it is not the 
intention for the energy services business to duplicate the installation of offerings that are already 
available in markets well serviced by independent electrical contractors. Specifically, the energy 
services business will not install solar panels for residential customers.  

As previously outlined in MYFER, the merger, along with a number of other efficiency measures 
across Queensland’s electricity network and generation businesses, will result in savings of 
around $680 million over the period to 2019–20 in the energy government–owned corporations. 
Of these total savings, over $562 million is the result of savings found in the new merged 
business. 
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Queensland Rail 

Efficient and effective delivery of rail services, including network access, contributes to positive 
economic and social benefits for Queensland. Queensland Rail is an integrated, publicly owned 
rail operator, responsible for the delivery of passenger transport in South East Queensland; long 
distance passenger services in rural and regional Queensland; and provision of third party access 
to networks for freight transport across the State.  

The majority of Queensland Rail’s services are delivered under a Rail TSC between the 
Government, represented by the Department of Transport and Main Roads (TMR), and 
Queensland Rail. The Rail TSC provides funding for rail infrastructure, Citytrain (South East 
Queensland passenger services) and Traveltrain (regional passenger services). 

Queensland Rail is focused on the delivery of safe, reliable and value for money rail services. To 
ensure Queenslanders are receiving the best value for money for its services, the Government is 
undertaking a review of Queensland Rail (more information is provided in Box 8.2). 

 

Box 8.2 Review of Queensland Rail 
In December 2015, the Government approved the Terms of Reference for a review of 
Queensland Rail’s structural operating and funding approach and to assess its commercial 
mandate. The scope also included establishing a framework for monitoring QR’s operational and 
financial performance, in order to ensure value for money outcomes are achieved for the State. 
Queensland Treasury Corporation has been appointed to lead the review, supported by a 
Government working group chaired by TMR.  
Given the changes to Queensland Rail’s operations in recent years and the Government’s 
commitment to maintaining public ownership of the business, the review provides a valuable 
opportunity to test existing structures and funding arrangements (i.e. the TSC), and their 
suitability to achieving Government’s objectives. 
Government will consider the outcomes of the review in the second half of 2016. Any 
recommended structural or financial changes will be addressed as part of the 2016–17 MYFER.  

Ports 

Queensland has an extensive network of ports along its coastline, ranging from small community 
ports to large export terminals. With the exception of the Port of Brisbane, all Queensland ports 
are owned by the Queensland Government. These ports are a major component of Queensland’s 
supply chain and economy. The efficient operation of Queensland’s port network is essential to 
delivering continued economic growth, job creation and sustainable development in Queensland. 

The financial performance of the port sector is influenced by the level of economic activity in the 
State, particularly in terms of international demand for Queensland’s resources and agricultural 
commodities. Demand for coal impacts most significantly on the primarily coal–handling ports of 
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Gladstone and Abbot Point. The ports continue to look for opportunities to enhance supply chain 
efficiency and identify new trade to improve financial outcomes. 

Key projects in 2016–17 include an additional $12.2 million to continue the Channel Duplication 
Investigation, East Shores Parkland Expansion, and other port services projects at the Port of 
Gladstone, at a total cost of $38.8 million; $44.1 million towards continuing upgrades at the 
RG Tanna Coal Terminal at the Port of Gladstone; and $26 million towards the redevelopment of 
the Berth 4 facility at Port of Townsville.  

Water  

The two largest entities in the Queensland bulk water market are the Queensland Bulk Water 
Supply Authority (trading as Seqwater) and SunWater Limited (SunWater). 

Seqwater 

Seqwater is responsible for ensuring a safe, secure and reliable bulk drinking water supply for  
3.3 million people across South East Queensland (SEQ). Its assets and operations are spread 
over a large geographic area from the New South Wales border, to the base of the Toowoomba 
ranges and as far north as Gympie. Seqwater also provides essential flood mitigation services, 
and provides irrigation services to around 1,200 rural customers in seven water supply schemes. 

Seqwater also owns and operates 37 water treatment plants, the Gold Coast Desalination Plant 
and Western Corridor Recycled Water Scheme, and a 600 kilometre reverse flow pipeline 
network that connects the Sunshine Coast to the Gold Coast (the Water Grid). 

The majority of Seqwater’s revenue comes from bulk water sales, and is predominantly 
determined by the SEQ bulk water price path. The price path was established in order to phase in 
affordable price increases associated with construction of the SEQ Water Grid. During this period 
it was anticipated that bulk water prices would not recover the costs of bulk water supply, which 
resulted in Seqwater selling bulk water at a loss, with the shortfall funded by borrowings (the 
resulting debt is known as ‘price path debt’). This price path debt is expected to peak in 2016–17 
and decline steadily over the period to 2028 as this debt is repaid. Total borrowings are forecast 
to stabilise from 2016–17 onwards.  

In practical terms the bulk water price path is smoothing the implementation of cost–reflective 
pricing, which will be achieved for most Local Government Areas in SEQ by 2017–18, and by 
2019–20 for the Local Government Areas of Noosa, the Sunshine Coast, and Redland. The price 
path will see Seqwater’s revenue continue to increase over the forward estimates with the entity 
maintaining a positive operating position from 2016–17 and each year over the forward estimates 
period, excluding depreciation expenses. Seqwater has maintained a positive operating position 
since it was merged with the SEQ Water Grid Manager, LinkWater and the former Seqwater on  
1 January 2013. Seqwater continues to pursue operational and capital efficiency targets in order 
to deliver value for money for residents of SEQ.  
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SunWater 

SunWater is the Government’s major bulk water supply business outside of SEQ. SunWater 
supplies untreated bulk water to around 5,000 customers across the mining, power generation, 
industrial, local government and irrigated agriculture sectors via its regional network of dams, 
weirs, pumping stations, pipelines and channels and other supply and distribution assets. 

SunWater owns and manages around $9 billion in water infrastructure assets including 19 major 
dams, 63 weirs and barrages, 80 major pumping stations, 2,500 km of pipelines and open 
channels; and 730 km of drains.  

SunWater has experienced a period of slow growth across key customer segments, and its 
ongoing interaction with customers and industry representative groups suggests the outlook for 
key customer sectors will remain subdued. Notwithstanding the subdued market, SunWater 
continues to actively work with customers to investigate all business opportunities which are 
consistent with the Government’s expectations and priorities. 

Dam safety is a major focus for SunWater as it is for all bulk water suppliers. SunWater 
commenced a prioritised Dam Safety Improvement Program (DSIP) in 2005 to ensure that dam 
safety is maintained. Recent dam safety improvement projects completed under the program 
include Kinchant Dam and Eungella Dam. 

The DSIP is an essential program to ensure the safety and stability of dams and the ongoing 
safety of downstream communities, and SunWater must undertake dam safety work to meet its 
obligations under Queensland dam safety regulations. However, it is also likely to significantly 
influence SunWater’s financial performance and net flows to the Government over the forward 
estimates period and beyond.  

8.2.2 Borrowings 

Entities in the PNFC Sector utilise debt financing as a source of funds for asset renewal, capital 
investments and to maintain an optimum capital structure. 

PNFC Sector entities are required to take a prudent and sound approach to the management of 
debt, including the establishment of borrowing arrangements which are appropriate to the 
business risk of the organisation. These arrangements take into account the appropriateness of 
the proposed capital expenditure program, together with the implications of the borrowings for key 
financial and performance related indicators. 

Total forecast PNFC Sector borrowings for 2015–16 are estimated to be $37.018 billion  
(refer to Table 8.2). 
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Table 8.2 Borrowings1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity Networks 16,673 20,692 21,457 21,622 22,259 22,937 23,610 

Electricity Generation 1,869 1,914 1,879 1,700 1,594 1,546 1,478 

Transport 3,622 3,811 3,738 4,341 5,186 5,222 5,244 

Water 9,806 9,799 9,901 10,004 10,086 10,109 10,096 

Other 158 (254) 43 (172) (187) (203) (219) 
Total PNFC Sector 
borrowings 32,128 35,962 37, 018 37,496 38,938 39,610 40,208 

Notes: 
1. Numbers may not add due to rounding and bracketed numbers represent negative amounts. 

Borrowings are budgeted to increase to $37.496 billion in 2016–17 and to $40.208 billion in  
2019–20. The increase in borrowings is mostly driven by capital expenditure requirements and 
re–gearing towards more commercial levels. 

8.2.3 Returns to Government 

PNFC Sector entities provide returns to Government by way of dividends and current tax 
equivalent payments (TEPs). 

Dividends 

A GOC’s dividend policy is agreed with shareholding Ministers as part of the Statement of 
Corporate Intent for the relevant period. A Statement of Corporate Intent represents a 
performance contract between the shareholding Ministers and a GOC board, with the board being 
accountable to shareholding Ministers for meeting financial and non–financial performance 
targets and delivering on the outcomes detailed in the Statement of Corporate Intent. When 
establishing the dividend policy for the period, GOC boards are expected to ensure that the 
dividend policy takes into account the return shareholders expect on their investments and the 
levels of equity required to maintain a preferred capital structure. The final dividend payment is 
determined in accordance with the GOC Act. 

As part of the Debt Action Plan, the Government announced its intention to increase the dividend 
payout ratios for all GOCs, excluding CS Energy, to 100% of net profit after tax. It also announced 
its decision to transition to more commercial capital structures for a number of the GOCs, 
including the electricity network businesses. 
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Total forecast PNFC sector dividends for 2015–16 are estimated to be $1.607 billion, up from 
$1.590 billion at the time of the 2015–16 Budget (refer to Table 8.3). The slight decrease in 
expected dividends from the network and water sectors in 2015–16 has been largely offset by a 
better than expected dividend return from the transport and generation sectors. 

Table 8.3 Dividends1, 2, 3 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity Networks 1,364 1,198 1,137 1,000 768 683 626 
Electricity 
Generation 90 125 160 216 258 223 257 

Transport 252 216 269 278 262 343 365 

Water 25 50 31 41 23 23 18 

Other .. .. 10 .. .. .. .. 
Total PNFC Sector 
Dividends 1,731 1,590 1,607 1,535 1,312 1,273 1,266 

Notes: 
1. Numbers may not add due to rounding and bracketed numbers represent negative amounts.  
2. The above dividends do not include amounts from the Public Financial Corporations Sector. 
3. Dividends are declared as part of end–of–year accounting arrangements and usually paid in the following 

November, although Energex and Ergon Energy will pay 2015–16 dividends in June this year. 

Dividends are budgeted to decrease to $1.535 billion in 2016–17. By 2019–20, dividends are 
expected to be $1.266 billion. The decline in dividends is predominantly due to substantially lower 
returns from the energy network businesses reflecting their lower revenue outlook as a result of 
the Australian Energy Regulator’s decision to apply a lower rate of return in their final revenue 
determination.  

The generation and transport sectors are expected to see an increase in dividends through to 
2019–20. The improvement in the generation sector is driven by expectations of increasing 
demand from the LNG industry. The forecast increase in dividends in the transport sector is 
driven by both the ports and QR, with an expected increase in ports revenue from growth in LNG 
exports at the Port of Gladstone, and a general improvement in coal and bulk trade across all 
ports.  

In the water sector, modest dividends are expected over the forward estimates. In South East 
Queensland (SEQ) forecast water demand is lower than previously anticipated and Seqwater is 
not expected to return an operating profit over the forward estimates and as such is not in a 
position to provide dividends. However revenue from the SEQ bulk water price path steadily 
increases year on year and the entity maintains a positive operating position in 2016–17 and each 
year over the forward estimates period, once depreciation expenses are excluded.  

Dividends from SunWater, Queensland’s largest regional bulk water supplier, have declined from 
previous forecasts driven by increased capital expenditure to ensure the safety and stability of 
dams and the ongoing safety of downstream communities. Category one water boards (the 
Gladstone Area Water Board and Mt Isa Water Board) also contribute small dividend returns to 
the State.  
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Tax equivalent payments 

Tax equivalent payments (TEPs) are paid by the PNFC Sector entities to recognise the benefits 
derived because they are not liable to pay Australian Government tax. The primary objective of 
the payment is to promote competitive neutrality, through a uniform application of income tax laws 
between the government–owned entities and their privately held counterparts. 

Total forecast PNFC Sector TEPs for 2015–16 are estimated to be $710 million, down from the 
projected $733 million at the time of the 2015–16 Budget (refer to Table 8.4). 

Generally TEPs move in line with earnings. TEPs are forecast to decrease to $687 million in 
2016–17 and then decline to $558 million in 2019–20. 

Table 8.4 Tax equivalent payments1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity Networks 497 514 491 463 366 333 310 

Electricity Generation 29 84 66 91 92 105 112 

Transport 124 113 126 116 98 114 116 

Water 19 20 21 9 14 11 11 

Other 4 1 5 9 9 9 10 
Total PNFC Sector 
tax equivalents 672 733 710 687 579 573 558 

Notes: 
1. Numbers may not add due to rounding.  

Competitive neutrality fees 

In accordance with the National Competition Policy principles, GOCs are expected to operate on 
the basis that they do not experience significant advantages or disadvantages by virtue of their 
Government ownership. One of the most significant advantages available to GOCs is the ability to 
borrow funds at a lower rate than private sector competitors on the basis of the State 
Government’s credit strength. In order to account for this advantage, the Competition Principles 
Agreement requires a notional charge to be applied to a GOC’s cost of debt. A competitive 
neutrality fee (CNF) is thus applied to all borrowings and financial arrangements in the nature of 
debt obligations. 

Total forecast PNFC sector CNF payments for 2015–16 are estimated to be $202 million, down 
from $232 million at the time of the 2015–16 Budget (refer to Table 8.5). 

Changes in CNF payments reflect movements in borrowing amounts, interest rate spreads and 
the entity’s stand–alone credit rating. CNF payments are forecast to decrease to $156 million in 
2016–17 before increasing to $294 million in 2019–20. 
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Table 8.5 Competitive neutrality fee payments1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity Networks 150 155 134 94 138 199 223 

Electricity Generation 28 30 26 21 18 17 16 

Transport 47 42 38 37 45 47 50 

Water 7 4 4 5 5 5 5 

Other .. .. .. .. .. .. .. 
Total PNFC Sector 
CNF payments 232 232 202 156 206 268 294 

Note: 
1. Numbers may not add due to rounding. 

8.2.4 Community service obligation and Rail Transport Service 
Contracts payments 

The Government sometimes directs or requires its businesses to perform activities that are not in 
the entity’s commercial interest (for example, offering services at a reduced price). In these 
situations, Government will often provide a Community Service Obligation (CSO) payment to the 
entity for the cost of delivering the service. 

TSC payments are made to Queensland Rail to provide rail passenger services at  
non–commercial (subsidised) prices for the commuter and tourism markets. Before the 2015–16 
Budget, these payments were reported as CSOs. 

Total forecast PNFC sector CSO and TSC payments for 2015–16 are estimated to be  
$2.084 billion, slightly up from $2.042 billion at the time of the 2015–16 Budget (refer to Table 
8.6).  

In 2016–17, it is estimated that the Government will provide CSO and TSC payments to PNFC 
Sector entities of $2.250 billion. This is forecast to increase to $2.505 billion in 2019–20. The 
increase is attributable to the TSC and is due to a mix of factors such as growth in patronage, 
escalation of service delivery costs and forecast growth in services.  
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Table 8.6 Community service obligations and Transport Service Contracts revenue1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity 
Networks 617 432 497 558 483 532 569 

Electricity 
Generation .. .. .. .. .. .. .. 

Transport 1,525 1,598 1,574 1,680 1,665 1,719 1,933 

Water 17 12 12 12 2 2 3 

Other .. .. .. .. .. .. .. 
Total PNFC 
Sector CSO and 
TSC 

2,159 2,042 2,084 2,250 2,150 2,252 2,505 

Notes: 
1. Numbers may not add due to rounding. 

In line with the Queensland Government’s uniform electricity tariff policy, a CSO payment is 
provided to Ergon Energy to compensate the retail subsidiary for the increased costs of operating 
in regional Queensland. This subsidy is provided to ensure that Queenslanders, regardless of 
their geographic location, pay a similar price for their electricity. The estimated actual electricity 
CSO for 2015–16 is $497 million, up from $432 million at the time of the 2015–16 Budget. This 
increase is largely due to changing customer load expectations. 

Net flows, as shown in Table 8.7, represent the net value of flows to and from the PNFC Sector 
(the positive effect of dividends and TEPs less the negative effect of CSO and TSC payments). 

Table 8.7 Net Flows to the General Government Sector from PNFC Sector entities1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Net Flows 244 281 233 (28) (259) (407) (681) 

Note:  
1. Numbers may not add due to rounding. Bracketed numbers represent a net flow from the General 

Government Sector to the PNFC Sector. 

8.2.5 Equity movements 

The levels and weightings of GOC debt and equity are managed by the Government to maintain 
an optimal and efficient capital structure. Corporations may have different target capital structures 
for different business entities or to support expected capital programs and projects.  

Total forecast PNFC equity movements for 2015–16 are estimated to be $1.088 billion (refer to 
Table 8.8), above the $97 million allocated in the 2015–16 Budget, reflecting Debt Action Plan 
measures identified in the 2015–16 MYFER. This large equity movement across the network, 
generation, transport and water sectors is primarily a response to the State’s Debt Action Plan, 
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which increases the gearing ratios as the government targeted an efficient level of gearing for  
government–owned businesses. 

Table 8.8 Equity movements1 

 
2014–15 
Actual 

$ million 

2015–16 
Budget 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 

2017–18 
Projection 
$ million 

2018–19 
Projection 
$ million 

2019–20 
Projection 
$ million 

Electricity 
Networks (3,133) (156) (510) (160) (86) (318) (406) 

Electricity 
Generation .. .. (150) .. .. .. .. 

Transport (18) 59 (335) (26) 50 25 .. 

Water 7 .. (130) (130) .. .. .. 

Other 15 .. 37 12 .. .. .. 
Total PNFC 
Sector 
equity 
movements 

(3,128) (97) (1,088) (305) (36) (293) (406) 

Note: 
1. Bracketed numbers represent equity returns from the PNFC Sector to the General Government Sector. 
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