
QUEENSLAND ALUMINA LIMITED
ABN 98 009 725 044

PARSONS POINT GLADSTONE QUEENSLAND 4680 AUSTRALIA

Mr John Hall
Chief Executive
Queensland Competition Authority
GPO Box 2257
Brisbane Qld 4001

19 February 2010

Dear Mr Hall

QAL appreciates the opportunity to make a submission to the Queensland
Competition Authority ("QCA") in response to Gladstone Area Water Board
Submission 2; Expenditure Proposals, dated December 2009 ("GAWB
Submission") and makes the following response:

1. RAB
GAWB is seeking an opening regulated asset base (RAB) for the 2011-2015
period based on a roll forward of a revised 2005 valuation that is higher than
the QCA approved 2005 RAB. The proposed change will increase the
approved RAB from $355.63 million to $371.67 million.

GAWB has advised that the upward revision of the previously approved 2005
RAB is due to the inability to assess the details underpinning the 2005 QCA
decision.

Acceptance of GAWB's proposal would represent the acceptance of a
principle that there is an indefinite period in which previous pricing decisions
can be challenged and reconsidered. The RAB determined in 2005 must have
been analysed in detail to arrive at the final value and therefore QAL believes
it is unreasonable to base RAB on any value different to that determined and
approved by the QCA in 2005.

2. Demand Forecast
QAL understands that GAWB's current proposal to reduce the demand
forecast (base case) is based on concerns that an over estimation of demand
will lead to an under recovery during the next pricing period. The impact of
reducing demand forecast in line with GAWB's proposal will be to increase
present customer's prices to the benefit of any new customers. It is highly
unlikely that any demand not realised as a consequence of the recent global
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c) Land & Catchment Management
GAWB is seeking QCA endorsement of an expenditure program involving the
purchase and management of certain properties adjacent to the Awoonga
dam storage. GAWB has provided no evidence in the submission that this
project represents best practice, that it will reduce water costs, or that it is a
requirement of legislation or government regulation. GAWB's suggestion that
200 metre wide buffers are necessary for water storage operational purposes
is inconsistent with more recent EIS findings for proposed dams including
Wyaralong Dam and Traveston Crossing Dam, which indicate that buffers of
100 metres or less are suitable for water storage operational purposes. In
addition, according to appendix 3 to the GAWB Submission, 80 percent of
GAWB water supplied is represented by untreated raw water for industry. In
this context, the benefit of additional catchment management expenditure
aimed at reducing water treatment costs is considered highly questionable.
QAL submit that without sufficient supporting evidence the land and
catchment management expenditure should not be reflected in GAWB prices.

5. Operating Expenditure
a) Staffing cost allocations
GAWB's proposed staffing cost allocation appears high in proportion to the
operational budget. It also appears a high proportion of the additional
Operational Business Unit FTEs are required to address issues in relation to
the treatment of water. GAWB does not demonstrate how this increase adds
value to raw water users. QAL would like to see a detailed breakdown of cost
allocation methodology between service areas to confirm growth of
operational staff costs required for water treatment activities is correctly
allocated to treated water customers.

b) General
Operating costs on the whole increased substantially over the previous pricing
period to 2010 and this trend is being carried into the 2010/11 - 2015/16
pricing period. Furthermore the expenditure in 2009/10 exceeded forecast
expenditure by 85%. QAL would like to see detail on the value added by this
proposed expenditure increase. QAL also suggest the QCA commission
independent examination of the appropriateness of the escalation factor for
employment costs of 5%, a comparison of operating expenses as proportion
of the RAB, and the impact of projected staffing cost increases on
benchmarked performance.

In addition to the above response to the GAWB submission QAL wish to raise
two additional issues at this stage - contract terms and conditions, and WACC.

6. Contract
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7. WACC
At a presentation to QAL by GAWB just prior to Christmas it was indicated
that the WACC is expected to be revised upwards in 2010 from its existing
rate of 7.73%. The WACC rate has a significant impact on price and one of
the key factors used in determining WACC is risk.

QAL believes that the present WACC rate is high considering the actual risk
profile for the supply of water to QAL; refer comments in 1 above.

QAL's requirement for water for the alumina process is not discretionary. QAL
understands that 80% of GAWB's customer base are industrial users (non
discretionary water user's) and this being the case there is a very low risk to
GAWB therefore QAL cannot see any justification for an increase in WACC.

In closing, we would like to thank you for giving QAL the opportunity to comment
on GAWB's proposals. If you would like any clarification on any of the comments
please contact either the undersigned or Kym Lowery on direct line (07) 4971
7142.

Yours Sincerely

Peter Mouna
Principal Buyer
Raw Materials & Energy
(07) 4976 2775
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