From: Jeanne Vandenbroek

To: Peter Crimp
Cc: Stewart Walters; Benedicte Colin
Subject: RE: Request for information and points for consideration by NSW Treasury
Date: Saturday, 18 December 2021 5:35:29 PM
Attachments: image006.png
image001.png
image003.png

Summary Table Valuation Changes Treasury Scenario Excl Pricing Table PWC 141221 1845.xlsx

CAUTION: This email is sent from an external source. Do not click any links or open attachments unless you recognise the sender and
know the content is safe.

Thanks for this Peter,

It would be great to get the information on the asset life ASAP. | will do some digging from my end and see
what | can find, but would be grateful if you could keep searching from your end too.

Could you also help me understand how the adjustment to depreciation on new investment is calculated in
the attached (row 99, columns F to N)? Each of them seems to have a manual adjustment, which I am not
sure what the source of it is.

Thanks again for your help.

Kind regards
Jeanne

From: Peter Crimp

Sent: Saturday, 18 December 2021 5:01 PM

To: Jeanne Vandenbroek

Cc: Stewart Walters ; Benedicte Colin

Subject: RE: Request for information and points for consideration by NSW Treasury

Hi Jeanne,

here is our input to-date. | haven’t been able to answer the “asset life” question yet as | need to track down the
various bits of info, for example | know Heather was talking to Lynn earlier in the week.

If you have any further insights on the sources let me know, or if you need clarification on my comments

Peter

Peter Crimp
Executive General Manager, Finance & Business Performance
Transport Asset Holding Entity (TAHE) NSW

470 Pitt Street, Haymarket NSW 2000
tahensw.com.au



From: Peter Crimp

Sent: Saturday, 18 December 2021 3:37 PM

To: Jeanne Vandenbroek

Subject: RE: Request for information and points for consideration by NSW Treasury

Hi Jeanne, have answered most tagged to me but still looking at the average asset life question.
From: Stewart Walters

Sent: Saturday, 18 December 2021 11:05 AM

To: Benedicte Colin ; Peter Crimp

san.midha ; Jeanne Vandenbroek

Subject: FW: Request for information and points for consideration by NSW Treasury

CAUTION: This email is sent from an external source. Do not click any links or open attachments unless you recognise the sender and

know the content is safe.

OFFICIAL: Sensitive - NSW Government

Hi Benedicte and Peter

| also share the email of information request from Renee in the AO received late yesterday.

We have reviewed the info and conclude that most of the critical info or audit evidence is info we collectively
have or have agreed to procure and is supported by the return expectations communicated from govt, the
updated cashflow and the intended HoA.

We have commenced a draft response, creating a tabular format — please see attached.

Some of the info requires your assistance.

Some is likely a double up with what Somaiya has requested.

Would appreciate @Peter Crimp if you can assist primarily Jeanne who is coordinating much of the info that
you can assist with.

Many thanks

Stewart

Stewart Walters | Chief Financial and Operations Officer
Finance and Operations Group

52 Martin Place, Sydney (enter via 127 Phillip Street)
Angela Kirby, Executive Assistant

| acknowledge and pay my respects to the traditional owners and custodians
on whose land | walk, work and live.

L
Proudly supporting &II §inchusion



From: Renee Meimaroglou
Sent: Friday, 17 December 2021 5:17 PM
To: Stewart Walters
Cc: Scott Stanton ; ray bailey ; lan Goodwin
; Cassandra Wilkinson ; Jeanne
Vandenbroek
by NSW Treasury

OFFICIAL: Sensitive - NSW Government

Dear Stewart

After hearing NSW Treasury’s feedback on Wednesday on our comments sent to you on the same day, we
have further thoughts to share with you on the TAHE matter. This email also serves as an opportunity to
ensure NSW Treasury understands our request for critical information relating to this issue, most of which
was discussed in that meeting.

Our commentary with NSW Treasury has consistently referred to a key point, that the spreadsheet
representing the Government’s expected returns from TAHE should reflect reality and be auditable. Keeping
this in mind, it is critical to ensure NSW Treasury considers and responds to the following, to assist us in
finalising our conclusion on the TSSA and TAHE audits.

Information required Reasons

In reviewing the recent ERC and Cabinet decision relating Supports an intention to earn a realistic rate of return.
to TAHE, we would like to sight any other information
submitted to Cabinet supporting this decision made on 14
December 2021.

Furthermore, we observed the financial implications data
submitted to Cabinet excluded any forward estimates
beyond FY2025. Can you please provide evidence that the
financial implications of the additional access fee
arrangements beyond FY2025 were shared or discussed
with Cabinet as part of their decision?

Did ERC and Cabinet review NSW Treasury’s calculation of
returns for the period FY2021-55 which was provided to
our Office?

Can you also please explain why there are variances in the
total financial implications reported in the cabinet
submission vs the cabinet decision. What was the basis of
this change?

Please reconcile the revenue implications in the ERC
decision for the period FY22-25 to the expected returns
calculation provided to us. Have returns in the form of
dividends and income tax equivalents relating to TAHE
been included in previous budget estimates? If so, please
provide the amounts.

Evidence is required justifying TAHE’s access fee increases Supports an intention to earn a realistic rate of return and
beyond the FY2021-22 published forward estimates and TAHE’s DCF model.

how this will be achieved. Based on NSW Treasury’s
current returns calculation, access prices will increase from




FY2023 to FY2025 by $1.1 billion, compared to a $4.1
billion increase expected from FY2026 to FY2031.

To support these changes, we require a signed agreement
updated to reflect the revised fees.

The above evidence is critical, otherwise, this key balance
within the calculation is unsupported.

Information/updates related to the return’s calculation
including:

e explanation/rationale for key assumptions

Understand the reasonableness of key assumptions
supporting the calculation.

e the basis for determining expected returns of 2.5%
and whether the calculations are performed on a
compounding basis, or are a simple average

e a written policy on the expected rate of returns by
Government on its investments in the PNFC/PFC
sector. Noting, ERC signed off on a 2.5 percent
return (based on the long-term inflation rate). Will
this expectation of a minimum return be applied
across all other investments?

If inflation (the benchmark) is determined on a compounding
basis the expected return should also be calculated on a
consistent basis.

e how depreciation estimates have been calculated
and the basis of escalation from FY2021 and over
the forward years

Impacts on net profit after tax, and therefore profits
available for distribution.

® assumptions around the amount of capital
expenditure for all CGUs and how this will be
funded from FY2021 and beyond

This understanding is essential for us to understand the
expected movement in TAHE’s net assets. It also requires
clarification as it is unclear whether equity contributions may
be required beyond the 10 year period, which would impact
on total returns.

e support for the dividend payout ratio

We request the TAHE board confirm this key assumption of
the expected dividend payments over the forward years in
writing.

Support for the average remaining useful lives of TAHE’s
assets and relevant calculations. PWC noted this were circa
30 years in its report and other discussions have suggested
this is closer to 34 or 35 years.

Required to support the return horizon.

We understand TAHE is subject to the TER and will
eventually transition to a NTER. How has this been factored
in Treasury’s return calculation?

Required to support the return anticipated from income tax
equivalents.

Updated financial statement disclosures.

We require drafts of proposed additional disclosures in the
TSSA to explain:

e all key assumptions and judgements relating to the
expected returns calculation, including sensitivity
analysis

e the Government’s expected rate of return and the
period within which it is expected to be achieved

e inclusion of expected cash flows over each year of
the contracted period and details of assumptions
made beyond the contracted period used to assess
the expectation that a realistic rate of return will be
earnt, highlighting which years are approved by

Financial statements should reflect significant uncertainties
related to NSW Treasury’s judgements.




Cabinet and those years that aren’t.

e details of actions taken by the Government and
TAHE after balance date (i.e. signing of revised
access agreements), which support the assertion
that there is an intent for TAHE to earn a realistic
rate of return and for the state to earn a realistic
return on its investment in TAHE.

e that an ERC decision approved an additional $1.1
billion in access and license fees, with these
included in the 2021-22 Half Year Review forward
estimates.

e All uncertainties on the returns calculation need to
be disclosed including managements projections
beyond FY2031.

Revised DCF valuation (and not a scenario analysis) from Supports the DCF model.
TAHE reflecting the revised access pricing, along with
endorsement by the TAHE Board. TAHE’s advisor PwC
should consider in the revision if the changes to the access
pricing requires an amendment to the DCF assumptions.
An updated PWC report is required to reflect the revised
valuation outcome.

Supports an intention to earn a realistic rate of return and
Updated TAHE Business Plan and revised Statement of TAHE’s DCF model.

Corporate Intent to support the revised access and licence
fees for the period FY21-FY31. These documents should be
approved by the TAHE board.

Modelling provided to the TAHE Advisory Board on 6 February 2018 and not shared with the Audit Office casted doubt on
whether it was reasonable to expect that the Government could earn a realistic rate of return on its equity injections into
TAHE. The information considered in 2017-18 would have raised material questions on whether it could be concluded that
there was a reasonable expectation of a realistic rate of return from TAHE and whether the equity injections reported from
2017-18 to 2019-20 should be treated as a grant expense, resulting in the restatement of the prior period Budget Result and
opening retained earnings from 1 July 2019. If the current years accounting treatment proves not supported, then that could
confirm a prior period error.

In accordance with normal practice, we would appreciate proposed journals and disclosures are shared with us in draft so we
can provide feedback.

Thanks for your assistance with the above.
Regards

Renee Meimaroglou
Director - Financial Audit

Level 19, Darling Park Tower 2, 201 Sussex Street, Sydney NSW 2000
GPO Box 12, Sydney, NSW 2001

audit.nsw.gov.au
The Audit Office of New South Wales acknowledges the Traditional Owners and Custodians of the land on which we

live and work. We pay our respects to Elders past and present.
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This email message, including any attached files, is intended solely for the use
of the individual or entity to whom it is addressed and may contain information that
is confidential, privileged and/or exempt from disclosure under applicable law.

If you have received this email in error you must not disclose or use the information
in it. Please notify the sender by return email and delete it from your system.

The views or opinions expressed in this email are solely those of the author and
do not necessarily represent those of NSW Treasury or the NSW Government.

NSW Treasury accepts no liability for any loss or damage arising from the use of
this email and recommends that the recipient check this email and any attached files
for the presence of viruses.
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This email is intended only for the addressee and may contain confidential information. If you receive this email in error please delete it

and any attachments and notify the sender immediately by reply email. Transport for NSW takes all care to ensure that attachments are
free from viruses or other defects. Transport for NSW assume no liability for any loss, damage or other consequences which may arise

from opening or using an attachment.

ﬁ Consider the environment. Please don't print this e-mail unless really necessary.
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This email message, including any attached files, is intended solely for the use
of the individual or entity to whom it is addressed and may contain information that
is confidential, privileged and/or exempt from disclosure under applicable law.

If you have received this email in error you must not disclose or use the information
in it. Please notify the sender by return email and delete it from your system.

The views or opinions expressed in this email are solely those of the author and
do not necessarily represent those of NSW Treasury or the NSW Government.

NSW Treasury accepts no liability for any loss or damage arising from the use of
this email and recommends that the recipient check this email and any attached files
for the presence of viruses.
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