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Report summary

1.1 |IPART has set WaterNSW's prices for bulk water services in
regional and rural NSW

This Final Report sets out IPART's decisions on the maximum prices that WaterNSW can charge
for its regional and rural bulk water services from 1 July 2026. These services are provided across
NSW's regulated river systems, with prices set on a valley-by-valley basis to reflect differences in
infrastructure, operating conditions, customer bases and regulatory settings. IPART's role is to
determine maximum prices by weighing the matters set out in section 15(1) of the IPART Act and
any other relevant matters (for more information, see section 1.10 below).

1.2 We have maintained most of our draft decisions and set prices
for 4 years

We have maintained most of our draft decisions. The main changes in this Final Report are that
we have set prices for a 4-year determination period and made some adjustments to expenditure
allowances and cost share ratios. While our Water Regulation Handbook adopts a 5-year
determination period as the default starting position, WaterNSW submitted a pricing proposal in
September 2024 covering the 5 years from 2025-26 to 2029-30, and we have already set prices
for the first year of that period. This 4-year determination completes that proposal period and
returns the determination cycle to its standard 5-year interval. In deciding on a 4-year
determination period, we considered stakeholder feedback and the relative advantages and
disadvantages of shorter and longer periods, including the benefits of price stability and certainty,
the reliability of cost forecasts, and the potential implications of ongoing reforms and business
changes. On balance, we considered that a 4-year determination period provides an appropriate
level of stability and certainty for customers and WaterNSW, while allowing time for the NSW
Government to undertake the broader review recommended by the Tribunal and for relevant
changes to be completed ahead of the next IPART pricing review.

We have maintained our draft decision to cap annual price increases at a maximum of 10% per
year plus inflation for all valleys, including relevant Murray-Darling Basin Authority (MDBA) and
Border Rivers Commission (BRC) charges. Prices will increase by an average of 6.5% per year
before inflation across all valleys and by up to 10% per year before inflation in some valleys.
These prices reflect our assessment of efficient costs, appropriate cost allocations between
customers and the NSW Government, and the need to manage bill impacts on customers as
prices transition towards more cost-reflective levels.
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Table 1.1 Typical bills by valley including MDBA and BRC costs ($2026-27)

Valley

High security
Border
Gwydir
Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter

South Coast

General
security

Border
Gwydir
Namoi

Peel
Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter
South Coast

Current
(2025-26)

25,046
45,450
78,585
112,803
73,911
54,944
19,914
14,782
N/A
39,496
51,332
65,031

11572
18,863
37,620
26,960
29,437
22,232

9,740

6,877

2,259
26,487
35436
35,860

2026-27

26,027
46,737
75786
120,961
76,931
56,537
20,121
15,747
N/A
43,440
55,018
71515

12,729
20,749
41,382
29,656
32,381
24,046
10,667
7,555
2485
29136
37.857
39,446

2027-28

28,624
51,411
83,364
133,058
84,624
56,598
20,842
17,033
N/A
47784
56,581
78,667

14,002
22,824
45,520
32,621
35,619
24,083
11,068
8193
2,733
32,050
38,795
43,391

2028-29

31492
56,552
87,205
146,363
93,086
56,598
21231
18,326
N/A
52,563
56,581
86,534

15,402
25107
47,569
35,884
39,181
24,083
11,276
8,832
3,007
35,254
38,795
47,730

2029-30

34,591
60,639
87,205

161,000
102,395

56,598

21231
18,326

N/A

57.819

56,581

95,187

16,923
26,724
47,569
39472
43,099
24,083
11,276
8,832
3169
38,780
38,795
52,503

Change
from
2025-26
to
2029-30
(%)

38.1%
33.4%
11.0%
42.7%
38.5%
3.0%
6.6%
24.0%
N/A
46.4%
10.2%
46.4%

46.2%
417%
26.4%
46.4%
46.4%
8.3%
15.8%
28.4%
40.3%
46.4%
9.5%
46.4%

Annualised
% change
in typical
bills

8.4%
7.5%
2.6%
9.3%
8.5%
07%
1.6%
55%
N/A
10.0%
2.5%
10.0%

10.0%
91%
6.0%
10.0%
10.0%
2.0%
3.7%
6.5%
8.8%
10.0%
2.3%
10.0%

Notes: Bills include BRC costs in the Border valley and MDBA costs in the Murray and Murrumbidgee valleys. The Lowbidgee valley has
supplementary licences that are charged fixed entitlement charges only and are shown under general security in this table.

We have adjusted current bills in 2025-26 to $2026-27 to assist in making comparisons.

Source: IPART analysis.
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1.3 Revenue pressures reflect higher costs and financing costs

WaterNSW's efficient revenue requirement has increased. The increase is driven in large part by
higher financing costs, including a higher cost of debt and Weighted Average Cost of Capital
(WACC) compared to the previous determination, as well as higher underlying expenditure
requirements. We have carefully reviewed WaterNSW's proposal and allowed only those costs
we consider efficient. Our decisions do not remove the underlying cost pressures facing the
sector, but they moderate the extent to which those pressures are reflected in prices for
customers in this determination.

Figure 1.1 Factors driving increased revenue requirement ($million, $2025-26)

200

180

o
140

120 $gM

100

80
60

40
20

2021 DP Opex WACC Other 2026 DP

Note: The values presented in this figure are annual averages and exclude MDBA and BRC costs.
Source: IPART analysis.

1.4  Operating and capital expenditure allowances have increased

We have carefully reviewed WaterNSW's proposed operating and capital expenditure and have
set efficient expenditure allowances that reflect our consideration of the section 15(1) matters in
the IPART Act. Our final decisions include targeted adjustments to the draft operating and capital
expenditure allowances, reflecting further review of WaterNSW's proposal, stakeholder
submissions, updated information and our final assessment of efficient costs. We have also
determined WaterNSW's notional revenue requirement based on these final expenditure
allowances, the return on assets, depreciation, tax allowance, and our final cost-sharing decisions.

Overall, our decisions result in operating and capital expenditure allowances that reflect efficient
costs based on our detailed review of cost drivers, business cases and supporting evidence. We
consider these allowances are sufficient to allow WaterNSW to recover the efficient costs of
providing regulated services over the determination period. At the same time, higher efficient
costs do not lessen the need for WaterNSW to manage those costs carefully or to consider what
customers can reasonably sustain over time. In several areas we adjusted or refined proposed
increases where they were not sufficiently supported, including elements of corporate
overheads, transformation costs and aspects of capital program delivery:.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page |11
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We have made decisions to increase WaterNSW's efficient operating and capital expenditure
allowance by 13.5% and 50.1% respectively over the 4-year determination period. These increases
are needed to replace ageing assets, comply with regulatory obligations — such as those relating
to fishways, cold-water pollution, and land management to control weeds and bushfire risks —
upgrade digital systems, and meet rising software licensing, insurance and land tax costs. This
reflects our assessment of efficient expenditure requirements over the determination period.

Table 1.2 Average annual operating expenditure, capital expenditure and notional
revenue requirement ($million, $2025-26)

2021 decision WaterNSW proposal 2026 decision
Operating expenditure allowance 64.0 92.6 72.6
Capital expenditure allowance 651 1151 97.7
Notional revenue requirement 133.9 2111 180.3
(excluding MDBA and BRC)
Notional revenue requirement 1552 2645 2115

(including MDBA and BRC)
Source: IPART analysis.

Overall, the revenue WaterNSW needs to recover its efficient costs is $845.8 million over 4 years,
or $211.5 million per year on average across the 4-year determination period (including MDBA and
BRC). The notional revenue requirement (including MDBA and BRC) is $56.3 million per year, or
36.3%, higher than we used when we set WaterNSW's prices in 2021. This reflects our view that
efficient expenditure needed to deliver services has increased due to factors including new and
expanded regulatory obligations, higher input costs, and changes in financing conditions.
However, this is $53.0 million per year, or 20.0%, lower than proposed by WaterNSW.

In reaching our decisions, we undertook a detailed review of WaterNSW's pricing proposal and
supporting information. We undertook our own analysis, and we carefully considered stakeholder
submissions and comments at the workshops and public hearings. We considered external
expert advice from consultants about efficiency and operating and capital expenditure (including
systems and processes, cost drivers, overheads, business cases and proposed step changes),
cost sharing and the social impacts of price changes. Consultant reports relied upon by the
Tribunal, transcripts of public hearings, summaries of workshops and non-confidential
submissions are published on our website.

1.5 We have revised our method for allocating efficient costs
between customers and the NSW Government

We have reviewed and revised the framework for sharing costs between customers and the
NSW Government. Under our decisions, customers pay only their share of efficient costs for
regulated bulk water services, while costs that deliver broader public benefits are funded
by government.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 12
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We have also identified a new government service activity and allocated 7.5% of WaterNSW's
efficient operating expenditure to that activity, to be funded by the NSW Government rather than
water users. This reflects our view that some activities are effectively services provided to
government, not directly to bulk water customers. These include activities such as contributing to
the development and implementation of government policy and regulatory reforms, coordinating
engagement with government, providing shared digital platforms and technology services to
government agencies, and maintaining data and systems to support government decision-making.

Our decisions require a contribution from the NSW Government to support the efficient provision
of regional and rural bulk water services and to moderate bill impacts as prices transition towards
fully cost reflective levels.

The government contribution consists of 3 components:
o funding for services provided by WaterNSW to government

o the government's share of efficient costs that deliver broader community benefits

e an effective subsidy arising from IPART's decision to cap price increases at 10% per year
(before inflation).

For MDBA and BRC costs, the government contribution consists of:

e the government's share of efficient costs

o for BRC costs, an effective subsidy arising from IPART's decision to cap price increases at 10%
per year (before inflation).

In the 2021 price review, the total government annual contribution was forecast to be

$48.0 million in 2024-25 (adjusted to $2025-26). Table 1.3 shows that the total annual
government contribution is forecast to decline from $101.1 million in 2026-27 to $76.6 million in
2029-30 as prices transition towards cost reflective levels.

Table 1.3 Government contribution ($million, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
WaterNSW costs
Government service 515 54 515 54 218
Government share 62.8 531 543 552 2254
Effective subsidy 22.8 149 84 52 514
MDBA costs
Government share 9.0 9.3 91 10.0 375
Effective subsidy 0.0 0.0 0.0 0.0 0.0
BRC costs
Government share 0.3 03 0.3 04 14
Effective subsidy 07 0.6 05 04 21
Total government contribution 1011 837 782 76.6 3395

Source: IPART analysis.
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1.6  Affordability remains a major concern

Affordability has been one of the central issues in this review. Customers consistently told us they
have limited capacity to absorb further real increases in water charges. These concerns were
raised by irrigators, local water utilities and other stakeholders across regional and rural NSW. We
have sought to manage these impacts by maintaining valley-based pricing and capping annual
price increases.

However, price moderation alone will not resolve the deeper pressures facing the rural water
sector. Many customers have told us that price increases are already difficult to absorb. The
Tribunal engaged Ricardo, an external expert consultant, to provide advice on the potential
impacts of price increases on bulk water users across regional and rural NSW. Ricardo modelled
the impacts on representative irrigation farms across different regions, commodities and farm
sizes, with a particular focus on small and medium-sized farms in agricultural sectors most likely
to be affected by bulk water price changes. This analysis is therefore not intended to reflect
impacts across all customers. Ricardo's analysis indicates that higher water charges could have
material impacts on the profitability of some agricultural producers.

This creates a serious medium to long-term risk. If WaterNSW's costs continue to increase while
its customers' capacity to pay remains constrained, the sector may face a self-reinforcing cycle in
which affordability pressures weaken customer viability, reduce the resilience of regional
communities, and make WaterNSW's regional and rural services harder to sustain over time.

1.7  We considered further affordability analysis from Ricardo

In response to stakeholder feedback, Ricardo carried out additional modelling on 5% and 10%
price cap increase scenarios and on 0%, 20%, 50% and 1007% water allocation levels. Ricardo’s
analysis indicates that the lower 5% and 10% scenarios produce more moderate profitability
impacts than the previously modelled 15% and fully cost-reflective scenarios. However, the
analysis also indicates that enterprises already under financial pressure remain vulnerable.

Ricardo's updated work also indicates that lower water allocations, debt stress, input cost
volatility and potential reductions in entitlement values could materially worsen financial
outcomes for some producers. The analysis suggests that consecutive dry years could amplify
these pressures, and that some coastal systems face additional structural vulnerability because
they have more limited water market adjustment options than inland valleys.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 14
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1.8 We recommend a broader NSW Government-led review

This review has highlighted that the long-term sustainability of the regional and rural water sector
depends on more than the prices set in this determination. Three related issues need to be
considered together.

First, WaterNSW's costs have increased in recent years and are likely to remain under pressure.
These pressures reflect a combination of higher input costs, evolving regulatory and service
obligations, environmental compliance requirements, asset renewal needs, and the increasing
complexity of operating bulk water assets in a changing climate. A review should assess these
cost drivers, the extent to which they are within WaterNSW's control, and whether \WaterNSW's
operating model, functions and obligations remain fit for purpose.

Second, there are clear affordability constraints across regional and rural NSW. Customers,
including irrigators and local water utilities that supply town water to regional communities, have
consistently told us they have limited capacity to absorb sustained real increases in water
charges. The economic analysis undertaken for this review indicates that higher water charges
could have material impacts on some producers, particularly where businesses are already
exposed to input cost volatility, debt stress, lower water allocations or limited water market
adjustment options. A review should consider the broader economic and community impacts of
higher prices, including what this means for farm viability, local water utilities, regional economies
and the resilience of rural communities.

Third, these cost and affordability issues need to be brought together to establish a clear
pathway for the sector's long-term sustainability. This should include examining the long-term
funding model for regional and rural bulk water services, the respective roles of customers and
government, and whether current pricing, cost sharing and subsidy arrangements remain
appropriate. It should also consider whether targeted, explicit and transparent government
support is needed in valleys or regions where prices are materially below full cost recovery, or
where customers have limited capacity to pay, and how any support should be designed to
promote efficient, accountable and sustainable service delivery. The WaterNSW Broken Hill
Pipeline subsidy is not within the scope of the review.

We therefore recommend that the NSW Government undertake a comprehensive,
forward-looking review of the regional and rural water sector in NSW. A review of this nature
would provide a more appropriate framework to consider the long-term sustainability of the
sector than is possible through a price determination process.

1.9 WaterNSW has an important role to support the long-term
sustainability of NSW's regional and rural water sector

IPART has responded in this determination by limiting price increases and assuming an ongoing
government contribution. These measures alleviate affordability pressures in the short term, but
do not resolve the underlying structural pressures facing the sector. The longer-term viability of
the rural water sector will depend on how these pressures are addressed over time. As a State
Owned Corporation, WaterNSW is governed by a Board, which is responsible for ensuring it
operates efficiently, acts as a successful business and manages its finances in a responsible and
sustainable manner.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 15



Report summary

In this context, WaterNSW has an important role in managing cost pressures, prioritising
expenditure and engaging with customers and government on the strategic options to balance
service levels, safety, efficient costs and social impacts including affordability. Strategies are
needed to support more sustainable outcomes over time, reducing the risk of a cycle in which
rising costs place upward pressure on prices, affect customers' capacity to pay, reduce the
customer base and increase reliance on external funding. Over time, this would improve
outcomes for customers, communities and WaterNSW, and support the sector's financial and
operational sustainability.

Regional and rural bulk water services account for a smaller share of WaterNSW's overall
regulated revenue than its Greater Sydney business. Nonetheless, in our view, WaterNSW needs
to focus on the long-term sustainability of its regional and rural services as a core

strategic priority.

110 We have considered all stakeholder feedback and the matters
in the IPART Act

In reaching our decisions, we carefully considered stakeholder submissions, external expert
advice that we relied on and our own analysis. We also had regard to the matters listed in

section 15(1) of the Independent Pricing and Regulatory Tribunal Act 1992 (IPART Act') when
making our decisions on WaterNSW/'s maximum prices. These considerations include, but are not
limited to:

o WaterNSW's cost of providing bulk water services in regional and rural NS\
o the need to protect WaterNSW's customers from abuses of monopoly power

o the appropriate rate of return on WaterNSW's assets and the need to renew or increase
these assets

o the need for WaterNSW to be more efficient to reduce costs for the benefit of its customers
o the need for ecologically sustainable development

e the considerations of demand management and least cost planning

o the social impacts of our prices (including affordability)

e standards of quality, reliability and safety.

Each of the chapters in this report explain how we considered and carefully balanced these
matters in reaching our decisions for WaterNSW's efficient costs, cost shares, and prices. A
summary and index of how we considered the matters in section 15(1) of the IPART Act is set out
in Appendix A.
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Matters for IPART to consider
when setting water prices
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111 List of decisions and recommendations
Decisions
_____________________________________________________________________________________________________________________________________|
1 To set prices for a 4-year determination period commencing 1 July 2026 and ending
30 June 2030, or when replaced. g8
2. To set WaterNSW's total operating expenditure allowance for the 2026
determination period at $290.5 million as shown in Table 4.2, 54
3 To set the efficient level of WaterNSW's historical capital expenditure from 2020-21
to 2025-26 at $365.9 million, as shown in Table 5.1. 67
4., To allow $390.8 million of forecast capital expenditure in the regulatory asset base
for the 2026 determination period, as shown in Table 5.2. 70
5 To maintain a building block approach for WaterNSW's Murray-Darling Basin
Authority and Dumaresq-Barwon Border Rivers Commission costs. 82
6. To 82
a. set WaterNSW's operating expenditure allowance for Murray-Darling Basin
Authority costs for the 2026 determination period at $100.4 million, and 82
b. allow $78.6 million of capital expenditure for Murray-Darling Basin Authority
costs in the regulatory asset base for the 2026 determination period, as
shown in Table 6.3. 82
7. To: 83
a. set WaterNSW's operating expenditure allowance for Dumaresq-Barwon
Border Rivers Commission costs for the 2026 determination period at $6.0
million, and 83
b. allow $3.3 million of capital expenditure for Dumaresg-Barwon Border Rivers
Commission costs in the regulatory asset base for the 2026 determination
period, as shown in Table 6.4. 83
8. To set WaterNSW's notional revenue requirement at $845.8 million over the 2026
determination period. 87
9.  To set the value of rebates provided to 8 irrigation corporations and districts (ICDs)
as shown in Table 7.3. 90
10. To set an allowance of $236.0 million for the return on assets in the notional revenue
requirement (including return on working capital). This decision is based on: 94
a. an opening RAB of $1,374.3 million on 1 July 2026 94
b. $243.1 million in capital costs added over the determination period, net of
disposals and depreciation 94
C. a real post-tax WACC of 3.8% as the efficient rate of return. 94
11, To set the same WACC of 3.8% for WaterNSW's coastal and Murray-Darling Basin
(MDB) valleys, without applying a transition to trailing average to the cost of debt. 94
12.  To set the return of assets (regulatory depreciation) at $144.0 million. 96
13.  To set the tax allowance as $13.5 million over the 2026 determination period. 97
14.  Toinclude a $5.6 million Unders and Overs Mechanism payback in \WaterNSW's
notional revenue requirement over the 2026 determination 97
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15. Toinclude a $0.7 million cost of debt true-up to WaterNSW's notional revenue
requirement over the 2026 determination period. 98
16. Toinclude a $23.1 million WACC true-up in WaterNSW's notional revenue
requirement over the 2026 determination period. 98
17.  To establish a new cost share activity (‘government service activity'), with a 100%
government share. 101
18. To allocate 7.5% of WaterNSW's efficient operating expenditure to the government
service activity. 101
19. To set the customer share of WaterNSW's NRR at $559.9 million. 111
20. To revise the economic considerations that underpin the cost shares framework by
assessing who is causally responsible for forward-looking costs. Where causal
responsibility cannot be clearly attributed, by establishing a range of outcomes
between a lower bound comprising the avoidable cost of the rural bulk water
service and an upper bound comprising the standalone cost of the rural bulk water
service. 112
21,  To adopt a 2-step approach to allocating costs between WaterNSW's customers
and the NSW Government (on behalf of other users) by: 112
a. assessing whether the forward-looking costs can be avoided in a world where
\WaterNSW's customers ceased consumptive use 112
b. allocating costs based on whether the cost is avoidable or common.
Avoidable costs are allocated to WaterNSW's customers. Common costs are
shared between WaterNSW's customers and the NSW Government by
considering the range between the avoidable and standalone costs of rural
bulk water services and weighing the statutory criteria to which IPART must
have regard. 112
22. To set the customer cost shares for WaterNSW activities in Table 9.4 and apply
them to each of the rural valleys except Hunter, Macquarie, Lowbidgee and the Fish
River Water Supply Scheme. 119
23. To set valley-specific cost shares for the Hunter and Macquarie valleys in Table 9.7. 119
24. To set valley-specific cost shares that enable full cost recovery from users for
Lowbidgee and the Fish River \Water Supply Scheme. 119
25.  To set the customer cost shares for the activities of the MDBA Joint Programs in
Table 9.9. 126
26. To set the customer cost shares for the BRC's activities in Table 9.10. 127
27. To retain the current price cap approach to setting prices rather than WaterNSW's
proposed revenue cap. 133
28. To set forecast water entitlement and water usage volumes for regulated rivers as
shown in Table 10.2. 135
29. To set forecast minimum annual quantities (MAQ) and water usage volumes for the
Fish River Water Supply Scheme as shown in Table 10.3. 139
30. To maintain the valley-based approach to setting WaterNSW's rural bulk water
service charges for the 12 valleys and for the Fish River Water Supply Scheme. 142
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31 To maintain the current 2-part price structure and fixed-to-variable ratios for

WaterNSW's rural bulk water service charges for each of the Murray-Darling Basin

and coastal valleys (excluding the Fish River Water Supply Scheme). 142
32. To: 142

a. maintain the existing approach to calculating the indicative high security

premium 142

b. update the security factors and maintain the reliability ratios 142

C. use the high security premiums to calculate entitlement charges. 142
33, To set WaterNSW's bulk water entitlement charges as shown in Table 11.1. 154
34. To set WaterNSW's bulk water take charges as shown in Table 11.2. 154
35,  To set WaterNSW's Murray-Darling Basin Authority and Dumaresq-Barwon Border

Rivers Commission charges as shown in Table 11.3 for entitlement charges and Table

11.4 for water take charges. 154
36. To set bulk raw and filtered water charges for the Fish River Water Supply Scheme

as shown in Table 11.5. 154
37. To set the Yanco Creek levy at $0.96 per ML of entitlement, and index this to

inflation over the 2026 determination period. 154
38. To set existing meter service charges as shown in Table 5.1 of the Determination. 154
39. To set meter accuracy testing charges as shown in Table 5.2 of the Determination. 154
40. To set Fish River Water Supply Scheme connection and disconnection charges as

shown in Table 5.3 of the Determination. 154
41, To exclude the trade processing charge from the Determination and let the WAMC

decision cover both temporary and permanent processing charges. 154
42, To adopt WaterNSW's proposed Chaffey pipeline cost pass-through mechanism. 168
43.  To not accept the proposed cost pass-throughs relating to: 168

a. projects undertaken for government 168

b. operating licence changes 168

C. non-urban metering reform 168

d. general pass-through events. 168
44, At the next review of WaterNSW's rural bulk water services, the Tribunal may

consider a true-up to address any over or under-recovery of revenue during the

2026 determination period due to: 173

a. changes in Chaffey pipeline energy costs 173

b. changes in WaterNSW's Operating Licence 173

C. unforeseen tax change events. 173
45, To introduce a demand volatility adjustment mechanism (DVAM) with a +5%

threshold for the 2026 determination period. 176
46. To accept WaterNSW's proposed performance outcomes with changes to

performance measures and targets as set out in Table 14.1. 204
47.  To grade WaterNSW's pricing proposal as Standard. 223
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Recommendations
1

1

Having regard to the outlook for climate change, changes in agricultural markets,
and the needs of local water utilities and diverse regional and rural communities,
that the NSW Government undertake a forward-looking review of the long-term

sustainability of NSW's regional and rural water sector.

a. The review should examine:

- the scope of regional and rural bulk water services, including whether all
current services are required by customers or government

- whether WaterNSW's current regulatory obligations, governance and
operating model remain fit for purpose

- the need for sustainable, long-term government funding arrangements for
regional and rural bulk water services, considering whether targeted subsidies
may be warranted in some sectors or regions, having regard to a range of
factors including the important role these sectors contribute to the NSW
economy.

b. The review should include appropriate stakeholder engagement and be
transparent, so stakeholders can have confidence in its findings and any
reforms that follow.

These issues relate to broader policy, institutional and funding settings that are not

within IPART's remit to determine.

That WaterNSW consider initiating a working group with NSW Treasury and NSW
DCCEEW that would develop a program logic (the link between costs, activities and
outcomes) for its core regulatory, strategy and engagement functions. Mapping the
resources required to achieve its mandated outcomes would enable a clearer
understanding of WaterNSW's key cost drivers, resourcing needs and opportunities
to improve its efficiency.

That WaterNSW consider developing systems to provide a more transparent
attribution of costs for its interactions with government. This would help to identify
how those costs should be shared between customers and the NSW Government.

That WaterNSW consider the merits of undertaking greater benchmarking of its
costs and outputs against other utilities to better understand its cost drivers and
present this analysis in future pricing proposals.

48

106

106

106
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21 We consulted with stakeholders to inform our decisions

Throughout this review, we conducted stakeholder consultation activities to provide
opportunities for stakeholders to provide input into the issues of this review. These included:

o calls for public submissions on our Discussion Paper and Draft Report.
e two public workshops and a public hearing.

o the secretariat also held further meetings with stakeholders to answer specific questions or
consider more detailed information on individual topics (such as affordability).

We published a Discussion Paper in October 2025 on our approach to reviewing prices for
WaterNSW's regional and rural bulk water services from 1 July 2026, and we invited stakeholders
to give us feedback. We received 24 written submissions to our Discussion Paper.

We also held two workshops on cost shares and pricing related issues in November 2025, which
allowed customers and other stakeholders to provide feedback and ask questions directly
to IPART.

In March 2026 we released our Draft Determination and Draft Report for public consultation. \We
received 44 submissions to our Draft Report. We received approximately 50 external registrations
to our public hearing.

We also considered all the feedback we received to our previous review of prices from 1 July
2025 (a total of 294 submissions to the Issues Paper and Information Paper).

We thank everyone who took the time to share their views. We considered all feedback in
developing our analysis and decisions for prices for WaterNSW's services in regional and
rural NSW.

Stakeholder feedback /
IPART's consultation é "
fu— =N =
74 il a
44 S 5 294

24 Submissions to our Public hearing Submissions to our
Discussion Paper registrations” 2025 review

* Excluding IPART staff.
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2.2 What stakeholders told us during this review

During the consultation phases of this review, stakeholders provided feedback and additional
information for us to consider on a range of relevant issues.

Stakeholders provided views on our three main streams of work within this review, (expenditure,
cost shares and pricing related issues).

We also received significant comments on affordability, the WaterNSW operating model, and
performance and service levels. A summary of the key issues raised during the consultation
phases of this review are presented below.

221 Social impacts and affordability

The potential social impact of the pricing determination (including affordability) was a frequently
raised issue in submissions. Many consumptive water users' submissions (including irrigators,
local water utilities and other industry groups) identified the potential social impacts of price
increases on customers, particularly in the current environment of economic uncertainty and
elevated input costs across the regional and rural economy, including job losses.*

We received feedback on our affordability modelling and views on affordability measures
including from the NSW Government which suggested working with IPART to develop a
structured framework for managing water service affordability.?

222 Expenditure

During consultation customers raised concerns with the increasing trends in actual and proposed
expenditure, questions about cost drivers and concerns about service levels. Customers
commonly sought transparency of cost assumptions, at the valley level (and in some cases at the
project level) as well as seeking stronger mechanisms for accountability around expenditure
commitments (including MDBA expenditure).

WaterNSW identified areas it considered cost increases were beyond its control and cautioned
against benchmarking or comparisons with other utilities and sought reconsideration of some of
our capital and operating expenditure draft decisions.

During this review, we reviewed WaterNSW's proposed costs and additional information it
provided for the justification of expenditure over the next determination period. We made
decisions about efficient operating and capital expenditure by considering items that make up
the total expenditure and the justifications provided for them in information provided by
WaterNSW as well as information and views provided in stakeholder submissions.

Our decisions on expenditure are explained in detail in Chapters 4, 5 and 6.
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223 Cost shares

Many stakeholders, particularly irrigation and other consumptive water customers sought a
review of IPART's cost shares approach or raised concerns relevant to our cost shares approach.
Many customers considered there would be benefit in a different counterfactual scenario, in
particular, one that would be forward-looking.

Many urged IPART to include broader consideration of public benefits of the infrastructure
managed by WaterNSW (particularly environmental benefits) and other users of water outside
the current model who may be beneficiaries. Stakeholders also raised views about the
appropriate application of the impactor pays principle, including concerns about inconsistencies
between NSW and other jurisdictions, as well as incentive implications of the current cost

share ratios.3

WaterNSW and other stakeholders noted that the National Water Initiative only requires the use
of the impactor-pays principle with respect to water management and planning services, but
more discretion could be applied to other costs.

2.2.4 Pricing related issues

During this review we also considered a range of issues relating to price structures and related
decisions for the Determination. These issues included:

o the length of the determination period (i.e. 3 or 4 years)
e revenue cap or price cap

o demand volatility adjustment mechanism (DVAM)

e valley based pricing or moving to regional based pricing
o demand forecasting method

e high security premium

e irrigation corporations and districts (ICD) rebates.

Views on each of the above issues were mixed, however stakeholders generally expressed
preferences for pricing related issues that favoured equity, stability and certainty of pricing and
avoided risk shifting between WaterNSW and users. 45

2.3 Feedback on our Discussion Paper

We received 24 submissions to our Discussion Paper. Four of the 24 submissions were
confidential. Submissions to our Discussion Paper largely responded to the consultation
questions on our methodology for this review. For a detailed discussion of feedback to our
discussion paper, see our Draft Report.®
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2.4 Feedback on our Draft Report

In March we released our Draft Report which included our draft decisions to apply from 1 July
2026 and supporting analysis including reports from external experts. In our Draft Report, we set
out our draft positions on the expenditure, cost shares and pricing work streams and invited
stakeholder comment on the draft positions. The key issues set out included:

o Our draft decisions on efficient expenditure, including the projects on which we sought
greater information, justification or customer views.

e Our revised cost shares framework including a revised counterfactual and some changes to
cost share activities and valleys.

o Cost reflective prices, after the allocation of efficient non-user costs (the resultant NSW/
Government share).

o Our draft affordability analysis on different price scenarios.

e Our recommendation for a NS\ Government review of \XaterNS\X/.

We received stakeholder feedback through the public hearing discussion and in written
submissions.

241 What we heard at the public hearing

We held a public hearing and received approximately 50 external registrations. During the public
hearing discussion sessions, attendees shared their views on our draft positions including:

Views on the affordability impacts of price increases on irrigators and farms:
Irrigation users told us that:

o Water charges are the most important input to irrigation and impact the viability of locally
grown food and fibre.

e Many shared concerns about affordability, welcoming the draft affordability analysis
conducted by our consultant Ricardo but sought additional analysis before the final
determination to account for:

— Further consideration of climate water reliability and on farm operation for impacts on
profitability before final determination.

— An expressed preference for a 5% price cap, rather than a 10% cap (plus inflation)
e An alternate pricing approach was sought for coastal valleys.

e We heard concerns that over the long-term prices have not achieved cost recovery where
increases revert to CPI only increases, and some sought price caps that included CPI.

e We also heard concerns that the current proposed reforms will impact how remaining water
users interact with WaterNSW, and how costs to those users might be shared which, in some
circumstances, could lead to greater levels of unaffordability.
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Pressures on financially vulnerable regional household customers of Local
Water Utilities

We heard concerns from Local Water Utility representatives about household water bills in the
regions, which are already very high compared to Sydney and Hunter Water areas. We heard that
regional and rural towns bear high costs of goods transported in and out due to current fuel
prices, making it difficult to pass on any further price increases.

Cost shares framework

We received positive feedback on the changed approach to the counterfactual — a hypothetical
scenario used to test causal responsibility by assessing whether costs would persist or be
avoided if consumptive water use did not occur - however stakeholders expressed an
expectation that the application of the new counterfactual should have resulted in greater
changes to more activities.

Some stakeholders urged further revisions of the cost share ratios, which they considered would
be required to accurately reflect the beneficiaries of each activity (particularly environmental
activities and some dam operation activities).

Long-term sustainability and review of operating and pricing frameworks

Some stakeholders supported a review of both the operating model of WaterNSW and pricing
frameworks, and considered overspends and inefficiencies indicated the current model is not
working.

Transparency of financial models and expenditure

Some stakeholders sought greater transparency of cost information categorised by valley,
allocations, direct or corporate services.

Irrigation corporation stakeholders noted that the ICD rebates were decreasing in real terms and
sought further information about costs relevant to the ICD rebates, to better verify decisions
about rebates and whether they should also increase.

Some stakeholders sought regular publishing of operational expenditure and outcomes that
required operational expenditure amounts considered by IPART to be met.
Other issues

Irrigation stakeholders expressed opposition to the DVAM proposed in the Draft Report, likening it
to a revenue cap previously opposed by users.

Stakeholders urged IPART to consider the compounding impacts of policy reforms and
uncertainty citing current water sharing plans, buybacks, compliance as impacting reliability and
sector viability.
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WaterNSW urged IPART to consider factors in favour of a 4-year determination.

o Timing of current reform processes to be incorporated into the next determination, otherwise
potentially waiting 6-8 years to see changes reflected in pricing.

e Work on preparing a new proposal would need to commence almost immediately and
regulatory burden and cost would normally be passed to consumers. A longer period
maximises this effort.

e Responding to multiple short-term reviews coupled with three determinations is difficult, and
a longer period provides time for a more considered response.

Other stakeholders identified factors IPART should consider in favour of a shorter determination:

e A 4-year determination locks in the settings of the current pricing framework which is
considered not to be fit for purpose and this should point towards a shorter period.

e A 2-year determination period should be set (coupled with an extended government review
of WaterNSW), unless IPART has sufficient confidence that costs are efficient and prices are
transparently, equitably, effectively and practically set.

242 What we heard in submissions to the Draft Report

We received 44 submissions to the Draft Report:

e 18 submissions from individuals and businesses
e 19 submissions from industry organisations and associations
e B submissions from NSW and Commonwealth Government bodies including 3 councils

e 1 submission from WaterNS\W.

15 submissions were confidential. While we considered all submissions in developing our
decisions, this report only quotes non-confidential submissions. In their submissions stakeholders
took the opportunity to provide detailed and considered feedback and additional information on
many of the themes raised at the public hearing.

Feedback on our social impacts and affordability analysis

Alongside our Draft Report we released modelling conducted into the social impacts of different
price increase scenarios on the financial performance of small and average representative
irrigation farms in regional NSW. We also modelled the impacts of price increase scenarios on
household customers of regional Local Water Utilities. \We considered the outcome of this
modelling in our draft decision to cap price increases to a maximum of 10% per year plus inflation
over the 2026 determination period. e sought feedback from stakeholders on:

o the appropriateness of applying a uniform price cap on price increases to all valleys
e the impacts of the proposed 10% p.a. cap and how these would differ under a 5% p.a. cap

o alternative approaches to price setting consistent with cost-reflective pricing
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e our approach, methodology and assumptions for assessing impacts on irrigated farms and
LWU customers

e examples of additional cost pressures irrigators are currently experiencing.

We received significant stakeholder feedback in submissions to our affordability analysis and
consultation questions.

Irrigators generally supported lower pricing caps. No irrigators expressed support for price
increases of 10% per year plus inflation.

While irrigators generally expressed a preference for the 5% price cap scenario (when compared
to the 10 % option), many considered price increases should be lower, suggesting: annual price
caps should be set inclusive of CPI, or in line with CPI only.

Objections to higher price caps were generally based on affordability concerns that the proposed
price increases would have material adverse impacts on farm viability, investment decisions and
regional communities. Many also considered that a lower price cap better aligns with previous
regulatory benchmarks and better balances cost recovery with capacity to pay.

Irrigation stakeholders, while welcoming of the initial analysis, generally suggested that other
factors are contributing to cost pressures faced by the sector in addition to water charges.
Stakeholders identified different factors which they considered, should be taken into account in
Ricardo's analysis of the potential impacts of WaterNSW's price increases on agricultural
producers, including:

o water reforms and policy changes which increase costs, complexity and uncertainty
e changes in water availability and reliability over time, and

e changes in input costs, including fuel, electricity, fertiliser, compliance, labour and transport
costs.

In addition to cumulative input cost pressures stakeholders also suggested testing different price
cap scenarios, a range of allocation scenarios and model impacts for businesses with
different leverage.

Opposition to 10% price caps was particularly strong with respect to the coastal valleys.
Stakeholders disagreed with the draft decision to gradually transition prices towards full cost
recovery levels, citing a departure from IPART's 2017 decisions. Stakeholders noted that the
North and South Coast valleys have had declining numbers, indicating that prices were
approaching customers' capacity to pay and further price rises may price customers out of the
market before Full Cost Recovery (FCR) is achieved.

Three councils made submissions that identified factors that impact on affordability within their
areas. Tamworth Regional Council sought consideration of postage stamp pricing and considered
the proposed increases together with previous price increases unsustainable. It did not consider
the modelled impacts was accurate for Peel valley users and raised the risk that price increases
could result in reductions in general security holders and leaving a greater share of operating and
maintenance costs to the community of Tamworth.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 29



\¥hat we heard from stakeholders

Feedback on our draft expenditure decisions

Expenditure was a key theme raised in submissions. Many stakeholders commented on the
unsustainability in the rising trends of operational and capital expenditure’, questioned the drivers
of the increasing costs, and expressed concern on regulatory expansion. policy failures, poor
project design or interagency inefficiencies, and consider these costs not driven by, and should
not be paid for by users.®

Two local government stakeholders raised concerns about the long-term impact of decision
making on current prices.

e Tamworth Regional Council considered legacy infrastructure costs and government
decisions were unfairly burdening current users.* **

o Oberon Council stated that customers were being burdened with long-term maintenance
shortfalls.*

o Policy Watchdog Australia, sought to highlight the long-term risks of under expenditure, and
urged IPART to properly resource infrastructure maintenance through the Government share
of notional revenue requirement.

We heard concerns that recent WaterNSW efficiency and workforce reductions did not appear to
have been reflected in the draft decisions.*3

Some advocated for the inclusion or exclusion of expenditure for projects such as supporting the
inclusion of fish passageways* although many questioned the inclusion of these projects, called
for improved transparency® or noted the repeated allowances over multiple determinations that
have been delayed, rescoped or not delivered.*®

Some stakeholders sought greater transparency of expenditure at the valley and project levels ¥/
819 and mechanisms to ensure expenditure remains within budgets?®. In particular, we heard
concerns about inefficient expenditure and greater transparency of expenditure on the Lake
Cargelligo embankment works.?* 22

In response to our consultation question on the Waterlnsights portal, WaterNSW urged IPART to
reconsider the draft decision not to include expenditure for upgrades considering the decision
would constrain technology enabled efficiencies, weaken service performance and increase
regulatory and compliance risk under Commonwealth water market reforms.23

The proposed expenditure for the Waterlnsights portal had mixed support from customers.?4 25
WaterNSW also urged reconsideration of several of our operating expenditure decisions,
including for land tax, wage growth and efficiency trend. Our decisions on expenditure are
detailed further in Chapters 4 to 6 of this report.

Feedback on our draft cost shares decisions

Our Draft Report sets out a revised cost shares framework for allocating WaterNSW's efficient
costs between bulk water customers and the NSW Government.
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There was broad support from consumptive water users for the revised cost shares framework
and particularly “the move away from the ‘impactor pays' framework toward a forward-looking
counterfactual based on avoidable and common costs..the revised methodology represents a

material improvement”26,

However, many stakeholders suggested that, as the framework had changed and the
counterfactual had been revised, there ought to have been more changes to the customer cost
shares. Some stakeholders suggested lower customer shares due to other benefits or cost
drivers they identified as relevant to the activities, 27 28 29 3°

These included Basic Landholder Rights, maintenance of minimum river flows and end-of-
system flows, Murray Darling Plan obligations, health, recreation and environmental benefits for
downstream communities.

The NSW Government asked for further guidance on the criteria or basis used to allocate costs of
each activity to customers or government under the revised cost sharing framework (such as
impactor pays, beneficiary pays or other approaches), as well as any further investigations or
work IPART proposes to undertake in relation to cost sharing arrangements following the Final
Determination.

WaterNSW did not have extensive comments on the cost shares framework. It stated it
‘.supports the aim of the revised “counterfactual” to clarify how IPART assesses the causal
responsibility for activities with a community benefit’. And it said it “is broadly comfortable with
the cost shares proposed by IPART".3* It noted that reducing the customer share for dam safety
compliance and environmental planning and protection from 80% to 50% and recognising flood
mitigation capacity in Macquarie and Hunter valleys were consistent with the “Alternative
Scenarios” in WaterNSW's proposal.

Feedback on our pricing structures and related decisions

In our Draft Determination we made several draft decisions on the way the determination would
be structured (such as the length of determination, form of control, valley or regional pricing), the
methodologies used in calculating price components or inputs to our modelling (such as demand
forecasting, fixed to variable tariff ratios, the high security premium ICD rebates, cost pass
throughs and a demand volatility mechanism). The key feedback we received on these issues is
set out below and in more detail in the relevant chapters.

e Length of the determination period - Most stakeholders supported the draft decision for a 3
year determination period, however stakeholders provided reasons for both longer (4 years)
and shorter (2 years).

e Form of control - Stakeholders that commented supported retaining a price cap as the form
of control. Submissions raised concerns that a revenue cap would shift demand and revenue
risk to customers, particularly in low-allocation years, and reduce pricing certainty.

o Fixed to variable tariff ratios - Submission on fixed to variable ratios were specific to the
Lachlan valley and environmental water holders. In the Lachlan valley, Lachlan Valley Water
and Jemalong Irrigation Ltd supported moving toward a higher fixed-charge structure,
arguing that it would better reflect the largely fixed nature of WaterNSW's costs and improve
revenue stability in a low-reliability system.
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The Commonwealth Environmental Water Holder (CEWH) submitted it opposes moving to a
100% fixed tariff for environmental water. It raised concerns that differentiated tariff treatment
across entitlement holders could lead to unintended consequences for water markets and
trading behaviour.

o Valley or region-based pricing - Submissions showed strong and consistent support for
retaining valley-based pricing in this determination. Stakeholders emphasised that
valley-based pricing reflects differences in infrastructure, service characteristics, reliability
and customer impacts between valleys. Tamworth Regional Council was the only stakeholder
to support moving away from valley-based pricing, arguing that state-wide postage-stamp
pricing would help smooth price outcomes for a relatively small and concentrated customer
base.

o Methodology for calculating irrigation corporations and districts rebates - Several
stakeholders indicated support to retain the existing avoided cost methodology for
calculating ICD rebates including WaterNSW. Some stakeholders (HVWUA and RMCG,
Jemalong) argued that the current rebate arrangements should be adjusted to align with
price increases approved by IPART. While WaterNSW considered there is scope for
refinement of specific inputs.

e Cost pass-throughs - Many stakeholders considered customers have limited capacity to
manage or absorb risks arising from WaterNSW's costs, and cautioned against mechanisms
that could expose customers to unexpected price adjustments. Some stakeholders, including
Policy Watchdog Australia, supported limited and clearly defined cost pass-throughs where
costs are genuinely outside WaterNSW's control, while others, such as Murrumbidgee
Irrigation, considered that WaterNSW should manage more risks within its overall revenue
allowance. WaterNSW was supportive of the targeted pass-throughs included in the
draft decisions.

¢ A demand volatility adjustment mechanism (DVAM) - Most consumptive users were not
supportive of a DVAM, citing price instability, complexity and transparency, implementation
challenges and discipline to manage expenditure and risk as reasons not to impose it.
WaterNSW supported the mechanism to manage risk but avoiding a revenue cap.

2.5 \We have considered all stakeholder feedback

Consultation with the community is an integral part of our water pricing review process. We have
considered all feedback in our decisions on setting maximum prices from 1 July 2026 and we
thank everyone who took the time to contribute submissions. Our decisions are explained in the
following chapters.

2.6 Our decision is to set a determination period of 4 years

In our Draft Determination we proposed a 3-year determination period, to align the next
determination period with the other price determinations relevant to WaterNSW (WAMC and
WaterNSW's Greater Sydney operations are set until 30 June 2029). and minimise duplication of
consultation effort and improve consistency of analysis across the business
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In our Draft Report we sought stakeholder views and feedback on our draft decision for a 3-
year determination.

While the default length of determination under our water pricing framework is 5 years, we have
not asked WaterNSW to submit a new proposal for this review and WaterNSW's September
2024 proposal only includes proposed costs up to 2029-30 (i.e. 4 years from the commencement
of the determination).

Most stakeholders supported the draft decision for a 3-year determination period, however, as
discussed in section 2.4, stakeholders held mixed preferences on the length of this determination.

In making our decision, we considered pros and cons as well as stakeholder feedback on 2-, 3-,
and 4-year determination periods.

Several stakeholders supported a longer determination period for price stability, certainty, and
reduced administrative burden. WaterNSW also supported a 4-year determination period.

Many other stakeholders supported a shorter 2-year determination period citing concerns about
cost data reliability and uncertainty as well as the impacts of WaterNSW's business
transformation program.

WaterNSW considered that a 4-year determination period would balance cost certainty, reduce
administrative burden and allow other ongoing reforms to be completed and the outcomes of the
transformation to be embedded and tracked within the organisation reflected within

future proposals.

If a 3-year determination were decided, WaterNSW asked IPART to consider whether it would
require the consultation requirements of the Water Regulation Handbook in the preparation of its
next proposal noting the shorter time available, impact on business operations, costs and
customer fatigue.3?

The NSW Government highlighted in its submission that several water sector reviews are
underway and that the longer-term sustainability review we recommended will take time to
develop, consult with stakeholders and implement. In this context, a longer determination period
may better support the time required to develop, consult on and implement these broader
reforms.

The NSW Government also noted that under a 3-year determination, there would be a shorter
time frame to complete a review before the commencement of stakeholder engagement for the
next WaterNSW pricing proposal.33

On balance, for this Final Determination we recognised that the argument for alignment of
determinations was not as beneficial as a period of stability and certainty of prices for water users
and WaterNSW. We also saw merit in allowing time for existing reforms and any future reviews to
have sufficient time for completion prior to a future price determination. This timeframe also allows
the NSW Government time to complete a review with adequate consultation and consideration.

Our decision is:

1. To set prices for a 4-year determination period commencing 1 July 2026 and
ending 30 June 2030, or when replaced.
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WaterNSW's structure, obligations and operating environment

This chapter sets out background and context information about the objectives and functions of
WaterNSW, the legislative and regulatory obligations of WaterNSW, and how this has changed
since it was formed in 2015. This context aims to clarify the services we are regulating under this
price determination and outline the factors that could influence the operating costs of WaterNSW.

We have also reviewed the annual reports of WaterNSW over the last 10 years to identify trends
in performance, operating context, strategic priorities, projects and circumstances which may
relate to operating and capital expenditure decisions over this time.

Our review has identified an expansion in the structure, priorities and activities of WaterNSW
since it was formed, including increasing the number and scope of the regulatory, policy and
other instruments that guide WaterNSW's operations and compliance priorities outside the Water
NSW Act, 2014 (the Water NSW Act).

Together with stakeholder feedback, this review highlighted a range of issues that are resulting in
higher prices in the water sector, which are approaching or exceeding the capacity of users to
pay. These large increases in prices, combined with an increasingly complex set of activities,
services and functions and a perceived lack of transparency of WaterNSW have combined to
lead many regional and rural bulk water users to question the efficiency of costs proposed by
WaterNSW and approved by IPART.

The issues identified in this analysis apply more broadly than the current price determination and
may benefit from a government-led review to consider the operating model for a long-term
future of sustainable bulk water supply in NSW. This would allow the NSW Government to
restate the objectives and functions of WaterNSW and ensure the guiding instruments work
towards these objectives and all activities, including those that are ancillary to the functions, are
appropriately funded and tracked.

We consider that IPART's post implementation review of the IPART Water Regulation Handbook
should also specifically consider whether our pricing methods are appropriate for regional and
rural bulk water services into the future and our expectations of WaterNSW as a

regulated business.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 35



WaterNSW's structure, obligations and operating environment

31 WaterNSW's regulated services

WaterNSW? is a public bulk water utility that manages dams and water infrastructure across the
State of NSW. It is a statutory, State-owned Corporation.34 The entity was formed in 2015 taking
on the roles and staff of multiple former NSW Water agencies.

IPART regulates the prices for the water services provided by WaterNSW using four separate
price determinations, reflecting the groupings of services provided by the historical entities that
provided the regulated services. These are:

o Water management, planning, licensing and metering functions across NSW that are
conferred on WaterNSW through its Operating Licence and are price regulated under the
Water Administration Ministerial Corporation (WAMC) Determination®. These services are
mainly provided to licence holders or applicants across NSW.

e Catchment management and water supply services delivered within the Greater Sydney
region. The prices for these services are set under our WaterNSW Creater Sydney Services
Determination. Raw unfiltered water is provided to Sydney Water and a small number of
Local Water Utilities, and smaller customers by pipelines connected to the offtakes of dams
into a customer's connection point.

o The water transportation services using the Murray River to Broken Hill pipeline provided
to the Essential Water Local Water Utility. The prices for these services are set under our
Water NSW Murray River to Broken Hill pipeline services Determination.

o The bulk water capture, storage and release services provided in regional and rural areas
across most of the State of NSW, including treated water in the Fish River system. These
services are priced under our Water NSW Rural Bulk Water Services Determination. The main
customers of these services are local water utilities, irrigators, livestock producers and
industrial and commercial customers (such as abattoirs, factories or energy generators). This
current review is setting maximum prices for these bulk water services.

These are set within 12 regions known as valleys, around water sources and river systems of
the state (see Figure 3.1). In regulated river systems, WaterNSW uses infrastructure such as
dams or weirs to control the flow of water. Water is captured and stored in dams before
being released into the natural water course to deliver water to customers downstream of the
regulator. Customers draw the water they have ordered out of the river using their own
infrastructure, such as a pump, when it arrives at their offtake point.

@ WaterNSW is established under the Water NSW Act 2014 with the corporate name, "Water NSW'. The entity refers to
itself as WaterNSW. In this report, when referring to or quoting the Act, Operating Licence or the Determination we
refer to the formal name of the entity (including a space). At all other times we refer to "WaterNSW".

Since 2016, the regulated services of the WAMC determination are delivered by 3 different government entities, NSW
DCCEEW, NRAR (government agencies) and WaterNSW (A state owned corporation). A roles and responsibility
protocol sets out which entity carries out the specific services. The prices we set under the WAMC determination can
only be charged by the entity delivering the regulated service.
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WaterNSW's structure, obligations and operating environment

Figure 3.1 Rural valleys covered by this determination
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Source: IPART analysis

32  WaterNSW's current regulatory framework

WaterNSW operates within a complex framework of instruments including acts, regulations,
subordinate regulatory instruments (such as the operating licence, reporting manual and other

approvals) and government policies at both Commonwealth and State level. These are listed
briefly below:

321 Key legislative instruments

Water NSW Act 2014: Establishes WaterNSW, outlines its objectives and functions, and
requires it to exercise them in accordance with an operating licence

The operating licence authorises WaterNSW to conduct its functions and places
conditions on the conduct of these functions. The operating licence contains reporting
obligations and arrangements for the audit of the licence. Non-compliance with the

licence is enforceable by monetary penalty or other enforcement actions requiring
WaterNSW to take actions.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 37



WaterNSW's structure, obligations and operating environment

The operating licence is a more flexible regulatory instrument than an Act or Regulation. It
is issued for at most 5 years and is regularly reviewed and updated. It is granted by the
Governor on the recommendation of the portfolio Minister. ¢

o State Owned Corporations Act 1989: Sets governance arrangements for State-owned entities.

o Water Management Act 2000: Governs sustainable and integrated management of water
sources, water sharing plans, licences, and approvals.

e Protection of the Environment Administration Act 1991: Provides environmental principles
guiding WaterNSW's operations.

o Dams Safety Act 2015 Regulates dam safety compliance.
e Public Health Act 2010: Requires drinking water safety standards and reporting obligations.

o Fisheries Management Act 1994: Mandates infrastructure to support fish migration and
environmental protection.

o Security of Critical Infrastructure Act 2018 (Cth). Sets requirements for critical asset
management and cyber security.

e IPART Act 1992. Enables IPART to determine maximum prices for bulk water.

o Water Act 2007 (Cth) and Water Charge Rules 2010: Apply price regulation in the Murray
Darling Basin.

3.2.2 Policies and other instruments governing WaterNSW activities

Statement of Expectations - In 2022, the then Shareholding Ministers (Treasurer and Portfolio
Minister) issued a statement of expectations to align WaterNSW's strategic direction with
Government's key priorities, while it continues to operate its business in a commercial manner.3>

NSW Water Strategy and regional water strategies - Twelve regional water strategies and a
Greater Sydney Water strategy developed by the Department® to set out a long-term roadmap of
actions to deliver on the objectives of each region.

3.2.3 Pricing determinations

Until 2025, WaterNSW was subject to both NSW and Commonwealth price regulation in the
Murray Darling Basin under the:

o Water Act 2007 (Cth)
o Water Charge Rules 2010 (WCIR) made under section 92 of the Water Act 2007

e Australian Competition and Consumer Commission Pricing principles for price approvals and
determinations under the WCIR of July 2011 (ACCC Pricing Principles)

o IPART Act 1992 (NSW).

¢ Section 11, Water NSW Act 2014,

In 2020 these strategies were developed by the then NSW Department of Planning, Industry and Environment
(Water), currently, the NSW Department of Climate Change, Energy, the Environment and Water has responsibility for
these documents.
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IPART currently makes all these determinations under the IPART Act. Parts of the regional and
rural bulk water determination relating to the Murray Darling Basin Valleys were conducted by
the ACCC and then by IPART under accreditation under the Commonwealth Water Charge
(Infrastructure) Rules over the last decade.

In 2022, the ACCC decided that WaterNSW would cease to be a Part 6 operator under the Water
Charge (Infrastructure) Rules. Accordingly, infrastructure charges for all Valleys are now
determined under the IPART Act as of the 2025 Determination.

A summary of the interrelated nature of these arrangements is presented in Figure 3.2,

Figure 3.2 Legislative and regulatory context of WaterNSW
I

Statement of
expectations

Portfolio Minister

Water Act &

Dams Safety Act
Water Management Act

Conferred functions

Water access licences,
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Operating licence
Authorisations
Management systems (WQMS, AMS EMS,
Fluoridation Code)
Performance standards (water supply; water release; Fish
river; trades)
Raw water quality for drinking water suppliers
Customer agreements and accounts
Customer support and complaint management
Catchment and river health
Water conservation and planning
Data management and access
Government relationships
Environment and climate reporting
Performance monitoring and reporting

Cooperation Reporting
protocol fisheries manual

Pricing determinations

Source: IPART Analysis

A more detailed description of these instruments is presented in Appendix D.
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3.3 WaterNSW history and formation

In 2013, the NSW Government decided to effectively merge the Sydney Catchment Authority and
State Water Corporation.

This merger took effect on 1 January 2015 under the Water NSW Act, when State \Water
Corporation changed its name to Water NSW, and Sydney Catchment Authority was abolished
with its functions transferred to Water NS\W 3¢

At the time of the merger, the Annual report summarised the new entity's functions and
operations as summarised in Table 3.1.

Table 3.1 Summary of WaterNSW's activities and operations at merger

NSW rural bulk water delivery Greater Sydney supplier of bulk water

Maintains, manages and operates major infrastructure to Catchment management and maintains a network of 21
deliver bulk water to licensed water users on the State's dams to capture, store and supply quality raw water to:
regulated rivers (including town water supplies, industry, e Sydney Water Corporation

irrigation stock and domestic use, riparian and e Shoalhaven, Goulburn Mulwaree and Wingecarribee
environmental flows): councils

e 106,300 customers e 61 small customers.

o through 14 regulated river systems
e managing and operating 21 dams and > 280 weirs and
regulators.

Source: WaterNSW 2014-15 Annual report, p 5

On 1 July 2016 an administrative restructure took place, in which certain functions of DPI Water
(part of the then NSW Department of Industry) were transferred to WaterNSW (referred to as the
conferred functions), together with relevant staff, assets and liabilities.3”

After reviews of water management and the compliance regime in NSW identified failures of the
water compliance regime, the Natural Resources Access Regulator (NRAR) was established
during the 2017-18 financial year.

Some of the staff previously transferred to WaterNSW from the NSW Department of Industry to
conduct some of the conferred functions under the Water Management Act 2000, were
transferred to NRAR, together with NSW Department of Industry staff in March 2018. Conferred
functions were later removed from the Water NSW Operating Licence, and new obligations were
included requiring WaterNSW to establish and comply with a Memorandum of Understanding
(MoU) with NRARE® to form an ongoing cooperative relationship between the parties to meet their
joint responsibilities.

On 5 November 2018 WaterNSW established a wholly owned subsidiary called “WaterNSW
Infrastructure Pty Ltd" under the Corporations Act. The principal activity of WaterNSW
Infrastructure Pty Ltd is to provide transportation services for the supply of raw water to Essential
Water in Broken Hill.3®

¢ Inthe 2024-2028 Operating Licence this requirement, was changed from requiring an MoU to requiring a cooperation
protocol with NRAR.
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Over the organisation's history, there have been changes to functions, organisational structure,
operating licences, pricing frameworks and policy and strategy documents. These are
summarised in Table 3.2 below and described in more detail in Appendix D. These changes are
broader than WaterNSW's services in regional and rural NSW, however the increasing complexity
of these functions and roles created outside of the Water NSW Act through operating licences,
roles and responsibility protocols, agreements and policy documents create greater
management oversight, coordination and engagement with Government entities and

other stakeholders.

WaterNSW has indicated greater effort has been required over this time to engage with
government agencies as well as provide advisory services, such as technical input and modelling
advice asset strategy and options assessments in partnership with the then Department of
Planning, Industry and Environment (Water) in the development of regional and metropolitan
water strategies in 2020 for example.?® It has also sought its own advice and developed its own
corporate strategies to align to these reforms and expectations.4®° The development of certain
technological platforms appear at least in part to address information sharing agreements with
government agencies, compliance with operating licence conditions and alignment with the
Government's statement of expectations.

It is unclear the extent to which these types of activities, are recorded, and allocated to specific
projects, determinations or external funding sources, or if they contribute to the management and
corporate overheads of the State-owned corporation.

Table 3.2 Timeline of regulatory changes

Date

1 July 2010

1 July 2012-30June 2016
1 July 2014-30 June 2017
16 October 2014

11 November 2014

1 January 2015

7 June 2016
1 July 2016
October 2016

1 July 2016-30 June 2020
1 July 2017
1 July 2017-30 June 2021

April 2018

February 2019

1 July 2019

1 July 2019-30 June 2022

2020
1 July 2020-30 June 2024

Major change event

State Water (IPART) price determination
SCA price determination (IPART)

State Water (ACCC) price determination
WaterNSW bill passes - 2nd reading speech
WaterNSW bill gains assent

SCA is abolished and merged with State Water with a new name “Water NSW".
Transitional provisions of Act and former Operating Licences commence

WaterNSW Amendment Staff Transfers Act 2016 gains assent
Administrative restructure and conferral of WAMC functions to WaterNS\W¥/

\Water Management Regulation was amended to make minor operational changes
to the conferred licensing functions

WaterNSW (Greater Sydney) Price determination
Single operating licence commences and transitional provisions cease

WaterNSW (Rural Bulk Water Services IPART & ACCC accredited) price
determination (not replaced until October 2021)

NRAR commenced operation
Department revised operating licence (Stage 1)
Department revised operating licence (Stage 2)

Broken Hill Pipeline determination (under the IPART Act, 1992)
(note this was not replaced until January 2023)

State Water and Regional Water strategies developed

WaterNSW (Greater Sydney) Price determination (not replaced until
October 2025)
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Date
December 2020

1 October 2021 - 30 June 2025

1 July 2022

1 January 2023 - 30 June 2026
1 July 2024 - 30 June 2028

1 July 2025 - 30 June 2026

1 October 2025 - 30 June 2029

Source: IPART analysis

Major change event

Statutory review of WaterNSW Act concluded, with three minor legislative
changes to improve the clarity and operation of the Act recommended

\¥aterNSW (Rural Bulk Water Services IPART & ACCC accredited)
price determination

Short (2-year) licence commences (minimal changes from the 2017-2022 licence)
Broken Hill Pipeline determination (under the IPART Act, 1992)

New licence commences with some, more substantial changes to water quality
WaterNSW (regional and rural bulk water) IPART Determination

WaterNSW (Greater Sydney) Price determination

Multiple changes within an organisation's structure or functions within a short timeframe can also
increase overhead costs and create inefficiencies in service delivery and as a result of the

disruption to the business.

A summary of WaterNSW's regional and rural bulk water notional revenue requirement from
2010-11 to 2029-30 is presented in Figure 3.3. Indicative general security bills for each valley
over the period 2014-15 to 2029-30 are presented in Table 3.3 and Figure 3.4 below.

Figure 3.3 Notional revenue requirements of rural valley determinations since
2010-11 (exclusive of MDBA and BRC costs) ($2025-26)
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= NRR ($2025-26)(exclusive of MDBA and BRC costs)

Source: IPART, Review of bulk water charges for State Water Corporation From 1 July 2010 to 30 June 2014 - Water Final Report, June
2010; ACCC Final Decision on State Water Pricing Application 2014-15 - 2016-17; IPART, WaterNSW Review of Prices for rural bulk water
services from 1 July 2017 to 30 June 2021, Final Report Water, June 2017; IPART, Review of WaterNSW's rural bulk water prices from

1 October 2021 to 30 June 2025, Final Report, September 2021 and IPART Analysis
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Table 3.3 Indicative bills for general security customers by valley (excluding MDBA and BRC charges) ($2026-27)

% change

2014-15 to

Valley 2014-15 e 2025-26 2026-27 2027-28 2028-29 2029-30 2029-30
Border 8,598 8,705 9,575 10,533 11,586 12,726 48.0%
Gwydir 14,759 18,863 20,749 22,824 25,107 26,724 811%
Namoi 27,291 37,620 41,382 45,520 47,569 47,569 74.3%
Peel 43,429 26,960 29,656 32,621 35,884 39,472 -9.1%
Lachlan 19,771 29,437 32,381 35,619 39,181 43,099 118.0%
Macquarie 16,739 22,232 24,046 24,083 24,083 24,083 43.9%
Murray 3,510 3,606 3,967 4,363 4571 4571 30.2%
Murrumbidgee 4,662 5,800 6,380 7,019 7,657 7,657 64.2%
Lowbidgee 1,015 2,259 2,485 2,733 3,007 3,169 212.1%
North Coast 48,998 26,487 29,136 32,050 35,254 38,780 -20.9%
Hunter 25,330 35,436 37,857 38,795 38,795 38,795 53.2%
South Coast 49,063 35,860 39,446 43,391 47,730 52,503 7.0%

a. Note the data for years 2015-16 to 2024-25 are excluded from this table but are presented graphically in Figure 3.4 below.
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Figure 3.4 Indicative bills for general security customers by valley excluding MDBA and BRC charges ($2026-27)
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Note: The Peel valley transitioned from a 40/60 fixed to variable split to 80/20 fixed to variable split from 2017-18 to 2018-19. This is reflected in the change in bills for the Peel valley between these years.
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3.4 Long-term affordability and sustainability of the regional and
rural water sector

IPART has carefully considered the affordability of WaterNSW's prices and the potential impacts
of price increases on customers across regional and rural NSW. These considerations are
particularly important in the current environment of economic uncertainty, elevated input costs
and ongoing pressure on farm businesses and regional communities. We recognise that many
customers have limited capacity to absorb sustained real increases in water charges over time.

To manage these impacts in the short term, IPART has made pricing decisions that moderate bill
increases, including capping annual price rises and maintaining valley-based pricing. These
decisions are intended to support affordability while maintaining WaterNSW's financial viability
over the current determination period.

However, price-based measures alone cannot address the underlying drivers of cost growth in
the regional and rural water sector. WaterNSW's costs have increased in recent years reflecting
higher input costs, expanding regulatory and service obligations, and the growing operational
demands associated with managing bulk water assets (including environmental compliance
programs (such as fishways and cold-water pollution measures), meeting increased monitoring
and reporting requirements, and investing in digital systems to support more data-intensive and
coordinated operations in a changing climate).

At the same time, the capacity to recover these costs from customers is constrained. Stakeholder
submissions, including from irrigators and peak bodies, emphasised that sustained increases in
water charges may affect farm viability, investment decisions and the long-term resilience of
regional communities. Analysis undertaken for IPART also indicates that higher water charges
may have material impacts on some producers. While the extent of these impacts is uncertain,
there is a risk that continued cost increases could place upward pressure on prices in a way that
cannot be fully offset through pricing decisions alone.

Our review and stakeholder feedback also point to broader structural concerns in the sector. In
particular:

e Many stakeholders expressed concerns about the transparency, efficiency and accountability
of WaterNSW's costs and activities, and a desire for greater confidence that expenditure
represents value for money.

o Stakeholders, including NSW Irrigators’ Council and NSW Farmers, supported a broader
review of WaterNSW's operating model, regulatory framework and funding arrangements,
with an emphasis on transparency, long-term efficiency and affordability for water users.

o Some stakeholders raised concerns about the current pricing framework, including cost
recovery and cost sharing arrangements, and considered that this framework should also be
reviewed to improve accountability and restore confidence.

o Views differed on the appropriate scope of any review, with some stakeholders advocating
for a broader sector-wide review, while WaterNSW considered that any review should be
more tightly focused on affordability policy and funding mechanisms.



WaterNSW's structure, obligations and operating environment

In addition to stakeholder feedback, our review identified that WaterNSW's functions and
obligations have evolved over time, with limited clarity and transparency about the scope,
prioritisation and funding of its activities. This, together with rising costs, has contributed to
stakeholder concerns about affordability and confidence in the current framework.

In our view, these issues cannot be fully addressed through a periodic price review. They raise
broader questions about how bulk water services should be delivered, funded and regulated
over the longer term.

341 A broader government-led review is heeded

Given the issues identified in this review, we consider there would be merit in a government-led
review of the regional and rural water sector in NSW. Stakeholders and the NSW Government
supported further consideration of these matters, but sought greater clarity on the scope and
focus of such a review. In our view, the review should be clearly defined, forward-looking and
structured around three related questions.

The first question is what is driving WaterNSW's costs, and whether those costs are being
managed within a fit-for-purpose operating, regulatory and institutional framework? WaterNSW's
regional and rural costs have been affected by higher input costs, evolving regulatory and service
obligations, environmental compliance requirements, asset renewal needs and the growing
operational complexity of managing bulk water assets in a changing climate. A review should
assess these drivers, distinguish between costs that are within WaterNSW's control and those
arising from broader policy or regulatory settings, and consider whether WaterNSW's functions,
responsibilities and operating model remain appropriate.

The second question is what level and form of cost recovery is affordable for regional and rural
customers and communities? Customers, including irrigators and local water utilities that supply
town water to regional communities, have consistently raised concerns about their capacity to
absorb sustained real price increases. The economic analysis undertaken for this review indicates
that higher water charges could have material impacts on some producers, particularly where
businesses are already affected by input cost volatility, debt stress, lower water allocations or
limited water market adjustment options. A review should therefore consider the broader
economic and community impacts of higher prices, including implications for farm viability, local
water utilities, regional economies and the long-term resilience of rural communities.

The third question is how the sector should be funded, regulated and managed over the longer
term? This requires bringing together the analysis of WaterNSW's cost drivers and the
affordability constraints facing customers to determine a sustainable path forward. The review
should examine the long-term funding model for regional and rural bulk water services, including
the respective roles of customers and government, and whether current pricing, cost sharing and
subsidy arrangements remain appropriate. It should also consider whether targeted, explicit and
transparent government support is needed in valleys or regions where prices are materially
below full cost recovery, or where customers have limited capacity to pay, and how any support
should be designed to maintain incentives for efficient, accountable and sustainable

service delivery.
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A review of this nature would provide a more appropriate framework to consider these issues
than is possible through a periodic price determination process. It would also help ensure that
future pricing decisions are made within a clearer policy framework for the long-term
sustainability of regional and rural bulk water services in NSW.

3.4.2 WaterNSW is well placed to support the long-term sustainability of
the sector

While a broader Government-led review is needed, WaterNSW also has an important role to play
in addressing the longer-term challenges facing the regional and rural water sector.

In this determination, IPART has responded to immediate affordability pressures by limiting price
increases and assuming an ongoing NSW Government contribution. These measures are
necessary in the short term, but they do not resolve the underlying structural pressures facing the
sector. The longer-term viability of the sector will depend on how these pressures are addressed
over time. As a State Owned Corporation, WaterNSW is governed by a Board, which is
responsible for ensuring it operates efficiently, acts as a successful business and manages its
finances in a responsible and sustainable manner.

In this context, WaterNSW is well placed to manage cost pressures, prioritise expenditure,
strengthen the quality of its business cases and planning, and engage with customers and
government on the trade-offs between service levels, costs and affordability. This includes
demonstrating how its expenditure proposals respond to the long-term needs of the sector and
how affordability considerations are reflected in its planning and decision-making.

Taking these steps would support more sustainable outcomes over time, reducing the risk of a
cycle in which rising costs place upward pressure on prices, affect customers' capacity to pay,
and increase reliance on external funding. Over time, this would improve outcomes for
customers, communities and WaterNSW, and support the sector's financial and

operational sustainability.

Regional and rural bulk water services account for a smaller share of WaterNSW's overall
regulated revenue than its Greater Sydney business. In this context, there is a risk that the specific
strategic challenges facing the rural sector do not receive the sustained focus they require.
WaterNSW should ensure that the long-term sustainability of its regional and rural services is
treated as a core strategic priority.

3.4.3 Role of IPART's post-implementation review

We recognise that some of the issues raised through this review relate more directly to IPART's
regulatory framework and processes, rather than the broader institutional and policy settings that
are the responsibility of government.

Consistent with stakeholder feedback, IPART will consider these matters through a post-
implementation review of the Water Regulation Handbook and related processes ahead of the next
determination. This work will complement, but not replace, a broader government-led review.
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In particular, IPART will be best placed to consider:

e Whether the current pricing framework, including elements of the cost recovery and cost
sharing approach, remains appropriate for regional and rural bulk water services.

e How services, activities, customers and beneficiaries are defined within the regulatory
framework, and whether those definitions can be clarified or improved.

o Expectations regarding the quality, transparency and consistency of information provided by
WaterNSW, including how costs are recorded, allocated and reported.

o Opportunities to improve the pricing review process, expenditure review framework and
supporting information requirements to better support efficient decision making and
strengthen confidence in regulatory outcomes.

e \Whether aspects of the Water Regulation Handbook require refinement to reflect lessons from
its first implementation and to better accommodate the characteristics of bulk water utilities.

Through this work, IPART intends to address concerns raised by stakeholders about
transparency, accountability and the operation of the pricing framework, while ensuring that
future determinations are supported by clearer information and more robust regulatory settings.

3.4.4 Our recommendation

We have refined our recommendation to provide greater clarity on the scope and intent of a
government-led review, having regard to feedback from stakeholders and the NSW Government.

@ 1. Having regard to the outlook for climate change, changes in agricultural markets,
and the needs of local water utilities and diverse regional and rural communities,
that the NSW Government undertake a forward-looking review of the long-term
sustainability of NSW's regional and rural water sector.

a. The review should examine:

- the scope of regional and rural bulk water services, including whether all
current services are required by customers or government

- whether WaterNSW's current regulatory obligations, governance and
operating model remain fit for purpose

- the need for sustainable, long-term government funding arrangements for
regional and rural bulk water services, considering whether targeted
subsidies may be warranted in some sectors or regions, having regard to a
range of factors including the important role these sectors contribute to
the NSW economy.

b. The review should include appropriate stakeholder engagement and be
transparent, so stakeholders can have confidence in its findings and any
reforms that follow.

These issues relate to broader policy, institutional and funding settings that are

not within IPART's remit to determine.
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Summary of our decision on operating expenditure

Our decision for operating expenditure for the Final Report is $290.5 million
over the 4 years of the 2026 determination period

We included $290.5 million of operating expenditure in WaterNSW's notional revenue
requirement over the 2026 determination period for the Final Report. This is 13.5% higher
than the allowance in the 2021 determination and 0.2% higher than WaterNSW's actual
operating expenditure in the 2021 determination period on an average annual basis. It is
$79.9 million or 21.6% less than what WaterNSW proposed.

This chapter sets out our assessment of the level of operating expenditure \WaterNSW requires
to operate its business efficiently over the 2026 determination period.

WaterNSW's operating costs are the day-to-day expenses involved in running its business and
maintaining the infrastructure and equipment it uses to provide services. This includes costs such
as staff wages, electricity, contractors, maintenance and insurance. It does not include the costs
of building new, or replacing old, infrastructure, which we discuss in Chapter 5.

We have carefully reviewed WaterNSW's proposed operating costs using a base-trend-step
approach, as outlined in our Water Regulation Handbook.#* We considered external expert advice
from consultants about efficiency and operating expenditure, including systems and processes,
cost drivers, overheads, business cases and proposed step changes. We carefully considered all
feedback from submissions, public hearings and workshops. Consultant reports relied upon by
the Tribunal, transcripts of public hearings, summaries of workshops and non-confidential
submissions are published on our website.

Operating expenditure

= (@)
N\ I

Our decision WaterNSW proposed
operating expenditure expenditure

$290.5m $370.4m
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Under section 15(1) of the IPART Act, we are required to consider a range of matters. For example,
we are required to consider the cost of providing services (15(1)(a)) and the need to promote
competition in the supply of the services concerned (15(1(i)). Under section 15(1), we may also
consider any matter we consider relevant. We consider WaterNSW's economic cost of
production and expenditures in relation to the monopoly service to be relevant to this review.

In reaching our decision on WaterNSW's operating expenditure, we had regard to these matters.
For further information, see Appendix A.

41 WaterNSW's actual operating expenditure exceeded the 2021
allowance by 13.3%

When we set prices in 2021, we set an allowance for WaterNSW's efficient operating expenditure
over the 4 years to 2024-25. During this period, it spent $290.0 million on operating expenditure,
or an annual average spend of $72.5 million (see Table 4.1).

This is $34.1 million or 13.3% more than the allowance of $255.9 million used to set prices in 2021.
It continues the pattern from the previous 2017 determination period, when actual operating
expenditure was also higher than IPART's 2017 allowance.*?

Table 4.1 WaterNSW's operating expenditure over the 2021 determination period
($millions, $2025-26)

2021-22 2022-23 2023-24 2024-25 Total
2021 IPART determination 64.0 67.6 63.0 613 255.9
WaterNSW's actual cost 67.0 733 779 717 290.0
Difference 29 57 15.0 104 341
Difference (%) 45% 85% 23.8% 17.0% 13.3%

Note: Totals may not sum due to rounding.

Source: IPART analysis.

WaterNSW has indicated that the higher operating expenditure largely arose from overheads,
land tax and insurance.*3 WaterNSW considers some of these costs to be outside its control.#4

411 We asked external experts to review WaterNSW's systems and processes,
as well as its historical operating expenditure

During 2024 and 2025, AtkinsRéalis analysed WaterNSW's higher operating expenditure for the
2021 determination period. It considered WaterNSW had not provided robust, detailed
justification for the expenditure, particularly for overhead costs. AtkinsRéalis noted that this lack
of explanation suggested that WaterNSW may not have a strong system of measuring,
understanding and managing variance against the 2021 Determination.4>
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We did attempt to assess the appropriateness and maturity of WaterNSW's key systems and
processes before it submitted its pricing proposal in September 2024. In late 2023, we engaged
FTI Consulting to assist us with this task. It found that WaterNSW's systems and processes
appeared to be appropriate and fit for purpose, and consistent with expectations for an
equivalent type of water business approaching a mid-level of system maturity. However, FTI
Consulting also observed that it was important for WaterNSW to make sure its systems and
processes were applied systematically when developing its pricing proposal.4

During 2025 and 2026, EY also examined WaterNSW's historical operating expenditure on
services in regional and rural NSW. It found that operating expenditure had increased by 9% per
year from 2021-22 to 2024-25, while annual prices and wage growth was around 3% to 4% during
this period.2 EY outlined that the increase in operating expenditure had been driven by growth in
strategy and performance, operations and digital.4/

WaterNSW's corporate expenditure includes head office costs such as strategy and
performance, finance, legal and digital. EY considered it comprised a significant component of
operating expenditure for WaterNSW's services in regional and rural NSW (at around 35%). While
some of this reflected WaterNSW's scale and complexity, EY's review indicated:

e Temporary functions and transformation programs had inflated costs and there was
uncertainty around enduring efficiency benefits.

e Spending on strategy, legal and finance functions appeared high as a share of total operating
expenditure.

o WaterNSW's costs and headcount in corporate functions continued to grow with no
significant increase in requirements.

4.2 WaterNSW proposed a 44.7% increase in operating expenditure

WaterNSW proposed operating expenditure for the 5-year period 2025-26 to 2029-30. This price
determination is based on an operating expenditure allowance for the 4-year period 2026-27 to
2029-30 (the 2026 determination period). WaterNSW proposed $370.4 million in operating
expenditure for the 2026 determination period. This equates to an annual average of $92.6
million, which is 44.7% higher than the annual average allowance of $64.0 million in the 2021
determination period 4

WaterNSW advised that operating expenditure is rising due to:

o WaterNSW's operating model changes, which it started implementing in 2022-23 to ensure
its systems, processes and organisational structure would be efficient over the long term. It
claims it assessed that continuing a business-as-usual approach would put pressure on
service, customer outcomes and affordability over the long-term.#® The 2022 operating
model changes would increase WaterNSW's operating expenditure by $34.1 million over 5
years, primarily through higher labour costs and improvements on existing ICT platforms and
systems.5°

@ EY identified that there was a difference between the cost growth in the data provided by WNSW and the Annual
Information Return data, which showed cost growth of around 7% per year. The Annual Information Return data only
includes operating expenditure funded through regulated prices.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 52



Operating expenditure

e Recurrent operating expenditure, to address WaterNSW's compliance with both pre-
existing and more recent regulatory requirements. WaterNSW proposes to spend
approximately $34.7 million over 5 years® to ensure it is compliant with existing requirements,
where there is currently non-compliance 5" In addition, it also proposes expenditure of $20.8
million over 5 years to ensure ongoing compliance with its new Operating Licence which
came into effect on 1 July 2024.%2

o Inflationary pressures, which WaterNSW expects will lead to rising costs for energy,
chemicals, fuel, labour, insurance and land tax.53 WaterNSW has proposed a total trend
operating expenditure (including efficiency improvements) of $7.2 million over 5 years, largely
driven by increases in land tax, labour and insurance costs.?*

WaterNSW's proposed operating costs include an efficiency target of 1.0% per annum.® This
reflects WaterNSW's views about the level of productivity it can achieve. We estimate this will
require WaterNSW to find $10.4 million in efficiencies over the determination period.

We issued a 1-year determination in 2025

At the end of the 2021 determination period, we issued a 1-year determination commencing on 1
July 2025 and ending 30 June 2026 (or when replaced).5°

The Tribunal was not convinced that all the increased costs proposed by \WaterNSW for the
period 2025-26 to 2029-30 were sufficiently justified as necessary or efficient, or that they
should be passed onto customers. While AtkinsRéalis provided a detailed expenditure review, at
that time the Tribunal did not make a decision based on the AtkinsRéalis report. However, due to
unique, one-off legal requirements, it was unable to extend current prices.

Therefore, after considering all the stakeholder feedback received and the urgent need to
address financial sustainability and pricing certainty, the Tribunal decided to make a 1-year price
determination for WaterNSW's services in regional and rural NSW. The 1-year determination was
based on increasing WaterNSW's revenue requirement by CPI plus 1.9% for essential safety
expenditure. It increased prices for bulk water (excluding North and South Coast but including
Fish River) by 5.8% plus inflation of 2.4% (a total of 8.3%).

We did not require WaterNSW to provide a new pricing proposal for the 2026 price review.
However, WaterNSW has provided additional information on its costs and operating model to
assist us in determining its efficient level of expenditure.

b WaterNSW has proposed a step change operating expenditure for ‘Compliance Uplift with Existing Regulatory
Requirements’ which sum to $27.9 million across the 2025-26 to 2029-30 period, as well as a base year adjustment of
$0.8 million for ‘Ongoing Compliance Obligation Costs' which it states is for its cold-water pollution strategy.
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4.3 Our decision is to set efficient operating expenditure at $290.5
million over 4 years

Our decision is:

2. Toset WaterNSW's total operating expenditure allowance for the 2026
determination period at $290.5 million as shown in Table 4.2.

Our decision is to set efficient operating expenditure at $290.5 million over the 4 years of the
2026 determination period, or an average of around $72.6 million per year (see Table 4.2).

Table 4.2 Decision on WaterNSW's efficient operating expenditure for services in
regional and rural NSW ($millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Total operating expenditure 72.8 72.6 735 716 290.5
WaterNSW's September 2024 proposal 887 918 939 959 3704
Difference -16.0 -19.2 -204 -24.3 -79.9
Difference (%) -18.0% -20.9% -217% -254% -21.6%

Note: Totals may not sum due to rounding. A decision on efficient operating expenditure in 2025-26 is not required for the true-up we are
making for that year.

Source: IPART analysis.

This is $9.6 million (or 15.3%) higher per year than the allowance we set for the base year (2023-
24) in the 2021 Determination. We consider the allowance for the base year is a better
comparator than the average allowance over the 2021 Determination for operating costs, as
these are typically recurring costs.

Our decision reflects our estimate of the efficient level of operating costs WaterNSW should
incur in providing its services over the regulatory period. However, it is not a budget or an amount
that WaterNSW is required to spend over the period. Forecasts, costs and unexpected events
can change how much WaterNSW needs to spend, and what the priorities of the business are.
WaterNSW should focus on continuing to provide value to customers.

Figure 4.1 shows our decision on efficient operating expenditure is similar to actual expenditure in
the 2023-24 base year and lies between our allowance in the 2021 determination and the
allowance proposed by WaterNSW.
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Figure 4.1 Comparison of our decision with historical operating expenditure and
WaterNSW's proposal ($millions, $2025-26)

120
100

80

\
60

40

20

o
2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

2021 allowance = = = » \K/aterNSW actuals
WaterNSW September 2024 proposal IPART decision

Source: IPART calculations.

431 We adopted 2023-24 as the base year for operating expenditure

IPART's Water Regulation Handbook outlines our base-trend-step approach to analysing the
efficiency of operating expenditure. Applying this approach indicates we should use WaterNSW's
2023-24 actual operating expenditure as the base (since this is the penultimate year of the 2021
determination period), adjusted to:

e remove its non-controllable expenditure
e remove its non-recurring expenditure
e add its normally-occurring expenditure not incurred in 2023-24

e remove any cost savings or efficiencies it is expected or committed to realise in 2024-25
and 2025-26.57

WaterNSW proposed an adjusted base cost of $82.0 million per annum. It used 2022-23 as the
base year and applied $12.8 million of adjustments to its 2022-23 actual expenditure to bring it to
2024-25 levels.5® When estimating efficient operating expenditure, we apply a different
categorisation of adjustments across the base, trend and step categories to that used by
WaterNSW in its proposal. For example, we treat some of the base adjustments proposed by
WaterNSW as step changes.

Our decision is to set an adjusted base cost of $67.9 million per annum. We have used 2023-24
as the base year and applied around $29,000 of adjustments. We consider this approach most
closely aligns with the Water Regulation Handbook. Further, it is consistent with our decision to
use 2023-24 as the base year in our recent price review of WaterNSW services in

Greater Sydney.
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Base operating expenditure adjustments for non-recurrent costs

WaterNSW initially proposed adjustments to base operating expenditure in its pricing proposal,
however they used 2022-23 as the base year. As part of the price review for WaterNSW services
in Greater Sydney, WaterNSW submitted proposed adjustments for a 2023-24 base year, which
we have factored into our analysis.

Consistent with our approach in the price review of WaterNSW's Greater Sydney business,> we
have adjusted the base operating expenditure by around $29,000 to:

e include non-recurring external insurance recoveries ($0.8 million)
e include defined benefit superannuation contributions ($0.2 million)

e remove misallocated security service costs (-$1.0 million).

In its response to the Draft Report, WaterNSW proposed a different adjustment for misallocated
security service costs. We consider WaterNSW's proposed adjustment is inconsistent with the
adjustment made in the price review for WaterNSW services in Greater Sydney. We revised our
adjustment to account for the actual proportion of security service costs allocated to services in
regional and rural NSW in 2023-24.

4.3.2 Our trend component is lower than WaterNSW's proposal

Table 4.3 compares our decisions on trend adjustments for land tax, insurance, labour and
efficiency to the trend adjustments proposed by WaterNSW.

Table 4.3 Summary of proposed trend adjustments and our decisions ($millions,
$2025-26)

Trend 2026-27 2027-28 2028-29 2029-30 Total
WaterNSW proposal

Combined cost growtha 26 37 48 6.0 17.0
Cost efficiency improvement -17 -26 -36 -37 -116
IPART decision

Combined cost growth 13 17 21 26 7.6
Cost efficiency improvement -15 22 -30 -37 -104

a. Includes labour, insurance, and land tax trend adjustments. Excludes the land tax base adjustment proposed by WaterNSW. Excludes the
proposed digital trend adjustment, which we treat as a step change.

Source: WaterNSW price proposal appendix 5 and IPART analysis.

We applied cost growth of $7.6 million over 4 years

We reviewed WaterNSW's proposed cost growth trend adjustments and outline below our
decisions on its components.
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Land tax on valued land

Our decision is to adopt a 5.9% per year real growth rate in land tax on valued land. This is
consistent with WaterNSW's proposal (which was based on advice from Jones Lang LaSalle) and
has been converted to real terms.© It also generally aligns with our decision in the WaterNSW
Greater Sydney price review, where we included a trend of 5.7% per year.®° In its response to the
Draft Report and subsequent information requests, WaterNSW proposed the trend for land tax
account for one-off provision adjustments of approximately $0.3 million in the 2023-24 base.
Actual land tax costs are lower in 2023-24 than in 2022-23 and 2024-25. \We consider the
provision adjustments are not indicative of ongoing costs and our decision includes an
adjustment to normalise for these provisions.

Labour

Our decision is to adopt a real growth rate in labour costs of 0.35% per year. This is different from
WaterNSW's proposal of 1% and AtkinsRéalis' recommendation of 0%.%* We have adopted 0.35%
since it is consistent with compounding annual real wage growth in Australia over almost the last
30 years,d whereas the AtkinsReéalis' recommendation was based on more recent observations of
real wage growth.

In the WaterNSW Greater Sydney price review we included a growth factor of 0.75%, consistent
with the upper bound recommended by our external expert (Aither) and the forecast developed
by Deloitte for WaterNSW .62 However, since that review concluded, the Reserve Bank of
Australia's outlook indicates lower annual real wage growth over the next two years.®3 This
highlights the uncertainty in forecasts of macroeconomic conditions, underpinning our reasoning
for instead using a long-term average for the real growth rate in labour costs. In adopting a
different forecast to that used in the review of WaterNSW services in Greater Sydney, we observe
that wage growth has historically been lower in regional NSW than in Greater Sydney.©

Insurance

Our decision is to adopt the growth in insurance costs outlined in Table 4.4. This adjustment is
consistent with the trend proposed by WaterNSW in its response to our Draft Report, which
reflects actual insurance costs in the 2023-24 base year and the best information currently
available about WaterNSW's actual insurance arrangements with icare.

Table 4.4 Insurance trend ($millions, $2025-26)

Trend 2026-27 2027-28 2028-29 2029-30 Average
WaterNSW proposed (Sept. 2024) 0.6 07 09 1.0 08
IPART decision 01 03 04 05 03

Source: WaterNSW proposal, icare contribution forecasts and IPART analysis.

¢ WaterNSW has, in response to information requests in February 2026, acknowledged its pricing proposal included

double escalation requiring correction.

Based on Australian Bureau of Statistics consumer price index and wage price index (total hourly rates of pay

excluding bonuses, private and public, all industries).

¢ While the wage price index is not disaggregated geographically within states, we observe that the compounding
annual growth rate of individual income for full-time workers recorded in the Australian Bureau of Statistics Census
between 2006 and 2021 was 0.2 percentage points higher for Sydney than for the rest of NSW.
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In its September 2024 pricing proposal, WaterNSW proposed an average annual real growth rate
of 7% in insurance costs over 5 years based on the 2024 contribution forecast from icare.54
AtkinsReéalis recommended a zero trend in insurance costs based on evidence that Pacific and
Global insurance premium growth has declined since the highs of 2020 to negative growth rates
in 2024.%5 Our own review indicates Pacific and Global insurance price growth has continued to
be negative in recent quarters.?® However, we understand that WaterNSW does not have
flexibility to pursue different insurance arrangements as a self-insurer through the Treasury
Managed Fund administered by icare. Our decision is based on forecast changes in WaterNSW
contributions to the Treasury Managed Fund.

Efficiency
We applied a cost efficiency improvement of 1.0% per year

WaterNSW proposed an efficiency factor of 1.0% per year in its September 2024 proposal.®” We
note that this is slightly higher than the efficiency factors proposed by Hunter Water and Sydney
Water (0.9% per year’ and 0.7% per year respectively) in the 2025 price reviews,®® and Central
Coast Council Water and Essential Water in the 2026 price reviews (0.7% per year and 0.5% per
year respectively).®® However, we recognise that the level of efficiency improvements a business
can achieve can vary between different businesses due to several factors.

We asked AtkinsRealis to review WaterNSW's proposed efficiency factor. AtkinsRealis
considered that 1.0% per year was appropriate for the upper bound of its range estimate of
efficient expenditure, and 1.8% per year for the lower bound.”® The latter was based on the
continuing and catch-up efficiencies of 0.7% p.a. and 11% p.a. set by IPART in the 2021
Determination.

In its response to our Draft Report, WaterNSW revised its proposal to a 0.5% annual efficiency
trend applied only to controllable costs, which excludes land tax, insurance, the Dam Safety Levy
and Fish River WAMC licence fees.” It argued that, since the September 2024 pricing proposal, it
had undertaken a major cost transformation program, including a reduction of approximately 25%
of its workforce, and a 1% annual efficiency trend would risk double counting efficiencies already
delivered.

The 2023-24 base year for our base-trend-step approach to forecasting the opex allowance is
prior to WaterNSW's September 2024 proposal. We have not included explicit adjustments in our
allowance to reflect the cost transformation program recently commenced by WaterNSW. We
therefore consider a 1% annual efficiency trend will not double count efficiencies made as part of
that program. As discussed in Chapter 12, we do not consider land tax and insurance meet the
definition of uncontrollable costs.

We have considered all available information and made a decision to set WaterNSW's efficiency
factor at 1.0% per year.

f Hunter Water proposed a cost efficiency target of 1.0% per year over the 6 years from 1 July 2024 to 30 June 2030.
This equates to 0.9% per year over the 5 years from 1 July 2025 to 30 June 2030.
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433 We applied a lower total step change than that proposed by WaterNSW

In its September 2024 proposal, WaterNSW proposed $73.8 million of adjustments over the next 4 years that we categorise as step changes. Our
decision is to adopt $21.6 million of these step changes. Table 4.5 summarises our decisions on WaterNSW's proposed step changes.

Table 4.5 Summary of proposed step changes and our decisions ($millions, $2025-26)

WaterNSW's
September
2024 proposal IPART decision
(Total over 4 (Total over 4
Step change years) years)
Dams safety levy 0.0 11
Land tax on non-valued 13.8 0.0
land
New operating licence 19.9 41
conditions:

o \Water Quality
Management System

o \Water quality
monitoring
enhancement
program

Summary

This levy recovers the efficient costs of regulating the safety of declared dams in NSW from owners of declared
dams. The levy was finalised after WaterNSW's pricing proposal.

Our decision is to include $0.3 million per year as a step change, based on our estimated cost of the levy. This
approach is consistent with our decision in the 2025 price review for WaterNSW's services in regional and rural
NSW.

Our decision is to assume there will be no tax on non-valued land. This is because it is unclear whether the
taxation will occur in the determination period. Further, there may be opportunities for WaterNSW to reduce any
land tax liabilities that do arise on this type of land.

If tax on non-valued land does eventuate in the 2026 determination period, the Tribunal may consider whether
a true-up is merited to recover these costs in the subsequent determination period.

Our decision is to include no step change. WaterNSW proposed $0.15 million per year as a step change, but
IPART has since accepted WaterNSW's application to defer the Clause 9(2) obligation related to the Water
Quality Management System.

Our decision is to include $2.5 million over 4 years as a step change.

At the time the cost-benefit analysis was conducted for this new Operating Licence condition, it was assumed
WaterNSW would be required to update or install metering and monitoring equipment at all sites previously
identified by WaterNSW. WaterNSW's pricing proposal was based on this assumption. However, the final
Operating Licence includes more flexibility and focuses efforts based on prioritisation.

We have reviewed the information in the cost benefit analysis. In our view, WaterNSW will need to give
consideration to updating or installing monitoring equipment where there is a strong cost-benefit case and a
clear customer need. This is factored into our step change.
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WaterNSW's
September
2024 proposal IPART decision
(Total over 4 (Total over 4
Step change years) years)
o Early warning system
o Expanded education
program
o Expanded research
program
Compliance uplift: 228 117

Land Management
Program

Crane Safety
Improvement

Electrical Safety
Program

Summary

We encourage WaterNSW to consider developing and consulting on pricing options by which customers who
value this service, such as local water utilities, could opt into its delivery.

We reviewed AtkinsRéalis' range estimates of efficient cost and the range of costs in the cost-benefit analysis
(after accounting for allocation across WaterNSW's other determinations).
Our decision is to include $0.2 million per year as a step change.

Our decision is to include $0.3 million as a step change for 2026-27. This is our estimate of the efficient costs of
WaterNSW developing an education strategy, which is required under the Operating Licence.

Our decision is below WaterNSW's proposed amount. This is because they assumed strategy implementation,
as well as strategy development, would require additional funding over the determination period. However, our
decision reflects WaterNSW will implement the strategy within its existing budget through program re-
prioritisation.

Our decision is to include $0.3 million as a step change for 2026-27. This is our estimate of the efficient costs of
WaterNSW developing a research strategy, which is required under the Operating Licence.

Our decision is below WaterNSW's proposed amount. Similar to the education program, our decision includes a
step change for developing the strategy. However, it reflects WaterNSW will implement the strategy within its
existing budget through program re-prioritisation.

Our decision is consistent with WaterNSW's proposed step change, less expenditure of $1.3 million per year.

In response to an information request, WaterNSW estimated it spent $1.3 million on land management in our
recommended base year of 2023-24. Given these historical actuals were estimated after WaterNSW's pricing
proposal (and the base year used in the proposal was 2022-23), it appears they have not been subtracted from
the proposed expenditure to derive an incremental step change. Therefore, we have excluded this amount from
our decision.

We adopted WaterNSW's proposal to recognise the need for expenditure on safety-related priorities.
Our decision is consistent with WaterNSW's proposed step change and our decision in the 2025 price review for
WaterNSW services in regional and rural NSW.

We adopted WaterNSW's proposal to recognise the need for expenditure on safety-related priorities.
Our decision is consistent with WaterNSW's proposed step change, updated for the change in base year, and
our decision in the 2025 price review for WaterNSW's services in regional and rural NSW.
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WaterNSW's
September
2024 proposal IPART decision
(Total over 4 (Total over 4
Step change years) years) Summary

Cold-Water Pollution 34 0.0 « Ourdecision is to not include a step change in the expenditure allowance above the base, which WaterNSW

Strategy currently uses to fund cold-water pollution strategy programs. WaterNSW has provided insufficient information
to explain how its proposed step change of $0.8 million per year is fully incremental to base operating
expenditure. WaterNSW's response to the Draft Report confirmed actual cold-water pollution strategy
operating expenditure of $0.8 million in 2023-24, with the majority attributable to dam-specific investigations,
rather than business-as-usual functions. This suggests most of the allowance already included in base
operating expenditure can be put towards dam investigation works.

Environmental and 16 0.0 « Ourdecision is to not include a step change in the expenditure allowance above the base, which WaterNSW

cultural water currently uses to fund environmental and cultural water activities. WaterNSW has provided insufficient
explanation and justification for a material step change. Customers and taxpayers should not be required to
fund expenditures where there is uncertainty about how the expenditure activities would deliver environmental
outcomes.

e Inresponse to information requested in February 2026, WaterNS\W indicated the operating costs proposed in
its environmental and cultural water activities reflected the staged increases in responding to obligations
relating to cold water pollution. We do not consider this is a compelling explanation for the step change.
Further, as discussed above, we are not convinced the proposed increase in cold-water pollution operating
expenditure is fully incremental to base operating expenditure.

Operating expenditure 4.0 35 & This step change relates to operating expenditure associated with new assets, including Chaffey Pipeline
from capital expenditure (Tamworth), Molloy Water Treatment Works, Sustainable Diversion Limit Adjustment Mechanism asset
upgrades, and the Yanco Creek system hydrometric capital project.
« Our decision is to include a step change of $3.5 million over 4 years. This is consistent with WaterNSW's
proposed step changes, except for the Chaffey Pipeline component.
o \We consider there is uncertainty over the efficient testing frequency for the Chaffey Pipeline. Our decision for
that component includes 20% of WaterNSW's proposed costs.

Grant expiry 52 26 o This step change relates to Computer-Aided River Management (CARM) model development.
o Our decision is to include a step change of $2.6 million over 4 years, or $0.7 million on average per year.
e This model has been in existence for close to a decade. WaterNSW provided additional information in February
2026 and May 2026. However, it remains unclear why ongoing CARM model recalibration, updating and
enhancement would not be less costly than the initial development of the model and its embedding in day-to-
day operations. Further, the proposed model enhancements to which WaterNSW refers in its February 2026
response have not been adequately justified.

Regulatory submission -0.8 0.4 « Our decision is to include a step change of $0.4 million over 4 years. This is consistent with WaterNSW's
proposed expenditure after accounting for the decisions on the base year and length of the determination
period.
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WaterNSW's
September
2024 proposal IPART decision
(Total over 4 (Total over 4
Step change years) years) Summary

Other -17.9 -8.6 o WaterNSW proposed a negative step change of between -$3.9 million and -$5.3 million per year in each year of
the next determination period to reflect 40 bespoke projects that have been completed or continue at a lower
cost than the base year, full-time employee reductions due to the Operating Model, and normalising to ensure
labour is not double counted across the proposed Operating Model step change and other proposed step
changes (e.g. grant expiry and environmental and cultural water).

o Our decision is to include a step change of -$2.1 million per year, on account of the component relating to the
40 bespoke projects. We have not included the other components in order to align with our decisions on them
(e.g. to not include the proposed Operating Model step change).

Other operations-related 18 18 o WaterNSW proposed a step increase of $1.8 million over 4 years for water carting, where it has been identified
as the most cost-effective solution to meeting Australian Drinking Water Guidelines at Private Water Supplies,
and maintenance of 6 additional hydrometric sites at Lake Brewster and Lower Lachlan to improve the
efficiency of system management.

« Our decision is to include a step change of $0.4 million per year for these items. This is consistent with
WaterNSW's proposed step change.

Overhead allocation -24.0 -6.8 ¢ \WaterNSW proposed an overhead adjustment related to, among other things, step increases for Enterprise
Asset Management System's roadmap, Operations Performance and Support Initiatives, and ESG programs.
o Our decision is to include a step change of -$1.7 million per year, which takes account of the uncertainty around
this step change and the decision to apply a base year of 2023-24.
¢ Inits response to our Draft Report, WaterNSW argued this step change is contingent on full implementation of
the Operating Model, for which we are not including a step change, as discussed below. However, we consider
the adjustment normalises overheads to a level similar to that observed in 2022-23.72

Digital 16.9 65 o WaterNSW proposed $16.9 million over 4 years as a base adjustment and a trend adjustment for operating
expenditure on digital items.
« Our decision is to include a step change of $6.5 million over 4 years. The step change is lower than WaterNSW's
proposal because we have:

- Not included additional digital people costs. We consider there is already sufficient operating expenditure in
the allowance for \WaterNSW to uplift capacity. Further, its digital headcount is forecast to be relatively
stable over the determination period.

- Included lower software licensing costs. In our view, WaterNSW put forward a scenario that did not align
with increases in software licensing costs requested elsewhere over the same period.

+ We identified there was a difference between the digital expenditure WaterNSW:

- included in its proposed operating expenditure allowance (outlined in the Pricing Proposal and related
information returns to IPART) and

- forecastin an attachment to the Pricing Proposal (Attachment 11).
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WaterNSW's

September
2024 proposal IPART decision
(Total over 4 (Total over 4

Step change years) years) Summary

« We have based our step change on the former, since that reflects WaterNSW's proposed operating
expenditure allowance, and accordingly adjusted it for the digital people and software licensing costs outlined
above.

Operating Model 272 0.0 « WaterNSW proposed a step increase of $6.8 million per year under the title ‘Operating Model' relating to 52.5
new full-time employees, including deployment of senior roles based in the regions and vacancy normalisation
for the base year.

e Our decision is to not include a step change in the expenditure allowance for this item. \We have reviewed the
pricing proposal, the information provided to AtkinsRealis, and additional information provided by WaterNSW in
February 2026 and do not consider WaterNSW has justified how additional roles under the Operating Model
would provide a clear benefit to customers or relate to a new regulatory obligation. Further, the Operating
Model appears to have been made out-of-date by more recent organisational changes from WaterNSW.

Adjustment for lease 0.0 53 o WaterNSW proposed treating operating leases as capital expenditure, whereas our approach specified in the

costs proposed as capex Annual Information Returns is that we treat these items as operating expenditure.

o Our decision is to include a step change of $1.3 million per year. This is our estimate of the share of annual lease
operating expenditure allocated to services in regional and rural NSW. It is based on WaterNS\W's response to
the AtkinsRealis and Aither expenditure review reports.

Total 73.8 216

Source: IPART, Final Report, June 2025, pp 21, 62. AtkinsRealis. Final Report. 25 June 2025. pp 66, 67, 70, 79-80, 83-84, 87-88, 151-153, 158. WaterNSW, RFI - CWP Opex - WaterNSW Response, 6 February 2026.
WaterNSW, Email to IPART. 6 February 2026. WaterNSW. Pricing Proposal Attachment 8. September 2024. pp 27, 31. WaterNSW, Pricing Proposal Attachment 11. September 2024. pp 12, 24. WaterNSW, Pricing
Proposal Appendix 5. September 2024. IPART. Annual Information Return (AIR), Section 4 - Operating expenditure, note (ii). WaterNSW. Response to the AtkinsRéalis and Aither Draft Expenditure Reports. Attachment
1.19 March 2026. pp 18-19. WaterNSW, Submission in response to the IPART Draft Determination. May 2026
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4.4 WaterNSW operational changes during this review

In August 2025, WaterNSW announced that it intends to reduce its total workforce by
approximately 300 employees.”3

We have not made a specific revenue adjustment for WaterNSW's plans to reduce its workforce
because, in line with the IPART Act, the Tribunal sets maximum prices that reflect our assessment
of what an efficient business would need to deliver WaterNSW's rural bulk water services. The
Board of WaterNSW is responsible for the organisation’s overall policy, strategy and direction and
how operational decisions are made, and the Tribunal does not set prices based on specific
management decisions made by regulated water utilities. For example, the Board of WaterNS\W/
retains discretion over which capital projects it prioritises and how it designs and manages its
organisational structure. IPART sets maximum prices to provide a revenue allowance and
monitors performance against licence conditions.

That said, we note in section 4.3.3 that WaterNSW's proposed step changes of $6.8 million per
year for additional full-time employee roles may be out-of-date given the organisational changes
announced by WaterNSW.
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Summary of our decisions on capital expenditure

$365.9 million of WaterNSW capital expenditure in 2020-21 to 2025-26 is
efficient

We reviewed WaterNSW's capital costs over the period 2020-21 to 2025-26 and consider
that historical capital expenditure of $365.9 million should be included in the RAB roll
forward.

The only historical capital expenditure we consider should not be rolled into the RAB is
$0.5 million of expenditure on the Water Added Value Environment (WAVE) program. This
amount represents the allocation to services in regional and rural NSW of $1.0 million of
expenditure on the WAVE program that WaterNSW identified as inefficient. A future
Tribunal may also wish to consider the efficient cost and cost share categorisation of the
Lake Cargelligo Embankment Upgrade project, about which legitimate concerns were
raised late in this price review process. Our view is that WaterNSW's other capital costs
during this period were required to meet its obligations and were prudent and efficient in
WaterNSW's operating context.

To include $390.8 million of efficient capital expenditure in WaterNSW's
notional revenue requirement build up over the 2026 determination period

We reviewed WaterNSW's proposed capital expenditure for the 2026 determination
period. Our decision to set efficient capital expenditure at $390.8 million over 4 years is
50.1% higher in real terms than the forecast in our 2021 determination (excluding drought
expenditure) and 74.4% higher than WaterNSW's actual capital expenditure over the 2021
determination period on an average annual basis. We consider this decision will enable
WaterNSW to deliver fishway and cold-water pollution projects that WaterNSW had
planned to complete in the 2021 determination period but were not delivered.

The decision is 15.1% lower than the expenditure proposed by WaterNSW. The difference
reflects our concerns about the efficiency of some proposed digital projects, WaterNSW's
approach to forecasting renewal timing, the timing of fishway and cold-water pollution
projects, the significant increase in corporate overheads, the treatment of lease costs
(which we categorise as operating expenditure), and the activities required to comply with
the Operating Licence conditions relating to the Water Quality Monitoring Enhancement
program.

This chapter sets out our assessment of the capital expenditure WaterNSW requires to deliver
good quality services and promote long-term customer outcomes. \WaterNSW's capital costs are
the investments it makes to buy, build and renew the infrastructure and equipment it uses to
provide its services (e.g. dams, water pipelines, and IT systems). It does not include costs such as
staff wages, electricity, contractors, maintenance, treatment operations and insurance. This
chapter does not include expenditure for the Murray-Darling Basin Authority (MDBA) and
Dumaresq-Barwon Border Rivers Commission (BRC) (Chapter 6).
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Capital expenditure

1
AN )

Our decision WaterNSW proposed
capital expenditure capital expenditure

$390.8m $460.3m

We have carefully reviewed WaterNSW's historical and proposed capital expenditure in light of
the matters listed in section 15(1) of the IPART Act. We considered external expert advice from
consultants about efficiency and capital expenditure, including systems and processes, cost
drivers, overheads, and business cases. We carefully considered all feedback from submissions,
public hearings and workshops. Consultant reports relied upon by the Tribunal, transcripts of
public hearings, summaries of workshops and non-confidential submissions are published on our
website.

51 Our decision is to include $365.9 million of efficient historical
capital expenditure in the regulatory asset base

Our decision is;

3. To set the efficient level of WaterNSW's historical capital expenditure from
2020-21 to 2025-26 at $365.9 million, as shown in Table 5.1.

Our decisions on capital expenditure reflect our view of the prudent and efficient level of
expenditure on capital works that should be included in the regulatory asset base (RAB) and
gradually recovered through prices over the useful life of the assets.

Since actual expenditure is not available for the final year of a determination period at the time of
making our pricing decisions, we need to decide on the prudent and efficient capital expenditure
in 2020-21, the final year of the 2017 determination period. We also need to forecast efficient
capital expenditure for 2025-26. Actual prudent and efficient capital expenditure for 2025-26 will
be decided in a later determination. The reasons for our forecast are discussed in section 5.2.

We may review actual expenditure over the previous period and adjust the RAB to ensure only
efficient expenditure is recovered through future prices. This process is known as an ex-post review.
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We conduct ex-post capital expenditure reviews only in limited circumstances. For example, we
may do so if:

o the business has a large capital expenditure
e the business significantly overspends forecast capital expenditure
e assets are repeatedly deferred and re-proposed

e evidence of underperformance exists, such as missed service targets.”

511 We considered that WaterNSW historical capital expenditure met the
conditions for an ex-post review

Water Added Value Environment (WAVE) program

WaterNSW proposed that $56.1 million of historical capex on the WAVE program be rolled into
RAB across the determinations for WAMC and WaterNSW services in Greater Sydney and
regional and rural NSW.7> The WAVE program was included in the forward-looking expenditure
allowances at our 2021 determination.”® It was also included as an output measure, including
“providing the benefits identified in the business case(s) used to justify the expenditure."’”” The
WAVE program is expected to cost $6.1 million more than forecast and has resulted in delays to
other digital projects. The quantified benefits in the business case prepared in 2020 were $43
million, but, as of July 2024, the benefits were estimated to be $6 million. WaterNSW has
acknowledged $1 million of inefficient expenditure.”®

This project meets the criteria in the Water Regulation Handbook for ex-post review, since it is
significant, involved an overspend, and service targets were not met.”®

Lake Cargelligo Embankment Upgrade

In response to our Draft Report, several Lachlan valley water users outlined concerns about
historical capital expenditure on the Lake Cargelligo embankment upgrade. For example, Lachlan
Valley Water indicated the Lake Cargelligo embankment upgrade had experienced substantial
cost escalation, reportedly increasing by around 600% from the initial estimate.®°

Our forecast of efficient capital expenditure for the 2021 determination period was informed by
the case for spending $13.7 million ($2020-21) on dam safety upgrade works at Lake Cargelligo.
Of that amount, $8.6 million ($2020-21) related to the embankment upgrade component of the
project.® WaterNSW categorised the embankment upgrade as renewals and replacement.
However, we accepted AtkinsRealis' recommendation to re-classify it as dam safety expenditure,
since it was part of the dam safety upgrade works at Lake Cargelligo.®?

In response to information requests, WaterNSW has confirmed its pricing proposal included
$46.9 million of historical capex from the Lake Cargelligo embankment upgrade allocated to the
renewal and replacement cost category.
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We consider the Lachlan valley stakeholders have raised legitimate concerns about both the cost
overruns and the cost share categorisation for this project. However, there is insufficient time at
this late stage of the price review to conduct a detailed review of the merits of the re-designed
project and assess whether the scope and cost changes are efficient. We have decided to not
make an ex-post adjustment to the RAB for this project at this time. However, a future Tribunal
may consider the merits of an adjustment and/or a change in cost share categorisation of this
historical capex at the next price review. Under a 10% price cap, prices for Lachlan valley water
users are unaffected by the inclusion or exclusion of the cost increase on this project in the RAB
until the final year of the determination period.

512 We excluded $0.5 million of expenditure on the Water Added Value
Environment program from the RAB

An important consideration is whether the overspend and reduced benefits of the WAVE
program are a result of the realisation of risks, as distinct from mismanagement. The FTI
Consulting review carried out for IPART in 2023 reached generally positive findings about the
investment approval process and overall governance. However, it did not form any view of
whether the WAVE project itself was justified, prudent and efficient. FTI Consulting suggested
WaterNSW could improve its processes to provide greater clarity around tracking expenditure
variations on major projects such as WAVE.®

A NSW Government agency review of the WAVE Program assigned a ‘medium’ rating to the
overall level of confidence that the project had been effectively developed and delivered in
accordance with the Government's objectives. The report noted that this rating was consistent
with the Gateway criteria for a program of this scale and complexity, recognising that while the
original benefits were not attainable, the re-defined outcomes were fully achieved.

This review found the WAVE Program encountered significant challenges that resulted in
considerable delays. WaterNSW underestimated the complexity of the program, necessitating
significant changes in delivery approach. The review recommended that WaterNSW update the
WAVE benefits realisation plan before it commences the next stage so that all benefits captured
are clear, achievable, measured, have business owners and are regularly reported.

AtkinsRéalis indicated a range of efficient WAVE program costs from $6 million to $55.0 million
(excluding between $1 million and $49.8 million from the RAB).84

Having considered all available information, our decision is to exclude from the RAB $0.5 million
of expenditure — the component of the $1 million which WaterNSW has acknowledged was
inefficient that relates to services in regional and rural NSW.

Table 5.1: Historical capital expenditure to be rolled into the RAB
($millions, $2025-26)

2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

2021 allowance (including 3307 1811 871 67.2 46.7
drought expenditure)
2021 allowance (excluding 106.0 67.3 84.4 64.6 441
drought expenditure)
WaterNSW actual 67.6 46.3 50.0 89.2 385
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2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

WaterNSW proposal 1193
Decision 67.6 46.2 49.9 89.0 384 74.7
Difference to actual 0.0 -0.1 -01 -0.1 -01
Difference to actual (%) 0.0% -0.2% -0.3% -0.2% -0.3%

52 Our decision is to set efficient capital expenditure at $390.8
million over 4 years

Our decision is:

4. To allow $390.8 million of forecast capital expenditure in the regulatory asset
base for the 2026 determination period, as shown in Table 5.2.

We factor into prices the overall envelope of capital expenditure that we consider reasonable to
maintain or improve WaterNSW's assets and services over the 2026 determination period. This
forecast does not signal the amount WaterNSW is required to spend on specific capital projects.
We expect WaterNSW to reprioritise prudent and efficient capital works within the envelope as
circumstances change to deliver value to customers.

Table 5.2: Decision on efficient capital expenditure ($millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
WaterNSW proposal 172.6 142.7 827 624 460.3
Decision 124.2 115.7 85.6 65.3 390.8
Difference -48.4 -27.0 29 29 -69.6
Difference (%) -28.0% -18.9% 35% 4.6% -15.1%

521 WaterNSW proposed capital expenditure of $460.3 million over 4 years

WaterNSW proposed capital expenditure of $460.3 million over the 2026 determination period.

This proposal represents an increase of 105.5% over the level of actual capital expenditure for the
2021 determination period. WaterNSW has indicated the main reasons for this increase include:

o relatively low actual expenditure over the 2021 determination period resulting primarily from
the transfer of three large infrastructure projects (Mole River Dam, Wyangala Dam Wall
Raising and Dungowan Dam) to Water Infrastructure NSW (now NSW DCCEEW), which were
subsequently cancelled®

e aproposed doubling of expenditure on renewals and replacement

e proposed construction of fishways to comply with s.218 of the Fisheries Management Act
(1994), and
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o proposed cold-water pollution projects to comply with conditions of dam "Water Supply
Work Approvals' that refer to obligations established under s.100(3) of the Water
Management Act (2000) .88

WaterNSW notes that if the “one off ‘policy’ or regulatory driven” fishway and cold-water
pollution projects are excluded, the proposed average annual expenditure is below actual capital
expenditure in 2023-24.87

522 Renewals and replacement

WaterNSW proposed capital expenditure of $217.1 million over 4 years on asset renewal and
replacement. AtkinsRéalis raised concerns about WaterNSW's use of the book lives of assets to
determine renewal timing, as distinct from a risk-based approach of assets performing beyond
their book lives.8 There is little asset performance and condition data with which to develop
alternative forecasts. For 80% of WaterNSW's assets, there are no available data from condition
assessments conducted within the last 5 years.89 AtkinsRéalis concluded there is no compelling
evidence that the asset base is deteriorating and requiring a significant increase in spending on
renewals.®° It based its estimates of efficient cost on recent actual expenditure.

As part of the current review, we requested any further asset condition assessment data from
WaterNSW. WaterNSW responded by indicating it has undertaken a project to improve the
process of capturing condition scores from March 2026, but it did not provide an updated view of
asset condition data across the business.®* In its response to the Draft Report, WaterNSW argued
for its original proposal on the basis that, while there is a lack of condition and performance data
across the asset base as a whole, such data were provided to AtkinsRéalis for each of the
renewals projects that was proposed.

While the identification of potential renewal projects was informed by project-specific
information, the decision regarding which of the identified projects are needed in the 2026
determination period was based on book lives. e are not convinced the expenditure forecast
based on this approach is efficient.

Our decision is based on forecast capital expenditure on renewals and replacement of $162.8
million over 4 years. This is 25% lower than WaterNSW's proposed expenditure,

Our decision will allow a risk-based approach to operating some assets beyond their book life, so
that customers are not paying for asset renewal that is unnecessary or does not take place.

It will be important for WaterNSW to improve its understanding of the risks of asset failure
resulting from alternative renewal and replacement programs as it manages its capital
expenditure throughout the 2026 determination period. We encourage WaterNSW to utilise the
asset condition and performance data it is now collecting in Enterprise Asset Management
Systems.

WaterNSW proposed in its customer outcomes and performance measures that it will improve
transparency to customers by reporting annually on capital expenditure by project (and cost
variations). Our decision is to include reporting specifically on asset renewal and replacement as a
recommended activity to support this customer outcome in our performance measures (see
Chapter 14).
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52.3 Environmental planning and protection

WaterNSW proposed capital expenditure of $130.2 million over 4 years in the ‘Environmental
planning and protection’ category.

The fishway program proposed by WaterNSW is for the same fishways that were forecast in the
2021 Determination.9? WaterNSW was unable to deliver these fishways in the 2021 determination
period. The Commonwealth Environmental Water Holder has expressed concern about the
continued deferral of fishway projects.93

One of the proposed projects reviewed by AtkinsRéalis was the Torriganny Weir renewal.
AtkinsReéalis found that 46% of the project cost could be saved if no Ministerial order is put in
place requiring a fishway.?* In response to information requests for our current review,
WaterNSW has provided a letter from DPI Fisheries, which states that section 218 (5) will be
enacted for the proposed replacement activities at Torriganny Weir, thereby requiring suitable
fish passage to be provided.9®

We maintain our view from the 2021 Determination that there is a regulatory obligation to deliver
these projects.®®

In its upper bound estimate of efficient capital expenditure, AtkinsRéalis excluded 50% of
proposed expenditure on the Blowering Dam Cold-Water Pollution design project and assumed
deferral of some projects beyond the 2026 determination period.9” Our view is the rephasing
assumed by AtkinsRéalis is reasonable given historical expenditure has tended to be lower in the
early years of determination periods, and the need to learn from pilots (e.g. the Mollee Weir
fishway lock, which is still not operational despite being constructed more than a decade ago).

Our decision is based on forecast capital expenditure on environmental planning and protection
of $123.5 million over 4 years. This is 5% lower than WaterNSW's proposed expenditure.

5.2.4 Corporate systems — Lease/internal corporate projects

WaterNSW proposed capital expenditure of $51.2 million over 4 years in the '‘Corporate systems -
Lease/internal corporate projects’ category.

Lease costs were one of the items included in this proposed expenditure. IPART has specified in
the Annual Information Returns (AIRs) that lease costs should be treated as operating
expenditure 28 We have therefore excluded proposed lease costs from our forecast of efficient
capital expenditure and included a corresponding adjustment to the allowance for operating
expenditure.
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WaterNSW proposed 8 non-digital corporate projects. The largest of these projects is labelled
‘New Operating Licence' and comprises expenditure on the water quality monitoring
enhancement program, the early warning system, and the expanded education program.®® At the
time the cost-benefit analysis was conducted for the new Operating Licence condition relating to
the water quality monitoring enhancement program, it was assumed WaterNSW would be
required to update or install metering and monitoring equipment at all sites previously identified
by WaterNSW. WaterNSW's pricing proposal was based on this assumption.**® However, the final
Operating Licence includes more flexibility and focuses efforts based on prioritisation. \We do not
include the proposed capital expenditure on the water quality monitoring enhancement program
in our decision on efficient capital expenditure, as it is not clear that installation of equipment will
be required. We have included a step change in the operating expenditure allowance to
recognise that WaterNSW will need to give consideration to updating or installing monitoring
equipment where there is a strong cost benefit case and a clear customer need. We encourage
WaterNSW to consider the merit and feasibility of recovering the costs of water quality
monitoring from the local water utility customers that have requested the additional service. Any
licence amendments and deferrals of compliance deadlines will be considered in our final
decision.

The remainder of proposed expenditure in this category relates to digital capital expenditure.
AtkinsRealis reviewed this proposed expenditure and developed an upper bound estimate of
efficient expenditure, which adjusts WaterNSW's proposal by:

e removing expenditure on the Waterlnsights Portal, since evidence that the project was
supported by customers was not compelling and the benefits around community
engagement, information and education were not mandatory or core

e removing expenditure on Digital Operations Support, since there are other mechanisms for
pursuing enhanced operational capability which provide better value for money

e reducing by 40%:

— Future Workforce, since the costs are not sufficiently justified and the delivery of
efficiencies is uncertain

— Risk, Safety and Compliance, since the costs are not sufficiently justified and existing risk
monitoring tools may be viable rather than building a bespoke tool.**

In its submission to the WaterNSW Greater Sydney Draft Report, WaterNSW stated that “the
upper range scenario ladopted for digital capex] is generally acceptable”.**?2 However, it did not
support the draft decision to remove the Waterlnsights Portal, stating it was shaped by customers
to deliver on customer expectations. We agree with AtkinsRéalis' finding that Waterlnsights Portal
being ranked 32nd in the customer advisory group ranking of priorities does not constitute robust
Jjustification for expenditure.?3 Other evidence of customer support appears to have been elicited
without the context of impacts on customer bills.
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There were mixed views from stakeholders on this project in response to the Draft Report.
Tamworth Regional Council supported WaterNSW's proposed expenditure on Waterlnsights
Portal, considering it provided value for money by improving data access and reducing
administrative burden.*** However, RMCG supported excluding expenditure on the Waterlnsights
Portal from our forecast of efficient capital expenditure. While acknowledging the portal provides
some use to customers, RMCG considered the additional expenditure should not increase
customer bills, unless IPART could satisfy itself that direct customer value would be achieved
from the specific improvements proposed.*°>

The emphasis in WaterNSW's pricing proposal was on providing greater functionality for
customers and improving community education.**® However, in its submission to the Draft Report,
WaterNSW shifted the rationale for the platform to focus more explicitly on meeting regulatory
obligations. It did not provide details of these requirements, beyond noting in broad terms that
they relate to items such as the Operating Licence.

We do not consider this to be compelling evidence that would justify the need for the expanded
platform. There have been no substantive changes to the data sharing clauses in WaterNSW's
Operating Licence since AtkinsRéalis reviewed the Waterlnsights Portal as part of its expenditure
review or when we considered it during the review of prices for WaterNSW services in Greater
Sydney. IPART's most recent compliance audit found WaterNSW's systems, including the Real
Time Data (RTD) portal and the current version of the WaterIinsights Portal, provided it with
adequate data sharing capability to meet its Operating Licence requirements. While it noted
WaterNSW is in the process of “transitioning to the more modern Waterlnsights platform™°7 it
also stated that there was no current end date for the RTD Portal to be removed. To the extent
that any of the proposed Waterlnsights Portal upgrades relate to its data sharing requirements,
WaterNSW may have the flexibility to continue with the RTD Portal for a longer period than
originally anticipated rather than moving to an upgraded Waterlnsights Portal.

It is unclear to what extent any of the proposed capex for the Waterlnsights Portal is linked to
meeting data sharing requirements under the Operating Licence. WaterNSW has not provided
strong evidence making this link in its pricing proposal, feedback to AtkinsRealis on its Draft
Report, commentary at the Public Hearing nor submissions to the draft reports for this review and
the review of WaterNSW services in Greater Sydney. This means that we have not had the
opportunity to test how much of the proposed expansion to the Waterlnsights Portal relates to
agency data sharing, and, if it does, whether WaterNSW could achieve its regulatory obligations
in a more efficient way. It also means that stakeholders have been unable to scrutinise and
comment on this issue.

If we were to assume the expenditure for the Waterlnsights Portal expansion is driven by the
Operating Licence, without clear justification from WaterNSW, there is a risk customers will pay
for expenditure that is not mandatory or core. We have therefore not factored proposed
expenditure on the Waterlnsights Portal into our forecast of efficient capital expenditure.

Our decision is based on forecast capital expenditure on lease/internal corporate projects of
$43.3 million over 4 years. This is 16% lower than WaterNSW's proposed expenditure.
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52,5 Asset management planning

WaterNSW proposed $3.3 million in costs in 2028-29 and 2029-30 that can be capitalised for the
preparation of the next pricing determination submission. This proposed amount is lower than the
amount spent preparing for the 2025 price review.°® We include these costs in our decision on
efficient capital expenditure.

526 Corporate overheads

WaterNSW proposed corporate overheads are significantly higher than recent actuals. Neither
IPART nor AtkinsRéalis were in a position to adjust overheads across WAMC and WaterNSW
services in Greater Sydney and regional and rural NSW to account for differences across the
capital expenditure program between our estimates of efficient expenditure and WaterNSW's
proposal. In the Draft Report, we indicated we would welcome further information from
WaterNSW regarding the impact of our draft expenditure allowances on corporate overheads for
the capital expenditure program for services in regional and rural NSW. WaterNSW did not
provide further information in its response. Our capital expenditure forecast includes efficient
corporate overheads set at the average actual corporate overheads in 2022-23 and 2023-24.1°9

5.2.7 Other capital expenditure

We considered the capital expenditure proposed by WaterNSW in relation to dam safety
compliance, water delivery and other operations, and drought projects. We also considered the
range estimate of efficient expenditure derived by AtkinsRealis, which at the upper bound
included all proposed expenditure and at the lower bound made adjustments to:

o delay spillway investigations of Copeton dam by two years to provide a smoother profile of
capital expenditure®©

o defer two major water delivery projects (North Macquarie Marshes Bypass Channel Desilting
and for the Oberon Dam Destratification Project)*

o omit expenditure on the Chaffey Pipeline Environmental Impact Study (EIS) on the basis that
operation of the pipeline during drought conditions in 2020 was approved by State and
Commonwealth governments without an EIS.**2

We considered the risk of impacts on water delivery from deferring the two major water delivery
projects.3 Since no concerns have been raised about the prudency of future operation of the
Chaffey Pipeline and an EIS is likely to improve the chances and/or timeliness of government
approvals, it would seem prudent to undertake the EIS in the 2026 determination period.

Our decision is to include all proposed capital expenditure for these cost categories.

Our decision on efficient capital expenditure incorporates WaterNSW's proposed capital
expenditure efficiencies of between 0.8% and 1.0% per year.**4
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5.3 Transparency and accountability for expenditure commitments

We recognise there are limitations with the existing application of a capital expenditure envelope
to WaterNSW's regional and rural bulk water services in NSW.

Setting an envelope for efficient expenditure provides water businesses with significant flexibility
to change priorities on projects (or the amount needed to fund those projects) as better
information becomes available during the determination period. However, several stakeholders
expressed frustration in their submissions to our Draft Report about projects being repeatedly
delayed (even though the case for the projects informed the expenditure envelope set by IPART)
or resulting in material overspends. These stakeholders wanted greater transparency and
accountability from WaterNSW on its capital expenditure.

We consider there are two issues with the funding envelope approach to capital expenditure that
have arisen in the context of the \WaterNSW review:

o Capex related to regulatory requirements. Lachlan Valley Water and the Ricegrowers
Association raised concerns regarding the ongoing funding of fish passageway and cold-
water pollution projects. They argued that irrigators had contributed funding across multiple
determinations, with projects often delayed, re-scoped, or not delivered.

o Capex overruns at the project level. Even if WaterNSW's actual capex is less than its
expenditure envelope, under valley-based pricing, variations in capital expenditure at the
project level can have a material impact on the prices set for water users in affected valleys.
This has been highlighted by the Lake Cargelligo Embankment Upgrade.

We note that WaterNSW's proposed performance measure to report on financial performance
against IPART determined regulatory outcomes by valley has the potential to provide greater
transparency and accountability around its expenditure. WaterNSW has proposed to include:

e operating expenditure each year
o capital expenditure each year, including any variability from allocations

e material changes for capital projects by valley, and how WaterNSW has engaged with
customers on major expenditure changes.

In addition, we plan to undertake a post-implementation review of our regulatory framework. \We
expect this issue will be a matter within the scope of that review.
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Murray-Darling Basin Authority and the Dumaresq-Barwon Border Rivers Commission

Summary of our decisions on MDBA and BRC costs

We included $178.9 million of efficient MDBA expenditure in WaterNSW's
notional revenue requirement build up over the 2026 determination period

Our decision is to include $178.9 million of MDBA expenditure in WaterNSW's NRR build up
over the 2026 determination period. This is $16.2 million less than WaterNS\W's proposal.

Our decision is to recover the capital component of this expenditure ($78.6 million) over the
useful life of the assets it creates, rather than in the determination period as proposed by
WaterNSW.

We included $9.3 million of efficient BRC expenditure in WaterNSW's notional
revenue requirement build up over the 2026 determination period

Our decision is to include $9.3 million of BRC expenditure in WaterNSW's NRR build up
over the 2026 determination period. This is $1.5 million less than WaterNSW's proposal.

Our decision is to recover the capital component of this expenditure ($3.3 million) over the
useful life of the assets it creates, rather than in the determination period as proposed by
WaterNSW.

We maintained the building block approach to MDBA and BRC costs

We consider that this approach is more efficient and equitable than recovering expenditure
in the year it occurs. Capital expenditure would be recovered over the useful life of the
assets it creates. Our decision promotes intergenerational equity because it will mean that
WaterNSW's current customers will not have to bear the full costs of long-lived projects
that will benefit future customers.

This approach aligns with our 2021 WaterNSW determination and our decision for WAMC's
MDBA and BRC costs in our 2025 review of WAMC prices.

The NSW Government makes contributions to 2 interjurisdictional water management
organisations - the Murray-Darling Basin Authority (MDBA) Joint Programs and the Dumaresq-
Barwon Border Rivers Commission (BRC). The MDBA Joint Programs operate as a partnership
between the Commonwealth and the governments of NSW, Victoria, South Australia,
Queensland and the Australian Capital Territory. The MDBA manages the works of the Joint
Programs on behalf of the partner governments. WaterNSW is enabled, on behalf of the NSW
Government, to recover NSW's portion of efficient costs for the MDBA Joint Programs and the
BRC between water users and the NSW Government through MDBA and BRC charges. The NSW
Government is obliged to meet its share of MDBA Joint Programs and BRC funding regardless of
IPART's pricing decisions.

We reviewed the portion of these contributions related to bulk water services in the Murray,
Murrumbidgee and Border valleys. We considered the costs of the contributions and the user
shares for these costs. We previously reviewed the costs of the contributions related to water
management charges in our 2025 review of WAMC prices.
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6.1 WaterNSW proposed a significant increase in MDBA and BRC
expenditure

In its September 2024 proposal, WaterNSW proposed increases in expenditure for its
contributions to the MDBA and the BRC. WaterNSW proposed to treat the contributions as
operating expenditure. As such, it did not provide forecast capital expenditure for either the
MDBA or the BRC. The proposal was different from the approach IPART took to the classification
of expenditure in the 2021 price review, where we decided to apply a building block approach to
WaterNSW's MDBA and BRC costs.

WaterNSW proposed increased expenditure for MDBA

WaterNSW proposed a significant increase in expenditure relating to its contributions to the
MDBA. WaterNSW's proposed expenditure for MDBA between 2026-27 and 2029-30 was
$195.1 million, equivalent to an average of $48.8 million per year. This is $22.6 million per year or
86% higher than the average expenditure allowance in the 2021 determination when adjusted for
inflation (Table 6.1).

Table 6.1 WaterNSW's historical and proposed expenditure for MDBA costs
($millions, $2025-26)

2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

IPART efficient 251 27.0 265 26.0

expenditure®

Actual/estimate 20.6 16.2 23.8 28.0

WaterNSW 331 391 477 537 54.6
proposed

a. Consists of efficient operating costs and efficient capital expenditure

Source: WaterNSW Pricing Proposal and IPART analysis

WaterNSW's proposal was developed based on the MDBA Joint Programs 2024-25 Work Plan
and Budget, which was the most current information available at the time of its proposal. The
need for asset renewals was cited as a key driver for increases in proposed capital expenditure.

WaterNSW proposed increased expenditure for BRC

WaterNSW also proposed a significant increase in expenditure relating to its contributions to the
BRC. WaterNSW's proposed expenditure for the BRC over 4 years was $10.7 million, equivalent to
an average of $2.7 million per year. This is $1.7 million per year or 179% higher than the average
expenditure allowance in the 2021 determination when adjusted for inflation (Table 6.2).
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Table 6.2 WaterNSW's historical and proposed expenditure for BRC costs
($millions, $2025-26)

2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

IPART efficient 10 09 11 09

expenditure®

Actual/estimate 1.6 19 23 20

WaterNSW 38 27 26 2.8 26
proposed

a. Consists of efficient operating costs and efficient capital expenditure

Source: WaterNSW Pricing Proposal and IPART analysis

WaterNSW's proposal attributed the increase in proposed costs to the inclusion of costs related to
a new contract with Sunwater which were previously not considered in the 2021 Determination.

WaterNSW proposed to treat all MDBA and BRC costs as operating expenditure

In its proposal, WaterNSW stated that NSW DCCEEW proposed to treat MDBA and BRC bulk
water contributions as operating expenditure in the upcoming determination period. Its proposal
noted that NSW Government's contributions to the MDBA and BRC are in practice, treated as
recurrent operating expenditure.

WaterNSW's proposal suggested that the difference between annual call-ups and the notional
revenue received from prices under the building block approach would either have to be funded
by the NSW Government (where no additional funding has been agreed to) or at the expense of
other bulk water activities or services.

In response to our Draft Report, WaterNSW said that it supported recovering MDBA and BRC
charges in line with the NSW Government's funding arrangements and noted that the building
block methodology does not reflect these arrangements.

6.2 \What we considered in forming our decisions

Stakeholder submissions on MDBA and BRC charges

In submissions to our Discussion Paper and Draft Report, stakeholders expressed concerns about
the lack of transparency in costs passed on by the MDBA and the BRC. Stakeholders called for
more detailed breakdowns of expenditure and noted that there is little oversight on these costs.

Some stakeholders recommended that we review how these costs are recovered from bulk
water users, with one suggesting we compare how other jurisdictions recover these costs, and
another suggesting that we review cost share ratios for these charges. One stakeholder also
pointed out that the MDBA's Joint Programs deliver benefits to non-irrigation beneficiaries
including flow benefits to South Australia.**®

\Xe reviewed user cost share ratios for MDBA and BRC activities under our revised cost shares
framework, outlined in sections 9.4 and 9.5.
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Additional information from the MDBA and BRC

The MDBA made a submission to our Discussion Paper outlining its draft workplan and budget for
the Joint Programs, and reasons for its proposed expenditure. The MDBA also provided us with a
confidential submission containing additional information on its forecast expenditure and
summary evidence to justify its proposals. The BRC also provided us with confidential information
including revised expenditure forecasts and other business details.

MDBA

In addition to its public submission, the MDBA provided us with extensive information on its
proposed Joint Programs expenditure for 2026-27 to 2028-29, with supporting evidence for its
expenditure.

We used the information provided by the MDBA to inform our decisions for efficient expenditure.
We also considered the cost shares principles for the MDBA Joint Programs along with its
expenditure breakdowns to inform our cost shares decisions for MDBA activities, and discuss
these in section 9.3.2. Our cost share decision is to allocate less of the MDBA's River Murray
Operations costs to bulk water users.

We note that the MDBA is currently conducting a review of the Murray-Darling Basin Plan. We will
consider any additional information that arises out of the review process in making our final
decisions on MDBA expenditure.

BRC

The BRC provided additional information including revised expenditure forecasts for 2026-27 -
2029-30, an overview of its organisation and its 2025-2028 Business Plan.

During our 2025 review of WAMC prices, the BRC noted that we incorrectly attributed certain
bulk water expenditure to WAMC in our 2021 review of WAMC prices. We have addressed this by
applying an adjustment in our 2025 WAMC determination and in our decisions for WaterNSW.

We used the BRC's updated expenditure information to inform our decisions for \WaterNSW's
efficient BRC expenditure.

Stantec's review of MDBA and BRC costs

During our 2025 review of WAMC prices, we asked our expenditure expert Stantec to
independently review the efficiency of MDBA and BRC costs and provide us with advice on
appropriate user shares and allocation between water management and bulk water services.

Stantec's review was conducted with the information available at the time. It indicated that it did
not have sufficient information to determine whether the MDBA's costs were efficient or
inefficient but it did propose efficient operating and capital expenditure levels for the BRC.

We considered Stantec's advice in making our decisions for WaterNSW's efficient BRC expenditure.
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Murray-Darling Basin Authority and the Dumaresq-Barwon Border Rivers Commission

6.3 We maintained a building block approach
Our decision is:

5. To maintain a building block approach for WaterNSW's Murray-Darling Basin
Authority and Dumaresq-Barwon Border Rivers Commission costs.

In our 2021 reviews of WaterNSW's regional and rural bulk water and WAMC water management
prices, we initiated a building block approach for MDBA and BRC costs for both WaterNSW and
WAMC. We believe there are efficiency and equity benefits in using this approach, as it ensures
that capital expenditure can be recovered over its useful life from water users. Our decision is to
maintain this approach in this review.

WaterNSW's proposal noted that NSW DCCEEW prefers an operating expenditure only
approach, where all efficient costs (including capital costs) are recovered in the year they occur.
WaterNSW noted that the NSW Government would be required to fund the gap between
notional revenue and efficient costs for the year and implied that this funding might come at the
expense of other bulk water activities or services.

6.4 Efficient capital and operating expenditure for MDBA costs

Our decision is:

6. To:
a.

set WaterNSW's operating expenditure allowance for Murray-Darling Basin
Authority costs for the 2026 determination period at $100.4 million, and

b. allow $78.6 million of capital expenditure for Murray-Darling Basin Authority
costs in the regulatory asset base for the 2026 determination period, as shown
in Table 6.3.

We used the MDBA's proposed expenditure for its Joint Programs and additional information
provided by the MDBA to estimate the NSW Government's share of contributions for 2026-27 to
2028-29, shown in Table 6.3. We estimated the NSW Government's share of contributions for
2029-30 by taking the average operating and capital cost forecasts for 2026-27 to 2028-29.

Our decision is to set these costs as WaterNSW's efficient MDBA operating and capital
expenditure for the determination period.
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Table 6.3 Decision on WaterNSW's efficient MDBA expenditure for the 2026
determination period ($ millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Operating expenditure 26.0 254 239 251 100.4
Capital expenditure 135 171 283 19.6 78.6
Total expenditure 39.4 42.5 52.2 44.7 178.9

Note: includes both the user share and government share of efficient costs. Only the user share of costs is included when setting prices.
Our decisions on the user and government share of costs are discussed in Chapter 9. Totals may not add due to rounding.

Source: Information provided by MDBA and IPART analysis.

6.5 Efficient capital and operating expenditure for BRC costs

Our decision is:

7. To:
a.

set WaterNSW's operating expenditure allowance for Dumaresq-Barwon
Border Rivers Commission costs for the 2026 determination period at $6.0
million, and

b. allow $3.3 million of capital expenditure for Dumaresq-Barwon Border Rivers
Commission costs in the regulatory asset base for the 2026 determination
period, as shown in Table 6.4.

We used the BRC's updated expenditure forecasts for 2026-27 to 2029-30 in conjunction with
Stantec's advice to estimate WaterNSW's efficient operating and capital expenditure for BRC
costs, shown in Table 6.4.

Stantec recommended that we split the BRC's expenditure into operating and capital expenditure
categories by treating renewals and enhancement expenditure related to specific assets as
capital expenditure, and all other costs as operating expenditure. Stantec also recommended
removing annuity fund deposits from efficient expenditure as it represents a double counting of
capital expenditure. We agree with the reasoning behind these recommendations and applied
them to the BRC's expenditure forecasts to estimate efficient costs.

Our decision is to set these costs as WaterNSW's efficient BRC operating and capital expenditure
for the determination period.

Table 6.4 Decision on WaterNSW's efficient BRC expenditure for the 2026
determination period ($ millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Operating expenditure 15 15 15 15 6.0
Capital expenditure 0.9 0.8 0.9 0.7 g
Total expenditure 2.4 23 2.4 2.2 9.3

Note: Includes both the user share and government share of efficient costs. Only the user share of costs is included when setting prices.
Our decisions on the user and government share of costs are discussed in Chapter 9. Totals may not add due to rounding.

Source: Information provided by BRC and IPART analysis.
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6.6 Total building block costs for MDBA and BRC expenditure

The NRR derived from the building block costs represents the total efficient economic costs of

delivering services. They include allowances for:

e operating expenditure

e return on assets, including return on working capital
e regulatory depreciation (return of assets)

o tax.

Table 6.5 and Table 6.6 show the NRR for \WaterNSW's efficient MDBA and BRC activities over

the 2026 determination period arising from our decisions.

Table 6.5 Decision on WaterNSW's NRR for MDBA costs over the 2026
determination period ($ millions, $2025-26)

Building block 2026-27 2027-28 2028-29 2029-30 Total

Operating expenditure 26.0 254 239 251 100.4

Return on assets (including return on working capital) 17 2.2 3.0 39 10.7

Return of assets (depreciation) 0.9 12 17 2.2 6.1

Tax allowance 01 01 01 0.2 05

Total 28.6 29.0 287 314 117.7

Note: includes the user share and government share of the NRR. Totals may not add due to rounding.

Source: IPART analysis.

Table 6.6 Decision on WaterNSW's NRR for BRC costs over the 2026

determination period ($ millions, $2025-26)
Building block 2026-27 2027-28 2028-29 2029-30 Total
Operating expenditure 15 15 15 15 6.0
Return on assets (including return on working capital) 01 0.2 0.2 0.2 0.7
Return of assets (depreciation) 01 0.1 0.1 01 04
Tax allowance 0.0 0.0 0.0 0.0 0.0
Total 17 18 18 1.9 71

Note: includes the user share and government share of the NRR. Totals may not add due to rounding.

Source: IPART analysis
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Other costs and notional revenue requirement

Summary of our decisions on other costs and revenue requirement

We set WaterNSW's notional revenue requirement at $845.8 million over the
2026 determination period

While our decision is 20.0% lower than WaterNSW's proposal, it is 36.3% higher compared
to the 2021 determination period and 3.9% higher compared to our draft decision.

Our allowances differ from WaterNSW's proposal over the 2026 determination period:

« efficient operating expenditure is $79.9 million (or 21.6%) lower

e irrigation corporations and districts (ICD) rebate is $1.0 million (or 11.2%) lower

e return on assets (including return on working capital) is $50.8 million (or 17.7%) lower
e return of assets (regulatory depreciation) is $13.4 million (or 8 5%) lower

o taxallowance is $1.4 million (or 9.2%) lower

e Unders and Overs Mechanism (UOM) payback is $0.1 million (or 1.6%) lower

e MDBA and BRC notional revenue requirement is $88.6 million (or 41.5%) lower.

The revenue decision also includes revenue adjustments for a cost of debt true-up and a
true-up of the WACC.

We set rebates for irrigation corporations and districts (ICDs) at $7.6 million over
the 2026 determination period

Our decision is to provide irrigation corporations and districts with $7.6 million ($2025-26,
and $7.9m in $2026-27) in discounts over 4 years to account for WaterNSW's avoided
costs for metering, billing and other services.

We continue to use the building block approach to calculate the notional revenue requirement,
as outlined in the Water Regulation Handbook.'*® Based on our decisions on WaterNSW's
efficient operating and capital expenditure, this chapter explains how we calculate the:

o ICD rebates

e return on assets (including the return on working capital)

o return of assets (also known as the regulatory depreciation allowance)
o taxallowance

e UOM payback.

We also set out our decisions on regulatory asset base inclusions and revenue adjustments.
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7.1 WaterNSW's notional revenue requirement is $845.8 million
Our decision is:

8. To set WaterNSW's notional revenue requirement at $845.8 million over the 2026
determination period.

This represents our assessment of the total revenue WaterNSW requires to recover the efficient
costs of providing its services to customers. In setting the revenue requirement, we had regard to
the cost of WaterNSW's services under section 15(1)(a) of the IPART Act.

Figure 7.1 shows how the notional revenue requirement (NRR) is built up using our standard
building block approach. The amounts shown are totals for WaterNSW's 4-year
determination period.
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Figure 7.1 Building block approach

The building block approach

Operating cost allowance

ICD Rebates

Capital cost allowance

Return ON assets
Includes return on working capital

Return OF assets

Regulatory depreciation of the Regulatory
Asset Base.

Tax allowance

UOM payback

Other costs

« Cost of debt true-up
« WACC true-up

MDBA & BRC NRR

Notional revenue requirement $845.8m
(including MDBA & BRC) ;

Note: Totals may not add due to rounding.

Source: IPART analysis.

Our assessment of WaterNSW's notional revenue requirement is 20.0% lower than WWaterNSW
proposed. Table 7.1 compares our decision on WWaterNSW's notional revenue requirement with
its proposal.
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Table 7.1 Decision on total notional revenue requirement for the 2026
determination period ($millions, $2025-26)

WaterNSW'’s IPART's
proposed total decision on

NRR total NRR Difference Difference (%)
Operating expenditure 370.4 290.5 -79.9 -216%
ICD rebate 8.6 7.6 -1.0 -11.2%
Return on assets 286.8 236.0 -50.8 -17.7%
(including return on
working capital)
Return of assets 157.4 144.0 -134 -8.5%
(depreciation)
Tax allowance 149 135 -14 -9.2%
UOM payback 57 56 -0.1 -16%
NRR before 843.8 697.2 -146.6 -17.4%
adjustments
Cost of debt true-up 07 0.7 0.0 7.0%
WACC true-up 0.0 231 231 0.0%
NRR after adjustments 844.5 721.0 -1234 -14.6%
MDBA and BRC NRR 2134 124.8 -88.6 -415%
NRR including MDBA 1,057.8 845.8 -212.0 -20.0%
and BRC

Note: Totals may not add due to rounding. WaterNSW's pricing proposal covered a 5-year determination period (from 2025-26 to 2029-
2030). We made a 1-year determination in 2025-26. Further, we have made a decision for a 4-year determination for the next determination
period. Therefore, the tables in Chapter 7 and the related Appendix | present what WaterNSW proposed for the period 2026-27 to 2029-30.

Source: IPART analysis.

Table 7.2 shows WaterNSW's notional revenue requirement on an annual average basis, so we
can compare periods with different determination lengths. WaterNS\W/'s annual notional revenue
requirement would be $56.3 million (or 36.3%) higher on average under our decision for the 2026
determination period compared to the 2021 determination period.

Table 7.2 WaterNSW's annual average notional revenue requirement ($millions,
$2025-26)

2026 determination 2026 determination

2021 determination period period
period (WaterNSW proposed) (IPART decision)

Operating expenditure 651 926 72.6
ICD rebate 21 21 19
Return on assets 320 717 59.0
(including return on
working capital)
Return of assets 299 394 36.0
(depreciation)
Tax allowance 25 37 34
UOM payback 20 14 14
Revenue volatility 04 0.0 0.0
allowance
NRR before 133.9 210.9 174.3
adjustments
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2026 determination 2026 determination

2021 determination period period

period (WaterNSW proposed) (IPART decision)

Cost of debt true-up 0.0 0.2 0.2
WACC true-up 0.0 0.0 58
NRR after adjustments 1339 2111 180.3
MDBA and BRC NRR 212 533 312
NRR including MDBA 155.2 264.5 2115

and BRC

Note: totals may not add due to rounding. WaterNSW's pricing proposal covered a 5-year determination period (from 2025-26 to 2029-
2030). We made a 1-year determination in 2025-26. Further, we have made a decision for a 4-year determination for the next determination
period. Therefore, the tables in Chapter 7 and the related Appendix | present what WaterNSW proposed for the period 2026-27 to 2029-30.

Source: IPART analysis.

A full breakdown of our decision on WaterNSW's building blocks is provided in Appendix |.
Chapters 8 and 9 set out our decisions on cost sharing, including the share of the NRR that has
been allocated to recovery from water users rather than recovery from the NSW Government.

Notional revenue requirement

‘ -
r$.
_\
Our notional revenue WaterNSW's proposed notional
requirement revenue requirement

$845.8m $1,057.8m

7.2 ICD rebates
Our decision is:

9. To set the value of rebates provided to 8 irrigation corporations and districts (ICDs)
as shown in Table 7.3.
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Table 7.3 Decision on ICD rebates ($millions, $2026-27)

Jemalong

Murray Irrigation
Western Murray

West Corrugan

Moira

Eagle Creek
Murrumbidgee Irrigation
Coleambally Irrigation
Total discounts

Source: IPART analysis.

2025-26
0.062
0.810
0.020
0.041
0.021
0.008
0.707
0.303
1971

2026-27
0.050
0.804

0.017
0.043
0.023
0.004

0.725

0.321

1.986

2027-28
0.050
0.802

0.017
0.042
0.023
0.004
0.723
0.320

1.982

2028-29
0.050
0.799
0.017
0.042
0.023
0.004
0722
0.319
1977

2029-30
0.050
0797
0.017
0.042
0.023
0.004
0721
0.319
1.973

Total
0.199
3202

0.069
0.169

0.092
0.017
2.892
1279
7.918

ICDs, located in the Lachlan, Murray and Murrumbidgee valleys, undertake activities such as
billing, metering and monitoring for customers that are serviced within their irrigation distribution
network. The structure of ICDs and their activities means that WaterNSW services fewer large
customers rather than many smaller customers.

Past determinations included discounts via rebates to ICDs to reflect WaterNSW's ‘avoided costs'
of not directly servicing a larger number of smaller customers. The avoided costs are calculated

based on the services WaterNSW does not provide due to ICD activities (as a per ML of

entitlement cost multiplied by the number of entitlements held by the ICD). These activities
include billing, metering and compliance, telemetry installation and data transfer (Table 7.4).

Table 7.4 Estimated avoided costs by valley in 2026-27 ($2025-26)

No. of entitlements in valley

Metering and compliance

Billing

Cost per entitlement

No. of entitlements in ICDs

Telemetry installation
Data transfer costs

Cost per entitlement

Total cost per entitlement

Lachlan
690,449

26,954
62,819
0.130

90,480
23,555
12,572

0.399

0.529

Source: WaterNSW pricing model to IPART, October 2025 and IPART analysis.

Murray
2,344,748
492,653
155,508
0.276

1,394,768
306,848
163,776
0.337

0.614

Murrumbidgee

2,705,796
354,252
86,136
0.163

1528117
492,535

262,884
0.494

0.657

The discounts are paid annually to ICDs in the form of rebates, with the value of the rebates

collected from other users. While the size of the rebate does not affect WaterNSW's total

revenue requirement, it affects the value of bulk water charges paid by all customers.

Submissions to the Draft Report generally supported the continuation of ICD rebates, noting that
ICD rebates play an important role in recognising services provided by irrigation infrastructure
operators (Il0s) that reduce WaterNSW's costs.*”
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In our Discussion Paper and workshop on pricing related issues, we asked stakeholders targeted
questions on the factors we should consider when setting ICD rebates. Stakeholders broadly
supported retaining ICD rebates based on avoided costs, while highlighting the need for
transparency in the methodology and continued alignment with the activities of ICDs and
WaterNSW's efficient costs over time.

We have engaged with WaterNSW and several irrigation infrastructure operators to understand
whether there have been material changes in the services provided since the last detailed review
of the methodology. This engagement confirmed that the core activities currently captured
remain relevant and continue to generate avoided costs for WaterNSW.

While irrigation infrastructure operators identified additional activities they undertake, we did not
identify a sufficiently robust evidence base to quantify additional avoided costs at this time. \We
also note that servicing larger customers may involve higher levels of engagement and account
management, which may offset some additional avoided costs.

We consider the current method for calculating the rebates remains appropriate

We consider the current avoided-cost approach to calculating ICD rebates remains fit for
purpose and continues to reflect WaterNSW's efficient costs of providing services. There is broad
consensus that ICD activities result in material cost savings for WaterNSW, and that rebates
should continue to be calculated on this basis.

Our decision is therefore to retain the existing methodology and update the inputs (including
entitlement and customer numbers) using the latest information provided by WaterNSW.

Stakeholders broadly supported the avoided cost approach to calculating ICDs. However, some
stakeholders suggested the rebates do not accurately represent the full scope of avoided costs,
noting the decline in some avoided costs relative to the 2021 determination. In the absence of a
full review of ICD rebates, some stakeholders suggested the ICDs should be indexed in line with
overall price movements

WaterNSW considered the existing rebate arrangements were broadly appropriate. However, it
noted that given changes in operating models, digital systems and regulatory obligations, there
was scope for refinement of specific inputs, particularly where costs were no longer fully
avoidable due to system-wide or regulatory requirements.*©

We requested information from WaterNSW to enable us to understand the drivers of decreases
in its forecasts for some avoided cost categories which had resulted in a decline in some ICD
rebates. WaterNSW advised that recent declines in some avoided costs reflect specific factors
rather than ongoing efficiency improvements. In particular:

¢ Inthe Lachlan valley, earlier increases in metering and compliance costs were driven by
water reform and the non-urban metering framework, with costs subsequently moderating as
these requirements stabilised.

e Inthe Murrumbidgee, the apparent decline in customer billing costs reflects the correction of
a historical cost allocation issue, where call centre costs were reclassified from billing to
customer support from 2019-20 onwards.**°
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We consider the available evidence supports maintaining the current avoided-cost methodology.
In particular:

o stakeholder submissions generally support the continuation of ICD rebates and the existing
framework

e the avoided-cost approach continues to provide a transparent and practical method for
estimating the costs avoided by WaterNSW due to services provided by 1IOs.

While some stakeholders raised concerns regarding the level of ICD rebates, there is insufficient
evidence to depart from the current methodology. Adjusting ICD rebates to align with price
increases, without a corresponding change in underlying avoided costs, would not be consistent
with the avoided-cost framework.

Final ICD rebates are around 2% higher than the rebates in our Draft Report, primarily due to using
an updated CPI to convert the rebates to $2026-27.

7.3 Rolling forward the regulatory asset base

The regulatory asset base (RAB) is the economic value of WaterNSW's assets used to provide
regulated services and on which it should earn a return on this capital and an allowance for
depreciation.

In conducting our assessment of the RAB, we had regard to movements in CPI. Our approach was
to index the RAB to account for inflation.

We calculated the opening RAB for the 2026 determination period by rolling it forward from the
2025 determination period. To calculate the opening RAB, we:

e added $278.8 million in historical capital expenditure from the 2021 determination period and
2025 determination period

e deducted $19.9 million in asset disposals

e deducted $136.6 million for regulatory depreciation

e added $259.8 million for annual indexation.

We then calculated the RAB for each year of the 2026 determination period. To do this, we:

e added $390.8 million in forecast capital expenditure, based on the efficient capital
expenditure allowance in Chapter 5, net of cash contributions

e deducted $0.9 million in asset disposals

e deducted $146.7 million for regulatory depreciation of assets.

Our calculations show that the RAB increases from $1,374.3 million on 1 July 2026 to
$1,617.4 million by 30 June 2030.

Appendix | shows the full calculations.
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7.4  Return on assets (including return on working capital)
Our decisions are:

10. To set an allowance of $236.0 million for the return on assets in the notional
revenue requirement (including return on working capital).

This decision is based on:

a. an opening RAB of $1,374.3 million on 1 July 2026

b. $243.1 million in capital costs added over the determination period, net of
disposals and depreciation

c. areal post-tax WACC of 3.8% as the efficient rate of return.

11. To set the same WACC of 3.8% for WaterNSW's coastal and Murray-Darling Basin
(MDB) valleys, without applying a transition to trailing average to the cost of debt.

We include an allowance for return on assets in the revenue requirement to recognise the cost of
capital invested in providing regulated services. This allows businesses to continue making
efficient capital investments. We had regard to section 15(1)(g) of the IPART Act which requires us
to consider an allowance for return on capital, in reaching our decision.

We calculate the return on assets by applying an efficient rate of return to the RAB over the
determination period. We have also included a return on working capital in the return on assets.

The working capital allowance reflects the return on the net working capital that WaterNSW
needs each year to meet its service obligations. It allows the business to recover the cost of the
delay between providing services and receiving payment from customers.

In 2018, we developed a standard approach to calculate the working capital allowance. This
approach is outlined in our Working Capital Allowance Policy Paper on our website. The amount
allowed for the 2026 determination period represents the holding cost of net current assets.

Using this approach, we calculated a return on assets allowance (including return of working
capital) of $236.0 million for WaterNSW over the 2026 determination period.

7.41 We used a real return on capital (post-tax real WACC) of 3.8%

We set the rate of return using a weighted average cost of capital (WACC). Using our standard
WACC approach®?, we calculated a real post-tax WACC of 3.8% for both WaterNSW's coastal
and MDB valleys.

We considered the matters under section 15(1)(c) of the IPART Act, which requires us to consider
market-based rate of return on debt and equity, in setting this rate.

Appendix H provides a full explanation of our WACC calculation, and the unique considerations
we made in deciding how we would apply our WACC methodology for this Final Report.
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We have not applied a transition to trailing average

In its 2025 Pricing Proposal and its submission to IPART's Discussion Paper, WaterNSW
requested that IPART apply a transition to trailing average to the cost of debt in setting the WACC
for its MDB valleys. Under the proposed transition to trailing average arrangements we would
apply a 5-year transition for current debt and a 10-year transition for long-term debt.

IPART had initially agreed to these transitional arrangements prior to receiving WaterNSW's
pricing proposal in September 2025. However, upon reviewing the pricing proposal we found that
applying the proposed transitional arrangements would result in a material increase in customer
prices. We found that around two thirds of WaterNS\W's proposed 25% increase in prices would
be driven by the increase in its MDB valleys WACC over that of the previous determination period
(4.3% under WaterNSW's proposed transitional arrangements, up from 1.8% in 2021).

The increase in the WACC under the proposed transitional arrangements would reflect an
increase in the cost of debt brought on by the sharp rise in interest rates over the 2021
determination period. Under the proposed transitional arrangements, the impacts of this rate
increase would be exacerbated, as the transition to trailing average adjustment assumes that all
of the business's debts are refinanced in full the year that the transition commences. This would
subject all of WaterNSW's MDB valleys debt to the current interest rates, which are at their
highest levels in over a decade. Normally, without a transition to trailing average, this rate
increase would be gradually phased in over several tranches.

In February and March of 2025 IPART wrote to WaterNSW advising them that the Tribunal would
be reconsidering its proposed transitional arrangements in a future review following the
conclusion of IPART's 2025 Price Review.

In keeping with our earlier commitments to WaterNSW, our decision is to apply the proposed
transitional arrangements in setting the WACC true-up (see section 7.8.2).

However, our decision for setting the forward-looking WACC (which would be used in setting
prices from 1 July 2026) is to use our standard WACC methodology. Under this decision we have
set the same WACC (3.8%) for both MDB and coastal valleys, and have not applied a transition to
trailing average to the cost of debt.

We note that IPART's WACC is a forward-looking benchmark that reflects the efficient cost of
capital for a similar business, not a cost pass-through mechanism. Within this framework we
would expect that the actual performance of the regulated business may differ from its
benchmarked allowance.

In making its decision the Tribunal considered the matters listed in section 15 of the IPART Act,
including the appropriate rate of return on public sector assets for the NSW Government?, the
impacts on WaterNSW's borrowing, capital and dividend requirementsP, and the protection of
consumers from abuses of monopoly power®©,

Under WaterNSW's proposed transitional arrangements, the MDB valleys WACC would have
been 4.1%, while the coastal valleys WACC would have remained unchanged at 3.8 % as these
valleys have already completed their transition.

IPART Act, section 15(1)(c).
b IPART Act, section 15(1)(g).
¢ IPART Act, section 15(1)(b).
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We discuss the reasoning supporting this decision in further detail in Appendix H.

WaterNSW's submission to our Draft Report requested we reconsider our draft decision and
apply a transition to trailing average to the cost of debt in setting the WACC.*22 Submissions from
several other stakeholders supported the draft decision not to provide transitions to trailing
average. Some submissions opposing the transitions did not provide detailed reasons, but others
noted in general that cost pass-through arrangements (like the transitions) would have the effect
of shifting financial risk from WaterNSW to customers.*23

In response to this stakeholder feedback, we maintained our decision to not apply transitional
arrangements to trailing averages. We agree that the transitions represent a type of cost
pass-through, with customers bearing the financial risks created by the past and present
borrowing decisions of WNSW. Further, allowing the transitions, in particular the 10-year
transition for long-term debt, would materially increase the NRR recovered from water users and
the NSW Government.

7.5 Return of assets (regulatory depreciation)
Our decision is:

‘ 12. To set the return of assets (regulatory depreciation) at $144.0 million.

We allow an allowance for depreciation in the notional revenue requirement so \WaterNSW can
recover the cost of its regulatory assets over their useful lives.

Consistent with our usual approach, we used the straight-line depreciation method to calculate
regulatory depreciation. Under this method, the assets in the RAB are depreciated by the same
amount each year over their economic life. This method balances the need for simplicity,
consistency and transparency.

In setting our decision, we had particular regard to the matters under section 15(1)(g) of the IPART
Act, which requires consideration of the assets of a government agency.

We did not change asset lives for any asset types.

Appendix | shows our decisions on asset lives for the 2026 determination period.
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7.6 Tax allowance
Our decision is:

‘ 13. To set the tax allowance as $13.5 million over the 2026 determination period.

Our decision includes a tax allowance in the notional revenue requirement because we use a
post-tax WACC to estimate the return on assets. We applied our standard methodology to set
the tax allowance.

Including this allowance is consistent with our aim to set prices that reflect the full efficient costs
a business would incur if it were operating in a competitive market (including if it were privately
owned). It is also consistent with the principle of competitive neutrality, that is, that a government
business should compete with private business on an equal footing and not have a competitive
advantage due to its public ownership.

7.7 UOM payback allowance
Our decision is:

14. To include a $5.6 million Unders and Overs Mechanism payback in WaterNSW/'s
notional revenue requirement over the 2026 determination

In its 2014 Decision, the ACCC introduced a UOM for most of the MDB valleys, to address
WaterNSW's revenue volatility risk. This risk arises because WaterNSW's price structure (which is
mostly 40:60 fixed to variable) does not match its cost structure (which is largely fixed), and water
sales volumes can be volatile and difficult to forecast.

During our 2017 price review we made a decision to discontinue the UOM. This was because we
considered that a volatility allowance, rather than a UOM, would better address the revenue
volatility risk faced by WaterNSW.

We also decided that the negative UOM balance (i.e. the net amount owed to WaterNSW by
customers) at 30 June 2017, should be recovered from customers through prices over 12 years, in
real terms.

WaterNSW proposed continuing this method for recovering UOM costs. We consider this
approach remains appropriate and have included an allowance in prices so that the remaining
UOM balance owed to WaterNSW should be paid off in real terms by 30 June 2029.

Table 7.5 sets out the OUM payback allowance for each year of the 2026 determination period.
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Table 7.5 UOM payback allowance for the 2026 determination period
($000s, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 Total
Border 46.8 459 443 427 0.0 132.9
Gwydir 2557 250.4 2418 2333 0.0 7255
Namoi 4461 436.8 4219 407.0 0.0 1,265.6
Peel 0.0 0.0 0.0 0.0 0.0 0.0
Lachlan 196.2 192.2 185.6 179.0 0.0 556.8
Macquarie 759.2 7434 718.0 6927 0.0 2154.0
Murray 64.7 634 612 59.0 0.0 183.6
Murrumbidgee 947 927 89.5 86.4 0.0 268.6
Lowbidgee 0.0 0.0 0.0 0.0 0.0 0.0
North Coast 0.0 0.0 0.0 0.0 0.0 0.0
Hunter 0.0 0.0 0.0 0.0 0.0 0.0
South Coast 0.0 0.0 0.0 0.0 0.0 0.0
Fish River 126.2 1236 1194 1151 0.0 3581
Total 1,989.6 1,948.2 1,881.7 1,815.3 0.0 5,645.1

7.8 Revenue adjustments
Our decisions are:

15. Toinclude a $0.7 million cost of debt true-up to WaterNSW's notional revenue
requirement over the 2026 determination period.

16. Toinclude a $23.1 million WACC true-up in WaterNSW's notional revenue
requirement over the 2026 determination period.

7.81 e have included a true-up to WaterNSW's cost of debt of $0.7 million

In 2018, we introduced a trailing average cost of debt. Under this approach, the WACC changes
each year as the maturing tranches of debt are replaced by new debt.

At each price review, we can either:
o update prices each year to reflect the updates in the WACC, or
e apply a regulatory true-up in the next determination period.

We have used a true-up for changes in the cost of debt. This reduces price volatility for
customers while ensuring that businesses recover efficient debt costs.

Using this approach, we have calculated a cost of debt true-up of $0.7 million for the 2026
determination period. This is the same as WaterNSW's proposal.
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Our decision is to include this amount as an adjustment to WaterNSW's notional revenue
requirement over the 2026 determination period.

7.82 We have included a WACC true-up for 2025-26 Determination period

Our decision is to include a WACC true-up in the NRR. The WACC true-up is $23.1 million and is
derived, for each valley, by applying the change in the WACC relevant to each valley (from the
2021 to the 2025 price reviews) to the government and customer RABs in each valley as at 1 July
2025 (see Appendix H.4 for further details).

The WACC true-up consists of a government share of $11.6 million and a customer share of $11.5
million. Our modelling is based on WaterNSW recovering the government share of the WACC
true-up in 2026-27 and recovering the customer share of the WACC-true up over the 2026
determination period (i.e. 2026-27, 2027-28, 2028-29 and 2029-30).

In setting our 2025-26 prices we decided to hold prices constant in real terms (apart from
adjustments for essential safety expenditure and changes in demand). This meant that we did not
base that pricing decision on updated building block parameters and did not update WaterNSW's
WACC for that period.

Our decision to apply a WACC true-up would allow WaterNSW to recover the forgone revenue
resulting from our decision not to update its WACC for the single year 2025 Determination. This
WACC true-up also incorporates the transitional arrangements we had previously agreed to
apply in setting the WACC for the 2025 Determination (Appendix H.3.5, section 7.4.1).

In submissions to the Draft Report, some stakeholders disagreed with our draft decision for a
WACC true up.*4 \¥e have considered these views, along with the implications of both retaining
and removing the true-up. On balance, we consider it appropriate to retain the WACC true-up for
2025-26. We note that WaterNSW supported this true-up.*?>
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Summary of our decisions on the new government service activity

We have established a government service activity and excluded expenditure
related to it from the customer share

Our decision is to allocate 7.5% of WaterNSW's efficient operating expenditure to a new
cost share activity (‘(government service activity'), which would have a 100%
government share.

This recognises that some of WaterNSW's services in regional and rural NSW are more akin
to the operations of a government department, such as developing and implementing
government policy and providing a shared technology service, rather than of a water
business. Therefore, the costs should be allocated to the NSW Government rather than
bulk water users.

We use cost shares to allocate WaterNSW's efficient costs between customers (i.e. water
entitlement holders in regional and rural NSW who are subject to regulated prices) and the NSW
Government (on behalf of other users and the broader community).

This chapter sets out our decisions on a newly defined government service activity to reflect the
extensive work WaterNSW does to provide services and data to the NSW Government.

Under section 15(1) of the IPART Act, we are required to consider a range of matters. A matter
directly relevant to our decisions in this chapter is considering the protection of consumers from
abuses of monopoly power in terms of prices, pricing policies and standard of services (15(1)(b)).

81 We identified a government service activity and excluded
expenditure related to it from the customer share

Our decisions are;

17. To establish a new cost share activity (government service activity'), with a 100%
government share.

18. To allocate 7.5% of WaterNSW's efficient operating expenditure to the
government service activity.

WaterNSW's workload and interaction with government has been increasing over time,
particularly following its strategic decision in 2022 to transform its operating model and facilitate
closer alignment with government policy and expectations.
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811 WaterNSW is providing a service to the NSW Government

We consider that some of WaterNSW's functions involve providing a service to the NSW
Government. For example, it established a Corporate Affairs function in 2022 to coordinate its
interactions with government. There is evidence suggesting that it performs some of the
functions of a government department, such as developing and implementing government
policy. In its 2024-25 Annual Report, WaterNSW indicated it had been working with government
and water sector agencies to provide input on legislative/regulatory and policy reforms that
affect water management across NSW/.126

In addition, WaterNSW is a technology service provider to NSW Government departments (e.g.
the NSW Department of Climate Change, Energy, the Environment and Water (NSW DCCEEW))
and independent entities (e.g. the Natural Resources Access Regulator (NRAR)). A NSW
government agency review noted that WaterNSW had developed a digital platform (the Water
Added Value Environment (WAVE) program discussed in Chapter 5) that provided a “shared
technology foundation” which was being “leveraged by NRAR and INSWI DCCEEW".

We note the new operating licence partially embeds greater interactions between WaterNSW
and government. For example, WaterNSW must:

e cooperate with NSW DCCEEW on any review of the NSW Water Strategy, the Greater Sydney
Water Strategy and other regional water strategies

e include in its data management framework a data sharing policy for NSW Government
agencies

e maintain systems that allow NSW Government agencies to access data and information that
is relevant to their functions.

EY examined WaterNSW's recent functions and expenditure for its bulk water services in regional
and rural NSW. It found there was substantial growth in WaterNSW's expenditure on government
relations and external engagement within its Strategy & Performance and Corporate Affairs
portfolios. That said, the government service is not concentrated in a particular team or
portfolio.*” EY found that the government service is delivered by different teams (leveraging a
range of expertise) across WaterNSW's business.

EY acknowledged challenges in this area (e.g. that it may not be realistic to deprioritise Ministerial
or Departmental requests). Further, if there is a substantial degree of policy change taking place,
WaterNSW's interactions with government may provide diffuse benefits to water users. However,
WaterNSW does not have a clear understanding of the cost of its government service activity,
and therefore cannot estimate its benefit. This means EY was unable to assess the net benefit or
determine the point at which additional investment stops delivering meaningful value.*?®
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8.1.2 We have allocated $21.8 million of efficient expenditure to the new
government service activity over the 2026 determination period

Our decision is to allocate 7.5% of WaterNSW's efficient operating expenditure to a new cost
share activity (‘government service activity'), which would have a 100% government share. This
recognises that some of WaterNSW's functions are more akin to the operations of a government
department, such as developing and implementing government policy and providing a shared
technology service, rather than of a water business. Therefore, the costs should be allocated to
the NSW Government rather than bulk water users.

The remaining efficient expenditure will then be allocated through the revised cost share
framework and recovered from bulk water customers and the NSW Government (see Figure 8.1).

Figure 8.1 Allocating efficient expenditure to the new government service activity

WaterNSW's efficient expenditure

Decide what percentage of efficient expenditure
relates to government service provision

Efficient expenditure for government service

- Remaining efficient expenditure
provision

Allocate to new ‘government service activity’ Allocate between water users and NS/

(100% government share) Government using the cost share framework

Establishing a new cost share activity with 100% government share

Many stakeholders, particularly irrigators, supported our draft decision to establish this new cost
share activity for providing services to government, with 100% government share.*?® For example,
the Ricegrowers' Association of Australia agreed that part of WaterNSW's activities now more
closely resembled the functions of a government department.*3©

The NSW Government commented that our draft decision to create the new government service
activity could have implications for other water businesses it interacts with, such as the Water
Administration Ministerial Corporation.*3*

We introduced this new cost share activity based on insights from EY's review of WaterNSW's
functions and operating expenditure, as well as commentary from the review into parts of
WaterNSW's technology services. EY identified there was substantial growth in WaterNSW's
expenditure on government engagement. Further, it found there was a “blurred line" between
WaterNSW undertaking government engagement to deliver value for water users and
developing policy advice as a service to government.*3
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Activities such as communicating with government departments, routine engagement with
Shareholder and Portfolio Ministers and responding to consultation requests on government
policies are typical for the water businesses we price regulate. This new cost share activity is not
intended for those types of activities. Rather, it targets the cost of activities where WaterNSW is
effectively providing a shared service to government departments or providing policy
development advice. We consider there would need to be strong evidence of this type of
arrangement occurring within other water businesses before it would be appropriate to establish
a similar type of cost share activity for them.

Allocating 7.5% of WaterNSW'’s efficient operating expenditure to the government
service activity

EY was unable to quantify the costs arising from WaterNSW's increased interactions with
government.33 WaterNSW's systems are currently not set up to identify and record these costs.
We also attempted to use WaterNSW's cost database to identify costs that could be attributable
to providing the government service. However, the database is not currently in a form to precisely
accomplish this task.

We estimate that around 5% to 10% of WaterNSW's operating expenditure for its bulk water
services in regional and rural NSW likely relates to providing a service to government. This
includes the costs of developing and implementing government policy, as well as providing a
shared technology service to other government departments and independent entities.

The NSW Government requested we clarify the evidence used to inform our assessment of the
costs associated with the new government services activity.’3* Due to the limited information
available on these actual costs, we considered evidence of WaterNSW's increasing costs to
develop our 5% to 10% estimated range.

o Operating expenditure growth: EY found that operating expenditure for WaterNSW's bulk
water services in regional and rural NSW grew by around 8.8% per year on average since
2021-22, compared with annual prices and wage growth of around 3% to 4%.2 It cited
increased interactions with government as one of the cost drivers (but was unable to quantify
the amount).’3

o Actual expenditure compared to the allowance: Actual operating expenditure for
WaterNSW's bulk water services to regional and rural NSW exceeded the allowance over the
2021 determination period by around 13.3%, with actual costs of $285.8 million compared with
$252.2 million allowed. A key reason for actuals to exceed the allowance may be due to an
increase in the requests for WaterNSW to provide services to government.

@ The data, provided by WaterNSW and underpinning EY's analysis, comprises total operating expenditure for
WaterNSW's bulk water services in regional and rural NSW. It includes $15.3m of non-urban metering costs and minor
capex/funding-related adjustments, which WaterNSW has advised are not typically recoverable through bulk water
charges. By comparison, WaterNSW's AIR submission to IPART for its bulk water services to regional and rural NSW
excludes these items and reports lower operational expenditure growth over the assessment period of 6.7% from
2021-22 to 2024-25. EY, WaterNSW Rural Valley operating expenditure review, Final Report, March 2026, p 6.
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Government service activity

o Operating expenditure relative to output: We found that operating expenditure relative to
output had grown faster for WaterNSW's bulk water services to regional and rural NSW
compared to other water businesses. Most water businesses' real operating costs per unit of
output had remained relatively stable or decreased since 2014-15 while those for
WaterNSW's bulk water services to regional and rural NSW had increased by around 307% by
2024-25. A potentially material driver of this expenditure growth relative to output may be the
increase in WaterNSW providing advisory services and other activities to and on behalf of
government. See Appendix E for more information on our benchmarking analysis.

We have chosen 7.5%, the midpoint of our estimated range, as the basis for allocating costs to the
government service activity. This provides a strong incentive for WaterNSW and the NSW
Government to clearly define the scope of the government service activity and set up systems for
WaterNSW to accurately record its costs. The cost allocation to the government service activity
would then be updated in future determinations when WaterNSW has improved systems for
identifying these costs.

In the Draft Report, we asked stakeholders what other evidence we should consider when
deciding the basis for allocating costs to the government service activity.

e Several stakeholders stated we should increase the allocation of costs to this activity from
7.5% of efficient operating expenditure to 10%, the upper end of our estimated range.*3¢

o WaterNSW did not provide any evidence in response to this consultation question. This may
indicate the relevant cost information is not in a form it can readily extract from its systems
and use to refine or challenge our estimated range.

We have decided to maintain the 7.5% allocation, since there is no new, specific information that
suggests a higher or lower figure represents a better estimate.

Strengthening the evidence base for the costs of WaterNSW providing services to government,
such as developing and implementing government policy and providing a shared technology
service, would minimise the risk of these costs being recovered from water users through their
bulk water prices. Accordingly, we have identified several ways to improve transparency around
these costs, including regular reporting through a new performance measure (see section 8.2
below and Chapter 14).

82 We consider WaterNSW can improve transparency around its
costs, including for the government service activity

We recognise there is a distinction between WaterNSW engaging with its stakeholders, including
its shareholder Ministers, and providing services to government. These are different activities.
However, WaterNSW is unable to provide a clear demarcation of costs between these activities,
because its systems are currently not set up to identify and record them.
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EY's review highlighted the need for clearer linkages around WaterNSW's expenditure and
outcomes (e.g. delivery of regulatory strategies) and for transparency on drivers such as
ministerial requests and transformation activities. In particular, EY recommended that WaterNSW/
should:

e Work with NSW Treasury and NSW DCCEEW to develop a program logic for its core
regulatory, strategy and engagement functions. Mapping the resources required to achieve
its mandated outcomes would highlight areas of duplicative or overlapping activity, as well as
any imbalance between effort and required outcomes.

o Clarify its cost attribution for government policy advice and stakeholder engagement.
Recognising in its systems those activities which constitute services and advice to
government, as distinct from business-as-usual customer engagement, will assist those
activities to be transparently costed. It will also help to identify how those costs should be
shared between customers and the NSW Government. 137

We agree with these conclusions and encourage WaterNSW to better understand its cost
drivers.P For example, WaterNSW may want to undertake greater benchmarking against other
utilities. This could assist it to develop a more granular analysis of its costs, which it could present
in future pricing proposals.

Our recommendations:

2. That WaterNSW consider initiating a working group with NSW Treasury and NSW
DCCEEW that would develop a program logic (the link between costs, activities
and outcomes) for its core regulatory, strategy and engagement functions.
Mapping the resources required to achieve its mandated outcomes would enable
a clearer understanding of WaterNSW's key cost drivers, resourcing needs and
opportunities to improve its efficiency.

3. That WaterNSW consider developing systems to provide a more transparent
attribution of costs for its interactions with government. This would help to identify
how those costs should be shared between customers and the NSW Government.

4. That WaterNSW consider the merits of undertaking greater benchmarking of its
costs and outputs against other utilities to better understand its cost drivers and
present this analysis in future pricing proposals.

We also consider that WaterNSW could improve transparency by annually reporting its
estimated expenditure on providing services to government, such as policy development and
shared technology services. See Chapter 14 for further details on this performance measure.

NSW Health notes that ‘program logic' is “a schematic representation that describes how a program is intended to
work by linking activities with outputs, intermediate impacts and longer-term outcomes" (NSW Health, Program logic,
accessed 25 March 2026). NSW Treasury's guidelines for evaluating policies, projects, regulations and programs state
that evaluation frameworks should include logic models that identify intended activities, deliverables and key impacts,
such as outcomes and benefits (NSW Treasury, TPG22-22 Evaluation Guidelines, February 2023, pp6, 24).
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Government service activity

The NSW Government requested additional guidance about what evidence we would expect to
be provided with on the government service activity in the next price review.3® We note that
WaterNSW is best placed to know what evidence is available and could be used to refine our
estimated range. Developing systems to provide a more transparent attribution of costs for its
interactions with government, as well as regularly reporting its estimate of expenditure on the
government service activity, will assist WaterNSW to develop this evidence base.
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Cost sharing

Summary of our decisions on how WaterNSW's efficient costs are allocated
between customers and the NSW Government on behalf of the broader
community

WaterNSW's customer share of the NRR is $559.9 million
\X/e reviewed the cost shares framework.

Our decision updates our cost allocation approach. We have revised our economic
considerations for cost shares by assessing who is causally responsible for forward-looking
costs. Where causal responsibility cannot be clearly attributed, we will consider a range of
outcomes between a lower bound comprising the avoidable cost of the rural bulk water
service and an upper bound comprising the standalone cost of the rural bulk water service.
Outcomes within this range avoid cross-subsidies between services.

Our revised framework adopts a 2-step approach to allocating costs between WaterNSW's
customers and the NSW Government (on behalf of other users) by:

e assessing whether the forward-looking costs can be avoided in a world where
WaterNSW's customers ceased consumptive use

o allocating costs based on whether the cost is avoidable or common. Avoidable costs
are allocated to WaterNSW's customers. Common costs are shared between
WaterNSW's customers and the NSW Government by considering the range between
the avoidable and standalone costs of rural bulk water services and weighing the
statutory criteria to which IPART must have regard.

We have applied our revised cost shares framework

Our decision is to maintain the cost shares for 14 of the existing 18 activities at their current
level. We have increased the customer cost share for water delivery and other operations
to 99% and reduced the customer cost shares for water quality monitoring, dam safety
compliance and environmental planning and protection to 50%. We have identified a new
activity, catchment planning and operations, and set its initial customer cost share to 50%.
We have applied these cost shares to all valleys except Hunter, Macquarie, Lowbidgee and
the Fish River Water Supply Scheme.

Our decision is to set valley-specific cost shares for Hunter and Macquarie to reflect the
flood mitigation function of dams in these valleys.

We maintain our approach of full cost recovery from customers in Lowbidgee and the Fish
River Water Supply Scheme. This means the customer cost share for each activity in
Lowbidgee, and the Fish River Scheme is 100%.

We have identified and assigned customer cost shares to the activities of the MDBA Joint
Programs and the activities of the BRC, further integrating WaterNSW's share of the NSW
Government's contributions to these programs into the cost shares framework.
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During WaterNSW's rural bulk water services in 2025, we committed to reviewing our cost shares
framework for rural bulk water services. As part of this process, we engaged HoustonKemp to
provide an external review of the cost shares framework.*3 In making our decisions, we have
considered HoustonKemp's advice, WaterNS\W's proposal, stakeholder submissions and our

own analysis.

We consider that changes to the cost shares framework are required. These changes relate to
both the economic principles that underpin the framework and the cost share ratios applied to
specific activities. The changes are intended to ensure costs are allocated in a way that is
transparent, equitable, effective and practical.

We have applied the revised framework to develop cost shares for WaterNSW's activities, the
activities of the MDBA Joint Programs and the activities of the BRC.

Under section 15(1) of the IPART Act, we are required to consider a range of matters. Several were
directly relevant to our decisions in this chapter including:

e protecting consumers from abuses of monopoly power in terms of prices, pricing policies and
standard of services (15(1)(b))

e maintaining ecologically sustainable development by appropriate pricing policies that take
into account all feasible options available to protect the environment (15(1)(f)

o the social impact of the determinations and recommendations (15(1)(k)).

We also considered matters related to the underlying expenditure related to WaterNSW's share
of the NSW Government's contributions to the MDBA Joint Programs and the BRC.

The remainder of this chapter:

o outlines the customer and government shares of the NRR

e provides an overview of the previous cost shares framework
e provides stakeholder views about the cost shares framework
e outlines the principles for the revised cost shares framework
e applies the revised cost shares framework to the activities of:

—  WaterNSW
— The MDBA Joint Programs
— The BRC

o discusses opportunities to further develop the revised cost shares framework and
other matters.
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91 We set the customer and government shares of the NRR
Our decision is:

‘ 19. To set the customer share of WaterNSW's NRR at $559.9 million.

Table 9.1 presents our decision on the customer share of WaterNSW's NRR and target revenue. It
reflects our decisions on the customer cost shares for WaterNSW, the MDBA Joint Programs and
the BRC.

Table 9.1 Decision on customer share of WaterNSW's NRR ($millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Operating cost 58.0 57.6 585 56.7 230.8
ICD rebates 19 1.9 19 1.9 7.6
Return on assets (includes RoWC) 40.6 314 335 34.9 140.3
Return of assets (depreciation) 17.6 20.3 22.2 23.7 837
Tax allowance 1.0 12 14 16 53
UOM payback 19 19 18 0.0 5.6
Revenue volatility allowance 01 01 01 01 05
MDBA & BRC NRR 210 211 211 22.8 86.0
Total NRR 142.2 1354 140.5 141.8 559.9
Forecast revenue from capped prices 116.5 1245 131.0 1343 506.2

Note: RoWC - Return on Working Capital.
Source: IPART.

Once we determine the customer share of the NRR, we use it to identify full cost recovery prices.
For the 2026 determination period, our decision is to cap price increases at 10% per year before
inflation (see Chapter 11).2 The forecast revenue from capped prices is lower than the customer
share of the NRR.

Table 9.2 presents our decision on the government share of WaterNSW's NRR and the total
government share. It reflects the outcome of our decisions on the government service activity,
the cost shares and the cap on price increases.

Table 9.2 Decision on government share of WaterNSW's NRR ($millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Operating cost 9.3 9.6 9.5 9.5 379
ICD rebates 0.0 0.0 0.0 0.0 0.0
Return on assets (includes RoW<C) 375 26.7 272 27.3 118.8
Return of assets (depreciation) 141 149 155 158 60.3
Tax allowance 1.8 1.9 20 25 82
Cost of debt and other adjustments 0.0 0.0 0.0 0.0 0.2
MDBA & BRC NRR 93 9.6 95 10.4 3838

@ The current North Coast and South Coast are well below full cost recovery levels, reflecting our previous decisions.
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2026-27 2027-28 2028-29 2029-30 Total
Subtotal: NRR 721 62.7 63.7 65.6 264.2
Government service activity 55 54 55 54 218
Subsidy due to price cap® 2815 515 89 56 585
Total government share 1011 837 78.2 76.6 3395

a. The 'subsidy due to price cap'is equal to the difference between the total costs and forecast revenue from capped prices in Table 9.1 on
a present value basis when discounted by the post tax real WACC.
Note: RoWC - Return on Working Capital.

Source: IPART.

9.2 We revised our cost shares framework
Our decisions are:

20. To revise the economic considerations that underpin the cost shares framework
by assessing who is causally responsible for forward-looking costs. Where causal
responsibility cannot be clearly attributed, by establishing a range of outcomes
between a lower bound comprising the avoidable cost of the rural bulk water
service and an upper bound comprising the standalone cost of the rural bulk
water service.

21. To adopt a 2-step approach to allocating costs between WaterNSW's customers

and the NSW Government (on behalf of other users) by:

a. assessing whether the forward-looking costs can be avoided in a world where
WaterNSW's customers ceased consumptive use

b. allocating costs based on whether the cost is avoidable or common.
Avoidable costs are allocated to WaterNSW's customers. Common costs are
shared between WaterNSW's customers and the NSW Government by
considering the range between the avoidable and standalone costs of rural
bulk water services and weighing the statutory criteria to which IPART must
have regard.

We have reviewed how WaterNSW's costs are shared between rural bulk water customers and
the NSW Government. The NSW Government share reflects costs incurred on behalf of other
users and the broader community. As part of our process, we engaged HoustonKemp to provide
an external review of the cost shares framework.*4°

In making our decisions we have considered HoustonKemp's advice, WaterNSW's proposal,
submissions from stakeholders and our own analysis. We consider that changes to the cost
shares framework are required. These changes relate to both the economic principles that
underpin the framework and the cost share ratios applied to specific activities to ensure costs are
allocated in a way that is transparent, equitable, effective and practical.
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9.21 Overview of the previous cost shares framework

The previous cost shares framework for WaterNSW takes the efficient operating and capital
expenditure, removes ‘legacy costs’, and applies the impactor-pays principle to determine who
should pay for the costs — WaterNSW's customers or the NSW Government on behalf of other
users and the broader community.

Legacy costs include costs required to bring pre-1997 infrastructure up to the standards that
existed in 1997 and costs that arise due to poor farming or policy practices in the past (e.g.
remedying high salinity levels that occur due to past land-clearing practices).

The impactor-pays principle aims to allocate the costs of an activity to the party that creates the
need to incur the cost. This party is called the impactor.

Under the previous framework, we identify which parties are potential impactors for each activity
undertaken by WaterNSW to supply bulk water services in the rural valleys.

A funding hierarchy is used to determine who should pay WaterNSW's costs:

1. Preferably, the party that creates the need to incur the cost should pay in the first instance
2. Ifthatis not possible, the party that benefits should pay
3. When itis not feasible to charge the above parties, the NSW Government should pay.

Counterfactual analysis is used to attribute costs to impactors. The previous counterfactual
considers a world without high consumptive use of water resources. For \WaterNSW, the previous
counterfactual is framed as consideration of a world without the need to physically regulate
water sources (e.g. build dams). This approach considers the initial purpose for the construction of
the rural dams as part of determining whether a party is an impactor.

9.22 Stakeholder views on the previous cost shares framework

As set out in Chapter 2, some stakeholders were concerned about the use of the impactor-pays
principle and indicated that the previous counterfactual analysis was not fit for purpose. Many
stakeholders argued that even if irrigation and other high consumptive use were to cease, the
infrastructure managed by WaterNSW — such as dams, weirs, and river regulation systems —
would still be required to deliver a range of public benefits. The suggested public benefits
include flood mitigation, environmental water delivery, town water supply and recreation.

Some stakeholders were concerned about the scope of WaterNSW's activities. These
stakeholders argued that many of the costs currently allocated to water users arise from
government policy, regulatory obligations, or community expectations, rather than activities
required for the provision of services to bulk water customers. The activities of particular concern
were flood operations, water quality monitoring, dam safety compliance, and environmental
planning and protection.
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0.2.3 Objectives for the revised cost shares framework

Our objectives are that the cost shares framework be transparent, equitable, effective
and practical.

In conducting our review of the cost shares framework, we retained 2 of the 3 objectives we used
in the 2019 cost shares review. \We modified the remaining objective and split it into two
components:

e Transparent - the framework provides information that enables government and other
stakeholders to assess how and why the cost of a particular activity was shared between
WaterNSW and the NSW Government.

o Equitable - the framework provides an equitable allocation of costs between the users that
require the activity.

o Effective - the framework promotes efficient consumption, investment and policy decisions
by customers, WaterNSW and the NSW Government.

e Practical - the framework avoids onerous administrative burdens on WaterNSW and reflects
the operations of its business. The framework should be capable of being applied
consistently over time and have the flexibility to adapt to changes in the water sector.

9.24 Economic principles for the revised cost shares framework

Economic efficiency is achieved when resources are allocated to their highest value uses. This
requires users to face the costs that are created by their consumption or use, which encourages
efficient decisions about whether and how much to consume. To achieve these outcomes, the
revised cost shares framework is supported by 2 observations:

o cost allocation should reflect causal responsibility

e causal responsibility alone may not determine a unique, economically efficient cost
allocation.

Causal responsibility is a concept that is related to our previous framework. It means a party that
causes a cost should pay for it. In principle, causal responsibility extends beyond direct costs to
external costs borne by third parties. Cost allocation should reflect all the marginal costs of
production and consumption, not just those borne by the transacting parties.

There are some costs where it is difficult to attribute causal responsibility to a particular party. For
instance, causal responsibility cannot be traced to a specific party when an activity or asset
provides multiple services jointly. In these circumstances, costs do not vary with the provision or
consumption of a particular service. These types of costs are known as common costs.

The presence of common costs means there may not be a unique, economically efficient cost
allocation. Many efficient outcomes may be possible. We consider it preferable to design a
system that does not embed cross-subsidies. This requires common costs to be allocated such
that they are:

e no less than the avoidable cost of each service

¢ no more than the standalone cost of each service.
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The avoidable cost of a service is the cost that could be avoided if that service were not provided,
assuming all other services continue to be provided. It represents the lower bound for allocating
costs to a service. Setting prices below the avoidable cost would result in a cross-subsidy.

The standalone cost of a particular service is the total cost of providing that service on its own. It
forms the upper bound for allocating costs. Allocations above the standalone costs would mean
customers are cross-subsidising other services or providing excess returns to the business. To
protect consumers from the abuse of monopoly power, we consider that costs must be set such
that they are no more than the standalone cost of the service.

A diagram that conceptually shows the appropriate range for the cost allocation is shown in
Figure 9.1 This range avoids cross-subsidies between services.

Figure 9.1 Range of cost allocations for consumptive water users that avoids
cross-subsidies between services

Appropriate range of
cost allocations for
Standalone cost of rural bulk water

providing rural bulk services

Avoidable cost of

providing rural bulk
water services

Source: IPART, HoustonKemp.

Defining a revised counterfactual

We have adopted a revised counterfactual to determine causal responsibility based on advice
from HoustonKemp. The revised counterfactual asks whether the forward-looking costs could be
avoided in a world where bulk water customers ceased consumptive use, holding other uses
constant. Our draft decision proposed that WaterNSW would continue to own and operate its
infrastructure in an efficient manner to deliver non-consumptive and public interest services.
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We have further investigated what might happen with dams in the revised counterfactual. We
found 3 examples of NSW dams being decommissioned or left unused (see Box 9.1). We also
considered the US Geological Survey database of dam removal costs - it provides detailed cost
data for 668 dam removal projects between 1965 and 2020.*4* The database only contains 5
decommissioned dams with a height of 30 metres or more, whereas WaterNSW's major rural
dams range from 34 metres to 113 metres in height.*#2 Of the dams that were decommissioned,
most were decommissioned for environmental reasons (i.e. river restoration) or due to increasing
compliance costs. Due to the limited sample, we are cognisant that these examples may not be
indicative of what might happen with WaterNSW's major rural dams if consumptive water

use ceased.

Based on our preliminary research, we consider it unlikely that dams will be maintained solely for
environmental purposes. Planned environmental water is a consequence of consumptive water
use and does not provide a reason to maintain dam infrastructure. In the absence of consumptive
water use, there will be more water available to the river system. In the short-term, the dam may
be operated to ensure water flows to the river system but, in the absence of an economic
purpose, it is unlikely that an environmental purpose will warrant long-term operation of the dam.

Dams may be maintained if there is another economic purpose such as flood mitigation or
hydroelectric generation. In such circumstances, the economic purpose may justify continued
operation and maintenance of the dam.

We plan to continue investigating the alternative purposes of WaterNSW's rural dams as part of
developing the cost shares framework (see section 9.6.1).
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Box 9.1 NSW dams that are no longer used or were decommissioned

Cambewarra and Jerrara Dams

There have been 2 relatively small dams decommissioned recently in NSW - the
Cambewarra Dam (Shoalhaven), which had been left unused for 40 years before
being decommissioned in 2026,*43 and the Jerrara Dam (near Kiama), which was
decommissioned in 2015. Cambewarra dam was a composite, concrete gravity and

earth-fill embankment dam with a wall that had a maximum height of 8.4 metres and

was 40 metres in length.*4 Jerrara Dam was an earth-fill embankment dam that had

a maximum height of 13 metres.*#¢ The cost of decommissioning these dams was $1.5

million for Cambewarra and $0.87 million for Jerrara ($2025-26),146

Woodford Creek Dam

The Woodford Creek Dam in the Blue Mountains provides an example of a dam that
has not been decommissioned despite not being used since 2000. The concrete

arch dam has a maximum height of 16 metres and remains intact.**” Woodford Creek

Dam remains a declared dam with WaterNSW responsible for dam safety
compliance and maintenance. The reservoir and dam are closed to the public.

The revised cost shares framework

We have used a 2-step framework to determine the cost shares for each activity:

Establish causal responsibility: would the forward-looking costs be avoided in a world

where WaterNSW's customers ceased consumptive use, holding other users'
demand constant?

Allocate costs:

— If the costs can be avoided, they are classified as avoidable costs and allocated to
WaterNSW's customers

— If the costs cannot be avoided, they are classified as common costs.

Common costs are shared between WaterNSW's customers and the NSW Government by

considering the range between the avoidable and standalone costs of rural bulk water

services and weighing the statutory criteria to which IPART must have regard (i.e. section 15 of

the IPART Act).

Our approach is illustrated in Figure 9.2.
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Figure 9.2 The revised cost shares framework

Activity

Would the forward-looking costs of the activity
be avoided in a world where customers ceased
consumptive water use?

No Yes

Commoncost

Shared between customers and the NSW
Avoidable cost

Allocate 1 to customers

Government by considering the avoidable and
standalone costs, and weighing the statutory
criteria to which IPART must have regard

Note: We hold other users' demand constant when assessing the world where customers cease consumptive water use.

Source: IPART, HoustonKemp.
In applying IPART's statutory criteria, the allocation of common costs is guided by several factors:

e the current cost shares ratio
e expenditure drivers
e the distribution of benefits

e social impacts.

While the current customer cost shares were developed under a different framework, we
consider it relevant to informing the allocation of common costs. The current customer cost
shares have been tested over several reviews and can provide an implicit weighting for allocating
common costs equitably.

Even where costs are common, changes in the cost of some multi-service activities may have
identifiable drivers. In these cases, it may be appropriate to consider the primary reason for an
activity occurring or for a change in the costs of an activity in forming our view on the appropriate
cost shares.

A change in the distribution of benefits for an activity may warrant a change to its cost shares
ratio. For instance, the introduction of pumped hydro at a dam may warrant a reallocation of costs
for some activities because it introduces a new group of beneficiaries for a dam.

For some activities, social impacts such as customers' ability to pay or other distributional impacts
may be relevant when determining the appropriate cost shares ratio.

Practical considerations

The revised cost shares framework is designed to be applied to individual cost components
within each activity. In the case of WaterNSW, this means the cost shares framework could in
future be implemented at a project level. However, based on our review of WaterNSW's
expenditure data, this is not practical to do at this time. As such, we have implemented the cost
shares framework at the activity level.
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At present, the framework treats the activities as either generating avoidable costs (i.e. 100%
customer cost share) or common costs that are allocated between customers and the NSW
Government (on behalf of other users). Due to data limitations, activities that may comprise a mix
of avoidable and common costs are classified as common costs in the revised cost shares
framework. We expect this may change in future price reviews as data and cost allocation
improvements are made (see section 9.6.1).

Consistency with the National Water Initiative

The National Water Initiative (NWI) provides a framework for sustainable water management. In
terms of pricing, section 3(iv) of the NW!I Pricing Principles (PP) seeks to “give effect to the
principle of user-pays and achieve pricing transparency in respect of water storage and delivery
in irrigation systems". The revised cost shares framework is consistent with the concept of ‘user-
pays' described in the N\W/I PP.

The NWI PP set out pricing practices across four areas including cost recovery of capital
expenditure, and water planning and management. The impactor-pays principle is a relevant
component in setting prices for water planning and management activities. While there are
similarities with the impactor-pays principle, the revised cost shares framework for WaterNSW
rural valleys does not reference this concept.

9.3 We applied our revised cost shares framework to WaterNSW's
activities and made valley-specific adjustments

Our decisions are;

22. To set the customer cost shares for WaterNSW activities in Table 9.4 and apply
them to each of the rural valleys except Hunter, Macquarie, Lowbidgee and the
Fish River Water Supply Scheme.

23. To set valley-specific cost shares for the Hunter and Macquarie valleys in Table
97.

24. To set valley-specific cost shares that enable full cost recovery from users for
Lowbidgee and the Fish River Water Supply Scheme.

WaterNSW identified 18 activities in its September 2024 pricing proposal on user and
government cost shares.*#® \We have split the costs for one of these activities, water delivery and
other operations, creating a new activity, catchment planning and operations. This resulted in a
total of 19 activities. The expenditure for each activity over the determination period is set out in
Table 9.3.
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Table 9.3 Opex and capex by activity over the determination period ($2025-26)

Activity Opex Share of opex
1 Customer Support 10,931 41%
2 Customer Billing 2,044 0.8%
3 Metering and Compliance 7,993 3.0%
4 Water Delivery and Other Operations 37,824 14.1%
5 Flood Operations 3,938 15%
6 Hydrometric Monitoring 21,202 7.9%
7 \Water Quality Monitoring 7,363 2.7%
8 Direct Insurances 10,042 37%
9 Corrective Maintenance 18,379 6.8%
10 Routine Maintenance 59,004 22.0%
11  Renewals and Replacements 294 0.1%
12 Asset management planning 32,021 11.9%
13 Dam Safety Compliance 20,098 7.5%
14 Dam Safety Compliance (pre-1997) N/A N/A
15 Environmental Planning and Protection 3274 1.2%
16 Corporate systems 21,589 8.0%
17 Catchment Planning and Operations 12,564 47%
18 ICD rebates N/A N/A
19  Risk Transfer Project N/A N/A

Note: Activities without any expenditure are denoted as N/A.

Source: IPART analysis.

Capex
N/A
N/A

18,608
N/A
N/A
N/A
N/A
N/A
N/A
N/A

162,807

3,294

38,150
N/A

123,516

43,271
N/A
N/A
N/A

Share of capex
N/A
N/A
4.8%
N/A
N/A
N/A
N/A
N/A
N/A
N/A

41.8%
0.8%
9.8%
N/A

317%
11.1%
N/A
N/A
N/A

We applied our revised cost shares framework to make our decision on cost shares for each of
WaterNSW's activities (see Table 9.4). A description of WaterNSW's activities is set out in
Appendix F. The cost shares in Table 9.4 apply to all valleys except Hunter, Macquarie,

Lowbidgee and the Fish River Water Supply Scheme.

Table 9.4 Decision on cost shares

Current customer Avoided under Customer

Activity cost share counterfactual cost share

1 Customer Support 100% Yes 100%
2 Customer Billing 100% Yes 100%
3 Metering and Compliance 100% Yes 100%
4 Water Delivery and Other Operations 95% No 99%
5 Flood Operations 80% No 80%
6 Hydrometric Monitoring 90% No 90%
7 Water Quality Monitoring 80% No 50%
8 Direct Insurances 100% No 100%
9 Corrective Maintenance 95% No 95%
10 Routine Maintenance 95% No 95%
11  Renewals and Replacements 95% No 95%
12 Asset management planning 95% No 95%
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Current customer Avoided under Customer

Activity cost share counterfactual cost share

13 Dam Safety Compliance 80% No 50%
14 Dam Safety Compliance (pre-1997) 0% No 0%
15 Environmental Planning and Protection 80% No 50%
16  Corporate systems 80% No 80%
17 Catchment Planning and Operations N/A No 50%
18  ICD rebates 100% Yes 100%
19  Risk Transfer Project 100% Yes 100%

Note: Bold text indicates cost shares that have changed from the current cost share ratio.
Sources: IPART.

For each activity, we applied the revised cost shares framework. First, we identified five activities
that would not continue in a world where bulk water customers ceased consumptive use;

e customer support

e customer billing

e metering and compliance
o |CD rebates

o risk transfer project.

The costs for these activities are avoidable. Therefore, our decision is to set the customer share
at 100%.

The remaining activities would continue in a world where bulk water customers ceased
consumptive use. Therefore, the costs for these activities are considered common costs.

We considered several factors in making our decision about how to allocate the common costs
between WaterNSW's customers and the NSW Government (on behalf of other users). In making
this decision, we focused on activities where we received the most feedback from stakeholders
such as water delivery and other operations, flood operations, water quality monitoring, dam
safety compliance, and environmental planning and protection.

Responses to our Draft Report raised concerns about the customer cost share for water delivery
and other operations, and the lack of changes to many of the other customer cost shares for
activities with common costs.

The water access hierarchy informed our approach to setting cost shares for water delivery and
other operations. An overview of the water access hierarchy is set out in Appendix G. At the public
hearing, there was a discussion regarding the role of the water access hierarchy in the cost
shares framework given the revised counterfactual. Based on our analysis and feedback from
stakeholders, we made two changes related to the water delivery and other operations activity:

e We separated catchment planning and operations from water delivery and other operations.
Historically, there has been negligible expenditure recorded for catchment planning and
operations. However, WaterNSW's Land Management Program now accounts for most of this
activity. Its costs are material and its drivers are different from the cost drivers for water
delivery and other operations. Therefore, we have recognised catchment planning and
operations as a new WaterNSW activity.
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o We reviewed the impact of Basic Landholder Rights (BLR) on water delivery and other
operations. We consider the impacts of BLR on costs to be small, but not zero.

We reviewed the role of planned environmental water and its impact on water delivery and other
operations. We consider planned environmental water to be a consequence of consumptive
water use rather than a benefit provided by the dam. e do not expect dams to be maintained
solely for an environmental purpose, such as planned environmental water. Therefore, if
consumptive water use ceased, we would not expect there to be an ongoing need for planned
environmental water.

We investigated the other activities with common costs. For many of the activities, we did not find
evidence to warrant a change of the customer cost share from our draft decision. The exception
was water quality monitoring, where we decided to lower the customer cost share to 50%.

Our reasons for selecting the cost share ratios for the activities with common costs are set out in
Table 9.5.

Table 9.5 List of WaterNSW's activities

Customer cost
Activity Reasons for selection of customer cost share share

Water delivery and Consumptive water users are the primary beneficiaries of this activity.

other operations If water access licences and BLR are combined, BLR represents 0.4% of
water access across all valleys (excluding planned environmental water).
We decided to use BLR's share of water access to inform our cost share
decision. We decided to round up the impact of BLR to 1% to reflect a non-
zero cost allocation for the NSW Government (on behalf of BLR). 99%
In 2019, Aither advised IPART that 5% of an operator's time was spent on
releasing water for recreational purposes. WaterNSW does not charge
recreational users, and its investments were not driven by recreational
objectives. The benefits to recreational and other users are likely to be
modest and insufficient to warrant changes to the customer cost share.

Flood operations Floods arising from dam failure or excess rainfall are the major drivers for
this cost. In a world where WaterNSW's customers ceased consumptive
water use, we expect flood operations to continue for dams that are not
decommissioned. It is reasonable for consumptive water users, who derive
ongoing benefit from the infrastructure (dams), to contribute to managing 80%
the risk associated with that infrastructure. Downstream communities are a
driver for this cost and benefit from a reduced risk of natural floods due to
the presence of infrastructure to regulate water. Our decision was that the
current allocation is an equitable allocation of costs.

Hydrometric Hydrometric monitoring benefits both consumptive water users and the
monitoring broader community. The activity plays a role in flood mitigation and
natural disaster management, as well as assisting with bulk water services. 90%

We consider the current customer cost share broadly reflects the
distribution of benefits.

Water quality Water quality monitoring delivers benefits to both consumptive water

monitoring users and the broader community. However, the scale and intensity of
monitoring are determined by the requirements associated with
consumptive use. For instance, while blue green algae occur naturally,
outbreaks are caused by a combination of factors, including water
availability, temperature, light availability, and nutrient loads. It is
appropriate for WaterNSW's customer to pay for costs if the water
infrastructure related to their service increases the incidence of harmful
environmental events. As such, we have revised the customer cost share
for this activity.

50%

Direct insurances The economic value of insuring WaterNSW's assets is to preserve their
availability and the continuity of infrastructure services from which
consumptive water customers derive direct benefits. We decided the
current cost shares ratios reflects the distribution of benefits.

100%
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Activity

Corrective
maintenance

Routine
maintenance

Renewals and
replacements

Asset management
planning

Dam safety
compliance

Dam safety
compliance (pre-97)

Environmental
planning and
protection

Corporate systems

Catchment planning
and operations

Sources: IPART.

Reasons for selection of customer cost share

Corrective maintenance predominantly supports assets from which
consumptive water customers derive direct benefits. Only a small share of
maintenance expenditure relates to assets that service public or non-
consumptive purposes. Our decision is that the current cost share broadly
reflects the distribution of benefits.

Routine maintenance predominantly supports assets from which
consumptive water customers derive direct benefits. Only a small share of
maintenance expenditure relates to assets that service public or non-
consumptive purposes. Our decision is that the current cost share broadly
reflects the distribution of benefits.

Renewals and replacements predominantly support assets from which
consumptive water customers derive direct benefits. Only a small share of
maintenance expenditure relates to assets that service public or non-
consumptive purposes. We reviewed the capital projects in the renewals
and replacements activity and found that several projects related to public
access roads and bridges. These projects represented 4% of WaterNSW/'s
capital expenditure. Therefore, our decision is that the current cost share
broadly reflects the distribution of benefits.

Most asset management planning expenditures support assets from
which consumptive water customers derive direct benefits. Only a small
share of maintenance expenditure relates to assets that service public or
non-consumptive purposes. Our decision is that the current cost share
broadly reflects the distribution of benefits.

Dam safety contributes to mitigation of flood risk and catastrophic failure,
which delivers substantial public-good benefits to downstream
communities. New obligations were introduced through the Dams Safety
Regulation 2019, requiring dam safety risk to be reduced to a level that
was acceptable to the community. As such, both downstream
communities and bulk water customers are drivers for this cost. We
consider it reasonable for consumptive water users, who derive ongoing
benefit from the infrastructure (dams), to contribute to managing the risk
associated with that infrastructure. However, we have reduced the
customer cost share to 50% for this activity due to the benefits accruing to
downstream communities.

The concept of legacy costs is not a feature of the revised framework.
However, based on the consistent approach taken by previous Tribunals,
there is a strong case to maintain the 'line-in-the-sand’ approach. We have
maintained the current customer cost share (i.e. 0%) as it reflects the
distribution of beneficiaries.

The nature of this activity indicates that the expenditure relates to
addressing negative externalities arising from the development and
operation of bulk water infrastructure. This includes impacts on water
temperature, fish migration and biodiversity. The public-interest objectives
of this activity and feedback from stakeholders were relevant to the
Tribunal's decision to change the cost share ratio for this activity from 80
to 50%.

We have adopted HoustonKemp's recommendation to apply a cost-
weighted average of the other cost shares ratios to set the cost shares
ratio for this activity.

The costs associated with this activity are related to the Land
Management Program, which is intended to reduce the risk of bushfire
and biosecurity hazards. In the absence of consumptive water use, we
expect the Land Management Program to continue in any areas where
dams are not decommissioned. The obligations are related to
landholdings rather than the dam, so the costs may continue even if dams
are decommissioned. The proposed cost share recognises both the
regulatory obligation and the public-interest benefits of the program.

Customer cost
share

95%

95%

95%

95%

50%

0%

50%

50%
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9.31 We adjusted cost shares for the Hunter and Macquarie valleys

We considered valley-specific cost shares in the 2019 rural cost shares review. The concept was
broadly supported by stakeholders. We indicated we would consider valley-specific customer
cost shares on an exception basis where sufficient evidence existed of the relative contribution of
the different parties.

Our decision is to make valley-specific adjustments to the cost shares framework to reflect the
flood mitigation capacity of the Glenbawn and Burrendong dams. The Glenbawn and Burrendong
dams, in the Hunter and Macquarie valleys respectively, were constructed with a specific flood
mitigation function. WaterNSW advised that the function is recognised in the conditions for water
supply works approvals at the dams.*49

To estimate the share of costs attributable to flood mitigation, we considered WaterNSW's
proposal, which included information on the capacity of the dams compared to total capacity in
the two valleys (see Table 9.6). The flood mitigation capacity of Glenbawn dam is 11% of the total
capacity of the Hunter valley dams (and the non-flood mitigation capacity is 89%). The flood
mitigation capacity of the Burrendong dam is 24% of the total capacity of the Macquarie valley
dams (and the non-flood mitigation capacity is 76%).*>°

Table 9.6 Flood mitigation capacity of selected dams and valleys

Flood mitigation Flood mitigation

Valley Dam Total capacity (ML) capacity (ML) share (%)
Macquarie Burrendong 1,678,000 489,000 29%
Windamere 368,120 - 0%

Total 2,046,120 489,000 24%

Hunter Glenbawn 749,000 120,000 16%
Lostock 20,000 - 0%

Glennies Creek 282,000 - 0%

Total 1,051,000 120,000 11%

Source: WaterNSW Proposal (2024), Attachment 25: Proposed user and government cost shares, p 12.

To estimate how much of the costs for an activity should be attributed to bulk water customers in
the Hunter and Macquarie valleys, we took each activity that supports the flood mitigation
purpose and multiplied the non-flood mitigation capacity by the customer cost shares in Table
9.4. The activities we considered supported the flood mitigation purpose were direct insurances,
water delivery and other operations, corrective maintenance, routine maintenance, asset
management planning, renewals and replacement, hydrometric monitoring, flood operations,
dam safety compliance and environmental planning and protection.

For activities that do not have a flood mitigation purpose, we retained the customer cost share
from Table 9.4. \We did not consider activities relating to retail customers or water quality
monitoring were relevant for flood mitigation.

The cost shares for the Hunter and Macquarie valleys are set out in Table 9.7.
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Table 9.7 Decision on valley-specific cost shares for Macquarie and Hunter

Activity Macquarie Hunter Other valleys?
1 Customer support 100% 100% 100%
2  Customer billing 100% 100% 100%
3 Metering and compliance 100% 100% 100%
4 \Water delivery and other operations 75% 88% 99%
5 Flood operations 61% 71% 80%
6 Hydrometric monitoring 68% 80% 90%
7 Water quality monitoring 50% 50% 50%
8 Direct insurances 76% 89% 100%
9 Corrective maintenance 72% 85% 95%
10  Routine maintenance 72% 85% 95%
11 Renewals and replacements 72% 85% 95%
12 Asset management planning 72% 85% 95%
13 Dam safety compliance 38% 45% 50%
14 Dam safety compliance (pre-97) 0% 0% 0%
15 Environmental planning and protection 38% 45% 50%
16  Corporate systems 80% 80% 80%
17 Catchment planning and operations 38% 45% 50%
18  ICD rebates 100% 100% 100%
19  Risk transfer project 100% 100% 100%

a. Excludes Lowbidgee and the Fish River Water Supply Scheme.
Source: IPART analysis.

9.32 Valley-specific cost shares for Lowbidgee and the Fish River Scheme

Historically, we have set prices that enable full cost recovery from customers for Lowbidgee and
the Fish River Scheme. Our previous decisions reflected the unique circumstances of Lowbidgee
and the Fish River Scheme.

The Fish River Scheme is a pipe and pump scheme which sources water from Oberon Dam.
While we treat the Fish River Scheme like a regulated river for pricing purposes, customers of the
Fish River Scheme do not have entitlements under a water access licence. The Fish River
Scheme became part of the cost shares framework in 2006, with its initial customer cost share
set at 100%. In subsequent reviews by IPART and the Australian Competition and Consumer
Commission (ACCC), prices for the Fish River Scheme were set to fully recover costs

from customers.

Lowbidgee customers hold licences for supplementary water. Customers are only permitted to
take water when there is excess water available in the system. Unlike other rural valleys, only
fixed entitlement charges are levied on Lowbidgee customers - there are no usage charges.
Lowbidgee prices were first set in 2014, when the ACCC set charges to fully recover costs from
customers. We maintained the approach of full cost recovery from customers for Lowbidgee
when we set prices in 2017 and 2021
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Our decision is to fully recover costs from customers for Lowbidgee and the Fish River Scheme.
This means the customer cost share for each activity in Lowbidgee and the Fish River Scheme is
100%. This treatment is consistent with the approach we took for our draft decisions.

We may further investigate the customer cost shares for Lowbidgee and the Fish River Scheme
when we next review the revised cost shares framework (see section 9.6.1).

9.4 We set cost shares for activities of the MDBA Joint Programs
Our decision is:

25. To set the customer cost shares for the activities of the MDBA Joint Programs in
Table 9.0.

We applied the revised cost shares framework to set customer cost shares for the activities of the
MDBA Joint Programs that underpin WaterNSW's share of the NSW Government's contribution to
the MDBA. A description of the activities for the MDBA Joint Programs is in Appendix F.

We considered each activity of the MDBA Joint Programs under our revised cost shares
framework. First, we considered whether the forward-looking costs can be avoided in a world
where customers cease consumptive water use (holding all other users constant). We decided
that the activities of the MDBA Joint Programs were likely to continue in the absence of
consumptive water use because the jointly owned assets serve multiple purposes including
public interests in NSW, and public, environmental and commercial interests beyond NSW.
Therefore, we decided that each of the activities that underpinned WaterNSW's share of the
NSW Government's contributions to the MDBA Joint Programs were common costs.

Next, we considered how to allocate the common costs between WaterNSW's customers and
the NSW Government (on behalf of other users). We decided to set the cost shares ratios for the
MDBA based on the beneficiaries of each activity. For 4 of the 5 activities in the MDBA Joint
Programs, we decided to adopt the cost shares ratios used for similar activities undertaken

by WaterNSW.

We took a different approach with the River Murray Operations (RMO) asset renewal,
replacement, operation and maintenance activity of the MDBA Joint Programs. There are several
categories of expenditure that relate to this activity. We considered the purpose of this
expenditure and the Cost Shares Principles of the MDBA Joint Programs in considering the
customer cost share for this activity.

Overall, we decided that a portion of the RMO activity related to public benefits. This includes
benefits to the broader community and the environment. Based on our analysis, we assessed that
the distribution of benefits was different across different cost categories (see Table 9.8). Based on
our assessment, we decided to set an overall customer cost share ratio of 65% for the

RMO activity.

For the reasons set out above, our decision for the RMO activity is not based on a similar
WaterNSW activity and it is therefore different to the advice provided by HoustonKemp to set the
customer cost share at 95% for this activity.*s*
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Table 9.8 Our distribution of beneficiaries for RMO activity

MDBA cost category Consumptive water users Public benefits
Category 1 77% 23%
Category 2a 53% 47%
Category 2b - 100%
Murray mouth connectivity - 100%
Environmental works and measures 100% -

Source: IPART.

The cost shares for the activities of the MDBA Joint Programs are set out in Table 9.9.

Table 9.9 Decision on cost shares for the activities of the MDBA Joint Programs

Customer cost

Activity share

1 Asset management strategies 95%
2 Hydrometric monitoring 90%
3 Environmental asset renewal, replacement, operation and maintenance 100%
4 Water delivery and river operations 100%
5 River Murray Operations asset renewal, replacement, operation and maintenance 65%

Source: IPART.

In the 2021 price review, the NSW Department of Planning, Industry and Environment indicated
that corporate overheads should not be recovered through the user share.*® This approach was
maintained in WaterNSW's proposal and the supporting MDBA expenditure models provided by
DCCEEW. Our decision is to accept this approach and not include corporate overheads in user
expenditure for WaterNSW's share of the NSW Government's contribution to the MDBA

Joint Programs.

0.5 We set cost shares for the activities of the BRC
Our decision is:

‘ 26. To set the customer cost shares for the BRC's activities in Table 9.10.

Our decision on the cost shares for the BRC's activities are set out in Table 9.10. We considered
that the activities of the BRC would likely continue in the absence of consumptive water use. As
such, we consider the costs relating to the underlying activities of the BRC, which inform
WaterNSW's share of the NSW Government's contribution to the BRC, to be common. In making
this decision, we considered the cost shares applied to the BRC's expenditure in the 2021
WaterNSW rural valleys price review and whether there was likely to have been a change in the
cost drivers for its activities or the benefits delivered by its services. We decided it was
appropriate that a 95% cost share was set for each of the underlying activities that relate to
WaterNSW's share of the NSW Government's contributions to the BRC.
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Table 9.10 Decision on cost shares for the BRC's activities

Activity Customer cost share
1  Operations 95%
2 Preventative maintenance 95%
3 Corrective maintenance 95%
4 States' Wholesale Water Sharing Management 95%
5 Renewals and enhancements 95%

Source: IPART.

We have taken the same approach to corporate overheads for the BRC as we did for the MDBA
Joint Programs. As such, we did not include corporate overheads in user expenditure for
WaterNSW's share of the NSW Government's contribution to the BRC.

0.6 Other matters

0.6.1 Plans to further develop the revised cost shares framework

There are several opportunities to further develop the revised cost shares framework.

These include;

e granular cost data from WaterNSW identifying drivers at the project-level

e developing a transparent mechanism to allocate common costs across different user groups

o refining the counterfactual treatment of dams including through assessing the role of
hydroelectric generation in determining future dam use

o assessing flood mitigation benefits across a broader range of dams and valleys

o refining our approach to cost allocation for hydrometric monitoring

o investigating cost allocation arrangements for Lowbidgee and the Fish River Scheme

e investigating a service-based approach to cost allocation.

The revised cost shares framework is designed to be implemented at a project level. We have
reviewed WaterNSW's project-level data and do not consider it suitable this time. More granular
data would provide several benefits including allowing us to precisely identify the avoidable
costs of bulk water as well as consider activities that comprise a mix of avoidable and common

costs. We intend to work with WaterNSW to improve the suitability of using project-level data to
assess cost shares in future price reviews.
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As part of developing the revised cost shares framework, we investigated mechanisms to fairly
allocate common costs across multiple services and types of users. We identified a method using
Shapley values, which has the potential to provide improvements over our current approach.
Shapley values seek to determine how much, on average, each user adds to the common costs
when they join the group of users. The method considers all possible ways a user could join the
group and the additional cost each user causes when they join the group. The average
contribution to the common costs becomes the user's allocated costs. A major challenge with
implementing this approach is that it requires information on how costs change when different
types of users are added to, or removed from, the group. This data is not currently available.
Nonetheless, we see merit in continuing to explore the use of Shapley values as we refine the
cost shares framework.

We plan to improve our counterfactual by investigating what might happen with dams if
consumptive water use were to cease. Some stakeholders have suggested that dams would be
required to fulfill an environmental purpose if consumptive water use ceased (e.g. optimising the
release of water for planned environmental purposes). However, an environmental purpose may
not be sufficient to justify the continued operation of a dam. Dams that only serve an
environmental purpose may be decommissioned, returning the river to its natural state, thereby
removing environmental requirements. By contrast, dams that serve another economic purpose
(e.g. flood mitigation or hydroelectric power generation) may continue to operate.

We plan to investigate the public benefits of WaterNSW's hydrometric monitoring network. This
will involve developing approaches to distinguish the avoidable and common components of
monitoring networks and assessing how regulated rivers alter flood risks on river systems.

We may further investigate the cost drivers for WaterNSW's activities in Lowbidgee and the Fish
River Scheme. This reflects our decision to incorporate these areas into the revised cost shares
framework, facilitating an opportunity to consider whether activity-based adjustments are
warranted for Lowbidgee or the Fish River Scheme.

We investigated a service-based cost shares framework as part of the 2019 cost shares review.
At the time, we considered that it was unlikely to enhance transparency or cost-reflectivity
compared to an activity-based framework. We consider it worth revisiting this topic. The process
of identifying and defining services necessarily identifies those who use the service and reflects
what customers demand and value. Activities are often joint or shared, which can make cost
causation ambiguous. By contrast, a service-based approach is more amenable to the application
of causal responsibility. A service-based approach would also make the treatment of common
costs more explicit and transparent.

We propose to consider these matters in conjunction with our review of the cost shares
framework for WAMC.,
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0.6.2 WAMC and the cost shares framework

We have not made any decisions regarding the future of the cost shares framework for WAMC.,
The NWI PP sets a direct relationship between cost allocation for water planning and
management activities and the impactor-pays approach. As such, our decisions in this review
may not be relevant to a future review of WAMC's cost shares framework. We intend to
commence a review of the cost shares arrangements for WAMC after completing the WaterNSW
price review.

90.6.3 Externality-adjusted pricing

In our Discussion Paper, we considered externality-adjusted pricing as a potential alternative to
the previous cost shares framework.

The external benefits of a water entitlement are the benefits that accrue to parties other than
those who hold the consumptive water rights. For example, the benefits of a thriving farming
community could be said to rely in part on the water entitlements that lead to the establishment
of farms and farm-supporting industries in certain towns.

Our investigation into the application of externality-adjusted pricing in bulk water services
concluded that this option was not feasible to pursue at the current time. While externalities can
be identified qualitatively, there is limited evidence and agreement on how to quantify

these externalities.

We explored several methods to address these data challenges. We concluded that methods
based on externality-adjusted pricing are unlikely to produce results within a
reasonable timeframe.
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Summary of decisions on price setting

To retain the current price cap approach

Based on the information available, IPART is not satisfied that a departure from the current
price cap approach would deliver better outcomes for customers.

To accept the water entitlement and usage forecasts proposed by WaterNSW
For regulated rivers, our decision is to:

o accept WaterNSW's proposal to maintain water entitlement numbers constant at 2024-
25 levels

e maintain the approach of using a 20-year rolling average (2005-06 to 2024-25) to
forecast water usage for all water sources.

For the Fish River Water Supply Scheme (FRWS) our decision is to:

e accept WaterNSW's proposal to keep Minimum Annual Quantities (MAQs) constant at
the level of the latest actual year of data (2024-25)

e maintain the approach of using a 20-year rolling average (2005-06 to 2024-25) for
forecast water usage for the FRWS.

To maintain WaterNSW'’s 2-part price structure
Our decision is to maintain WaterNSW's 2-part tariff structure and to:

e not accept the proposed change to increase the fixed component of charges in the
Lachlan valley from 40% to 80%

e not accept the proposed change to a 100% fixed tariff for Licenced Environmental
Water (LEW) holders.

To maintain the current approach to calculating the high security premium

Our decision is to maintain the current approach to calculating the high security premium,
while maintaining the current security factors and updating the reliability ratios.

This chapter sets out our approach to price setting and decisions we have made on WWaterNSW's:
e form of price control

o water entitlement and usage forecasts

e price structures

e high security premiums.
These elements ultimately informed the prices that we outline in Chapter 11.

In reaching these decisions, we had regard to the matters we are required to consider under
section 15(1) of the IPART Act. These include the cost of providing services (15(1)(@)) and protecting
consumers from abuses of monopoly power (15(1)(b). See Appendix A for further information.
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10.1 Form of price control
Our decision is:

27. To retain the current price cap approach to setting prices rather than WaterNSW's
proposed revenue cap.

In its September 2024 proposal, WaterNSW proposed moving away from maximum prices as the
form of price control. Instead, it proposed a revenue cap that would set the maximum revenue
from customers, with a side constraint that would limit year-on-year price changes for customers
to +/- 5%.153

WaterNSW considered that because its business is largely fixed-cost, tying revenue to water
demand is inefficient, and that a revenue cap would provide greater long-term revenue stability
and support the long-term interests of customers.

We are not convinced that moving to a revenue cap would be in customers’ interests. While
WaterNSW's proposal claimed to have customer support for a revenue cap,*®* responses to our
Discussion Paper and Draft Report,**® and views expressed at our stakeholder workshops did not
reflect this claim.

Many stakeholders were concerned that a revenue cap would shift revenue volatility risk onto
customers and lead to price shocks in low-use years*° The Ricegrowers’ Association of Australia
stated that a price cap represented a more equitable allocation of risk and was consistent with
the long-term interests of customers. Further, it considered that moving to a revenue cap would
reduce an irrigator's capacity to respond efficiently to uncertainties around water availability,
commaodity prices and seasonal conditions.*s”

Although it reiterated its preference for a revenue cap in its response to our Discussion Paper,
WaterNSW acknowledged this concern about higher fixed charges in drought years and
suggested a demand volatility adjustment mechanism (DVAM) as a secondary option (see
section 12.3).68

In addition to these concerns over customer support for a revenue cap, we are not convinced that
WaterNSW's revenue is as volatile as it suggests.

Our analysis of the composition of WaterNSW's revenue indicates that entitlement-based water
use varies across valleys, but the business benefits from effective diversification: periods of lower
usage in some valleys are offset by more stable or higher usage in others.

This view was reflected in stakeholder feedback, with Murrumbidgee Irrigation noting that
compared to customers, WaterNSW is better placed to manage revenue variability given its
diversified revenue base across valleys.*s®

Given the lack of stakeholder support and the evidence that WWaterNSW is better positioned to
manage revenue variability than its customers, our decision is to not accept WaterNSW's
proposed revenue cap and instead retain the current price cap approach to setting prices.
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A price cap:

e limits the transfer of demand and revenue risk to customers

e provides greater price certainty

e is consistent with stakeholder views on an appropriate allocation of risk between WaterNSW

and its customers.

We acknowledge that WaterNSW does face revenue volatility risks in its regional and rural
business, but not to an extent that would justify a revenue cap. Consistent with our approach in
previous reviews, we consider the level of risk WaterNSW experiences can be managed through
alternative mechanisms (discussed in section 12.3).

Table 10.1 below summarises IPART's response to WaterNSW's proposal to implement a revenue

cap.

Table 10.1 WaterNSW's stated benefits of a revenue cap

Improved services to customers

Reduced risk to customers

Bill certainty to customers

Sustainable water management

No more, no less

Aligns with customer preferences

WaterNSW stated benefit

Greater incentive for WaterNSW to
reduce its operational costs and drive
further efficiencies for it to benefit
from a fixed revenue.

Ensures accurate forecasting by
removing any incentive to distort
forecast demand.

Customers have certainty and
predictability around their bills.

WaterNSW is incentivised to
promote sustainable management of
water resources instead of relying on
price signals, which may not directly
incentivise appropriate water
consumption practices as customers
may simply pay the higher price.

While the revenue cap may not
balance the account in any given
period it does ensure that the
revenue retained by WaterNSW is no
more or no less than the revenue set
by IPART.

The majority of our customers
recognised the benefits of a revenue
cap including reducing the potential
for ‘bill shock' and lower costs over
time.

IPART response

WaterNSW would have this incentive
under either form of price control.

A revenue cap would shift demand
risk to customers, who are less able
than WaterNSW to manage revenue
variability.

Price certainty is greater under a
price cap, while a revenue cap risks
price shocks in low-use years.

Price signals remain important for
efficient water use, and a revenue
cap would weaken the link between
usage and prices.

With the side constraints, the
adjustment each year will be limited.
\WaterNSW has proposed that the
short-fall or excess revenue be
captured in a carry forward balance.

Feedback from the Discussion Paper
and workshops did not indicate clear
customer support for changing the
form of price control.

Note: The first 3 WaterNSW claimed benefits had regard to the proposed +/- 5% side constraint.

Source: WaterNSW, 2024 Pricing Proposal - Attachment 13 Form of control (revenue cap or price cap), September 2024, p 4.
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10.2 Water entitlement and usage forecasts

A key step in our price-setting process is to decide on WaterNSW's forecasts for water
entitlements and water usage. These forecasts are used to determine how WaterNSW's efficient
costs are allocated across customer groups and recovered through prices.

It is important that the forecasts are reasonable. Differences between forecast and actual
entitlements or water usage over the determination period can lead to over- or under-recovery of
revenue.

If entitlement or usage forecasts are lower than actual outcomes, customers will pay higher than
efficient prices. If they are higher than actual outcomes, WaterNSW may not recover sufficient
revenue to meet its efficient costs.

This section presents our decisions on WaterNSW's water entitlement and usage forecasts for
the 2026 determination period.

10.2.1 Regulated rivers
Our decision is:

28. To set forecast water entitlement and water usage volumes for regulated rivers as
shown in Table 10.2.

Table 10.2 Decision for regulated rivers on entitlement and water usage forecasts
for the 2026 determination (ML)

High security General security
Valley entitlements entitlements Water usage
Border 3,141 263,218 133,089
Gwydir 27,212 509,665 224,258
Namoi 8,841 257,644 138,030
Peel 17,364 27,285 11,330
Lachlan 57,291 633158 171,481
Macquarie 43,814 632,466 212,923
Murray 261,430 2,083,318 1,384,269
Murrumbidgee 438,068 2,267,728 1,506,628
Lowbidgee N/A 747,000 N/A
North Coast 136 9,201 636
Hunter 70,689 137,960 111,074
South Coast 1164 13,970 BV58
Total 929,151 7,582,613 3,897,470

Notes: Includes general security A and general security B entitlements in Border valley.
Supplementary entitlements in the Lowbidgee valley are treated as general security for pricing purposes.
Source: IPART analysis
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Water entitlement forecasts

Water entitlements specify the maximum volume of water a licence holder is allowed to extract
from a designated water source. The total amount of entitlements in each water source is capped
by legislation which means entitlements can only be created or rescinded in limited
circumstances. Therefore, water entitlements tend to remain stable through time (Figure 10.1).

Figure 10.1 Historical water entitlement volumes (all valleys, GL)
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Note: Excludes Lowbidgee supplementary entitlements which are treated as general security for pricing purposes.
Source: IPART analysis

As in previous reviews, WaterNSW proposed to base entitlements for the 2026 determination on
the latest actual entitlement volumes,16°

In their submissions to the Draft Report, some stakeholders raised concerns that forecast
volumes may not adequately account for structural changes in water use, including declining
utilisation, variability in allocations, and the potential impacts of policy-driven reductions in water
usage.’®* However, they did not propose an alternative methodology.

Our decision is to accept WaterNSW's proposed approach. Historical entitlements have been
consistently stable, and using the latest actual year provides a simple, transparent and
evidence-based basis for forecast entitlements.

Under the approach, forecast entitlements for each year of the 2026 determination period will be
set at the 2024-25 level for each valley as provided by WaterNSW in October 2025. These are
outlined in Table 10.2.

Water usage forecasts

WaterNSW proposed to use a 20-year rolling average to forecast the first year of water usage for
each regulated river. It then proposed to transition to annual forecasts of water usage as part of
its proposed revenue cap.’6?

WaterNSW's proposal to use annual forecasts is only workable under the revenue cap form of
price control. As our decision is to not accept the proposed revenue cap, we have not reviewed
WaterNSW's proposed annual forecast methodology.
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In response to our Discussion Paper, several stakeholders, including Murray Irrigation,
Murrumbidgee Irrigation and Coleambally Irrigation Co-operative Limited, supported maintaining
the 20-year average forecasting method, noting that it naturally smooths the impacts of climatic
variability over time 63

Other stakeholders, such as Hunter Valley Water Users Association and Lachlan Valley Water
preferred a more detailed approach drawing on valley-specific data and a broader set
of drivers.’64

The use of a 20-year rolling average to forecast water usage has limitations.

Notably, there are occasionally large and persistent deviations in water usage from the 20-year
average (as shown in Figure 10.2). For instance, in the 2021 determination, WaterNSW generated
more revenue from water usage than was expected at the time of the 2021 price review.

Figure 10.2 Historical water usage volumes and the 20-year average from
2005-06 to 2024-25 (all valleys)
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Note: Excludes Lowbidgee supplementary entitlements which are treated as general security for pricing purposes.

Source: IPART analysis.

As shown in Figure 10.3, in 2023-24 water usage (excluding Lowbidgee) was 37% higher than
forecast. During the 2021 determination, water usage was above the 20-year rolling average
forecast in 2021-22, 2022-23 and 2023-24.
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Figure 10.3 How total water usage for rural valleys has deviated from
IPART's forecasts (%)
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Note: Does not include Lowbidgee. 'IQQM refers to the Integrated Water Quantity and Quality simulation model.
Source: IPART analysis using data from our 2006, 2010, 2017 and 2021 bulk water pricing final reports.

Given these limitations, we have considered several alternatives in previous reviews including
shorter averaging periods and statistical methods such as key driver modelling.

In the 2021 review, we considered the use of 5-, 10- and 15-year averaging periods. These shorter
averaging periods would allow for more weight to be given to more recent time periods
experiencing a warming climate.

However, we concluded that given climate cycles can span a number of years, a shorter
averaging period risks only counting periods of drought or higher rainfall. A long-run average
mitigates the effect of random variation in recent years.*%5

In this context, we consider the 20-year rolling average remains a practical and reasonably
balanced approach to forecasting water usage for the 2026 determination.

WaterNSW staff have confirmed they are not currently investigating or developing alternative
long-term forecasting methods, and we agree with stakeholders' feedback that indicated that
responsibility for proposing any alternative methodology lies with WaterNSW/.16¢

WaterNSW is best placed to investigate potential improvements to water usage forecasting
given its understanding of its customers and operating environment and its access to relevant
data. Further, the decision to not adopt a revenue cap, together with the introduction of a DVAM
(see section 12.3), provides an incentive for WaterNSW to improve forecast accuracy while
limiting price volatility for customers.

Stakeholder feedback on this aspect of demand forecasting was limited. It did not extend to
providing evidence to support a different approach.

Our decision is to maintain the use of a 20-year rolling average to forecast water usage for the
2026 determination. Under this approach, usage forecasts will be based on data from 2005-06 to
2024-25 for each regulated river. Table 10.2 sets out our usage forecasts.
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10.2.2 Fish River Water Supply Scheme

The FRWS delivers raw water to 3 external major customers and 86 individual customers.

The major external customers are EnergyAustralia, Oberon Council, and Lithgow Council.
WaterNSW is also considered a major customer due to the self-supply of raw water from the
FRWS to Greater Sydney.

WaterNSW also uses the FRWS to deliver treated (i.e. filtered) water to Lithgow Council and 238
individual customers,

Our decision is;

29. To set forecast minimum annual quantities (MAQ) and water usage volumes for
the Fish River Water Supply Scheme as shown in Table 10.3.

Table 10.3 Decision on the FRWS MAQ and water usage forecasts for the 2026
determination (ML)

MAQ Water usage
Raw water
Energy Australia 8,184 1544
WaterNSW (Greater Sydney) 3,650 1547
Oberon Council 1,064 636
Lithgow Council 100 100
Individual minor customers 17 51
Filtered water
Lithgow Council 1678 785
Individual minor customers 46 85

Note: Each individual minor customer has a MAQ of 200 kilolitres.

Source: IPART analysis.

Forecast Minimum Annual Quantities (MAQs)

The licensing arrangements for the FRWS are different from those for regulated rivers
(see Box 10.1).

Access to water in the FRWS is regulated through a MAQ that is set for each major customer and
set collectively for minor customers.
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Box 10.1 Licensing framework for the FRWS

WaterNSW holds a special Water Management Licence that governs the FRWS. The
licence was issued under the Water Act 1912. The licence entitles WaterNSW to
extract water from the Fish River to supply end-users.

The licence is different to licences issued under the Water Management Act 2000.

It sets out the minimum amount, known as the MAQ, that WaterNSW must be able to
provide each customer (or customer group in the case of minor customers).

WaterNSW can provide customers with more water than the MAQ. The licence
includes provisions to reduce the minimum volumes supplied during periods
of drought.

WaterNSW proposed to maintain the MAQs at the most recent actual levels (2024-25) for the
2026 determination. Submissions to the Draft Report did not comment on the forecast MAQs.

Our decision is to accept WaterNSW's proposed approach. Like water entitlements, the MAQ for
each customer tends to be stable through time.

We consider that the MAQ for each customer reflects their relative contribution to the capacity
requirements of the FRWS.

Usage forecasts

WaterNSW proposed the same approach to forecasting water usage for the FRWS as it proposed
for regulated rivers. That is, it proposed to use a 20-year rolling average to forecast the first year
of water usage and then transition to annual forecasts of water usage as part of its proposed
revenue cap. Submissions to the Draft Report did not comment on water usage for the FRWS.

Since our decision is to not accept WaterNSW's proposal for a revenue cap, we decided to
maintain the use of a 20-year rolling average to forecast water usage for the FRWS in the
2026 determination.

We used actual FRWS water usage data for each major customer and for minor customers
collectively from 2005-06 to 2024-25 to determine the 20-year average for each customer or
customer group. These averages are then used to forecast water usage for the FRWS.

We recognise that there is evidence of changing water usage in the FRWS (see Figure 10.4).
Some of these changes are transitory, and other changes suggest a persistent trend.

A notable transitory change occurred in 2017-18 when there was a spike in raw water usage, with
9,916 ML taken compared to a 20-year average of 3,827 ML. The high raw water usage continued
in 2018-19 (7,795 ML) before declining in subsequent years. These 2 years significantly increase
the 20-year average water usage.
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A downward trend in raw water usage among major customers could have a significant impact
on the economics of the FRWS,

There is a large gap between the MAQ and water usage for some major customers. If declining
water usage leads to reductions in MAQs, it may threaten the viability of the FRWS.

WaterNSW may need to revise its strategy for the FRWS to ensure its resilience against potential
future reductions in demand from one or more major customers.

Figure 10.4 Historical water usage volumes and the 20-year average from 2005-
06 to 2024-25 for the FRWS

12000

10000

[02]
o
o
o

Megalitres (ML)
(o)}
o
(@]
o

4000

20-year average
2000

Raw water usage
o

2003-04 2006-07 2009-10 2012-13 2015-16 2018-19 2021-22 2024-25
Source: IPART analysis.

10.3 Price structures

WaterNSW currently levies a valley-based, 2-part price for most valleys? comprised of:

o fixed (entittlement) charges per megalitre (ML) of entitlement, with separate charges for:
— high security (HS) entitlements

— general security (GS) entitlements

e avariable (usage) charge per ML of usage.

@ The Lowbidgee valley has only supplementary licences that are charged fixed entitlement charges only.
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Our decisions are;

30. To maintain the valley-based approach to setting WaterNSW's rural bulk water
service charges for the 12 valleys and for the Fish River Water Supply Scheme.

31. To maintain the current 2-part price structure and fixed-to-variable ratios for
WaterNSW's rural bulk water service charges for each of the Murray-Darling
Basin and coastal valleys (excluding the Fish River Water Supply Scheme).

32. To:

a. maintain the existing approach to calculating the indicative high security
premium

b. update the security factors and maintain the reliability ratios
c. use the high security premiums to calculate entitlement charges.

10.3.1 Valley-based pricing approach

WaterNSW included an alternative scenario in its pricing proposal that would see the pricing of
rural bulk water services transition from valley-based to regional-based charging. Under this
scenario:

e each valley would pay a legacy charge for the capital expenditure it has incurred up to the
start of the new determination, until those assets are fully depreciated

o from the start of the determination, all new capital expenditure and operating expenditure
would be recovered on a regional, rather than an individual valley basis

o WaterNSW proposed 2 regions:
— Northern region - Border, Gwydir, Namoi, Peel, Hunter, Macquarie and North Coast

— Southern region - Lachlan, Murray-Lower Darling, Murrumbidgee and South Coast.

WaterNSW considered that regional pricing would provide greater flexibility to reprioritise
expenditure within the allowance, smooth price shocks, and improve efficiency. It acknowledged,
however, that transitioning to a regional model would require identifying and quantifying the
'winners and losers' and establishing an appropriate transition pathway.*

In response to our Discussion Paper, most stakeholders expressed a preference for maintaining
valley-based pricing and opposed regional-based pricing. They argued that valley-based pricing:

o best reflects the location-specific costs and operating conditions in each valley
e provides a transparent and fair allocation of costs

e avoids cross-subsidies between valleys, 68

Stakeholders also questioned whether regional pricing would improve efficiency or customer
outcomes, noting it could obscure price signals and reduce accountability for expenditure in
individual valleys.*69
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WaterNSW's submission also recognised that regional-based pricing presents material transition
issues that would need to be resolved.*”®

Submissions to the Draft Report showed strong and consistent support for retaining valley-based
pricing in this determination. Stakeholders emphasised that valley-based pricing reflected
differences in infrastructure, service characteristics, reliability and customer impacts

between valleys*’*

In its submission to the Draft Report, WaterNSW also accepted retaining valley-based pricing for
the 2026 determination period. It noted that valley-based pricing for this determination would
provide stability and transparency for customers and that it might take time to consider
alternative pricing arrangements.*’

Tamworth Regional Council was the only stakeholder to support moving to a regional or
postage-stamp pricing approach, noting this could smooth price outcomes for a relatively small
and concentrated customer base.*’3

We maintained valley-based pricing for WaterNSW's services
Currently, under valley-based pricing, we:

o calculate the full efficient costs, or notional revenue requirement (NRR) for each valley
e use valley-specific entitlement and usage forecasts to allocate costs

o set prices in that valley to recover the shares of efficient costs required to serve particular
user groups, and to fully recover WaterNSW's costs in that valley.

We consider this remains the most appropriate approach to setting prices. It better reflects the
costs of providing services in each valley and provides clearer price signals to customers. Moving
to regional pricing would result in material redistribution of costs between valleys, with some
customers facing significantly higher charges and others receiving substantial reductions.

These outcomes reflect differences in historical investment, the scale and nature of capital
required in each valley, as well as customer profiles across valleys. In addition, regional pricing
would introduce significant cross-subsidisation between valleys and potentially reduce
accountability for expenditure decisions at the valley level.

Our decision is therefore to maintain valley-based pricing and to not accept WaterNSW's original
proposal to introduce regional-based pricing.

Allocating expenditure to valleys

We have used our own analysis, based on information provided by WaterNSW, to allocate
operating and capital expenditure to valleys. As discussed in section 10.3.1 above, this process is
a key step in calculating the NRRs for each valley and setting valley-based prices.

In its submission to the Draft Report, WaterNSW proposed several adjustments to our draft
allocation of operating expenditure to valleys. It also submitted that our draft allocation of
renewals and replacement capital expenditure across valleys was unclear.*74
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We reviewed the information WaterNSW provided on valley-based operating expenditure
allocations in its submission. In several places, there appeared to be a reallocation of expenditure
between cost categories. We found that adopting WaterNSW/'s revised approach would result in
significant shifts in the operating expenditure allocated to valleys when compared to its original
pricing proposal. For example, full cost recovery prices in a valley would be higher than those
originally proposed by WaterNSW. This made the information provided by WaterNSW unsuitable
for us to use, since it was effectively a new proposal that had not been subject to rigorous IPART
assessment or customer consultation.

We therefore maintained the approach to operating expenditure allocation that we used in the
Draft Report, subject to adjustments for minor errors identified by WaterNSW (e.g. treatment of
Software as a Service costs). Further, we updated our capital expenditure allocations from the
Draft Report with information provided by WaterNSW in its submission.

We encourage WaterNSW to work toward improving its systems and process for the next review
to facilitate it providing cost category and valley-based allocations on an appropriate basis and
developing the capacity to revise this data consistently with IPART's decisions.

We have also published a separate spreadsheet on our review webpage alongside this Final
Report, setting out the water user share of WaterNSW's operating and capital expenditure by
activity, at both the aggregate and valley level.

10.3.2 Fixed-to-variable ratios

WaterNSW's September 2024 proposal was to maintain the current 2-part pricing structure and
the existing fixed proportion of prices at current levels for most valleys and customers, with
2 exceptions:

o Lachlan valley to move to 80% fixed tariffs (currently 40% fixed)

e Licensed Environmental Water (LEW) holders to move to a 100% fixed tariff (currently 40%
fixed in most rural valleys).*75

The following sections address these proposals in more detail. Our decision on the fixed-to-
variable ratios for each valley is set out in Table 10.5.

Lachlan valley

Lachlan Valley Water® and Jemalong Irrigation Ltd¢, irrigation infrastructure organisations (I10) in
the Lachlan valley, both expressed support for WaterNSW's proposal to change the fixed-to-
variable ratio in the Lachlan valley.d They noted moving to an 80:20 fixed-to-variable ratio would
better align prices with WaterNSW's largely fixed cost base, improve price predictability and
reflect the low-reliability nature of the system.*7¢

Lachlan Valley Water represents around 450 members.
¢ Jemalong Irrigation Ltd represents about 120 members.
In the Draft Report, we noted Jemalong Irrigation Ltd had raised concerns in response to our Discussion Paper about
increasing the proportion of fixed charges during a period of significant price increases (IPART, Prices for WaterNSW
regional and rural bulk water from 1 July 2026 - Draft Report, March 2026, p 135; Jemalong Irrigation Ltd, Submission
to IPART Discussion Paper, November 2025, p 6). Jemalong Irrigation Ltd clarified in its submission to our Draft Report
that it supported an 80:20 price structure.
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Cowra Council's submission to the Draft Report did not comment on the proposed 80:20 ratio.
However, its submission to our 2024 Issues Paper opposed increasing fixed charges as
this would:

e increase financial exposure for council budgeting
o likely require higher fixed charges to be passed through to customers

o potentially weaken incentives for water conservation.*””

In its submission to the Draft Report, WaterNSW noted its proposed fixed-to-variable ratio may
better align prices with underlying cost drivers and assist in managing risk, but acknowledged
stakeholder concerns regarding bill impacts and transparency in the current affordability
environment. While WaterNSW considered changes to tariff structures may be more
appropriately progressed in the next price review, it was not convinced the proposed changes
were inherently infeasible and could not have been implemented 78

We examined the advantages and disadvantages of maintaining the current 40:60 ratio
compared with adopting an 80:20 ratio in the context of the statutory criteria to which IPART
must have regard under section 15 of the IPART Act. In particular, we considered the
balance between:

e The social impacts of our decisions under section 15(1)(k). Maintaining the current structure
would avoid distributional impacts and transition risks.

e The cost of providing bulk water services under section 15(1)(a). Adopting an 80:20 ratio
would better align with WaterNSW's cost structure, but shift costs between customer groups.

More than 90% of entitlements in the Lachlan valley are GS entitlements.

Given the relatively high HS premium in the Lachlan valley, moving to an 80% fixed tariff would
redistribute costs between GS and HS customers. As shown in Table 10.4, typical GS customer
bills would decrease by around 5%, while typical HS customer bills would increase by around
2%.°2 However, we note that these redistribution effects could be more pronounced for customers
with atypical usage patterns, as bill impacts are sensitive to usage assumptions and the
relativities between GS and HS entitlements in the valley.

¢ We've used a 20% usage assumption for this analysis, rather than 60% as used for the Draft Report analysis. 20% is
more reflective of the historical consumption in the Lachlan valley and therefore provides a more accurate view of
how costs would be redistributed between GS and HS customers due to the proposed change.
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Table 10.4 Cost reflective prices and bill impacts for typical Lachlan valley
customers under the 2 tariff structures ($2026-27)

FRC Price/Bill  FRC Price/Bill

in 2029-30 in 2029-30
2025-26 (40:60) (80:20) % difference
High security entitlement charge 3167 4453 89.06 100.0%
General security entitlement charge 4.68 748 14.96 100.0%
Usage price 39.33 63.75 2125 -66.7%
Typical HS customer bill 71,000 108,283 110,309 19%
Typical GS customer bill 28,278 20,233 19,215 -5.0%

Notes: Typical bills assume entitlements 1,000 ML, usage 1,000 ML for HS and entitlements 1,000 ML, usage 200 ML for GS.
Source: IPART analysis.

We acknowledge stakeholder endorsement from Lachlan Valley WWater and Jemalong Irrigation
Ltd and we support opportunities to reflect customer's preferences for tariffs. However, given our
considerations under section 15 of the IPART Act, the evidence is not yet sufficient to justify a
change. In particular:

e ashift to 80% fixed charges would create distributional impacts between HS and GS customers
e the proposal risks locking in long-term financial effects for HS customers

e the case that an 80:20 ratio would produce more cost-reflective prices in the Lachlan valley
has not been demonstrated.

Therefore, our decision is to maintain the existing 40:60 fixed-to-variable tariff structure in the
Lachlan valley.

We note in the 2017 price review that we decided to increase the fixed-to-variable ratio in the
Peel valley from 40:60 to 80:20. However, this proposal to change the fixed-to-variable ratio in
the Lachlan valley is different to the one we considered for the Peel valley. It highlights broader
issues regarding the allocation of costs between HS, GS and town water customers within the
pricing framework, which are not specific to the Lachlan valley.

In particular, there is a risk that changes to price structures may alter the perceived value of HS
entitlements, potentially leading to unintended consequences over time across different valleys.
A broader, cross-valley assessment at the next price review would allow us to examine these
issues in more depth.

Licensed environmental water

WaterNSW proposed to move LEW holders to a 1007% fixed charge. It stated that this is because
high-use customers should contribute a fair proportion of costs. It also said that current
arrangements penalise LEW holders for using more water. This can lead to unpredictable long-
term bills.
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It considers the benefits of moving LEW holders to a 100% fixed charge to include;
e greater cost reflectivity

e more stable and predictable prices

e lower long-term bill impacts for the environment

o fairer and more equitable water prices across the customer base

clearer price signals on the cost of services.*’®

The Commonwealth Environmental Water Holder (CEWH) raised concerns that not all customers
would have the option of a 100% fixed tariff. The CEWH noted that it was “important to determine
an equitable tariff structure that reflectls] the efficient recovery of the revenue required to
sustainably maintain the services provided by WaterNSW to all customers”. It also encouraged
IPART to explore the market implications for the trade of water products between parties that
operate under different tariff structures.’®© However, the Ricegrower's Association of Australia
considered that such impacts are unlikely since the CEWH seldom trades water back to the
consumptive pool.*®

In its submission to the Draft Report, the CEWH indicated it did not support the proposal, citing
concerns regarding unintended consequences for water markets and trading behaviour.*#2

Our decision is to not accept the proposal to move to a 100% fixed charge for LEW holders. In the
absence of stakeholder support and the potential for unintended impacts on water markets, it is
not appropriate to adopt the proposed change.

This is because:

e The interactions between LEW and non-LEW customers are uncertain. Differences in
entitlement profiles and water-take patterns can lead to materially different price impacts
across customers. This uncertainty is heightened by ongoing NSW Government buy-backs,
which could materially shift the distribution of entitlements.

o WaterNSW has not assessed the flow-on effects of the change, especially the price impacts
on non-LEW customers and the implications on the trade of water. The potential double
recovery of revenue in cases where LEW customers under a 1007% fixed tariff sell water to
non-LEW customers who would then potentially pay a usage fee is a key concern. This could
distort market behaviour and allocation prices, particularly in dry periods.

10.3.3 High security premiums

A water access entitlement provides holders with the right to a specific share of the water
available within a specified water source.

There are 2 types of entitlements relevant to WaterNSW's pricing determination:

e HS entitlements, which provide holders with their full allocation (except in severe drought
periods) and are given priority over general security entitlement holders
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e GS entitlements, which provide holders with an allocation of water subject to storage and
demand circumstances, and receive allocations only after allocations to HS entitlement
holders have been satisfied.

To reflect the greater reliability and security that HS entitlement holders receive relative to GS
entitlement holders, an HS premium is applied to HS entitlement holders' fixed charges. The
charge is applied regardless of whether a HS entitlement holder receive or use the full allocation
of their entitlement.

Currently, entitlement charges for HS entitlement holders are calculated as follows:
HS entitlement charge = GS entitlement charge X HS premium
Where:
HS premium = security factor X reliability ratio

The combination of the 2 factors aims to address both the security and reliability of water supply
for HS over GS entitlements.

Specifically:

e The security factor is a proxy for the security in HS entitlements that stems from the
differential allocation priority. Security factors® are calculated using data from each valley's
Water Sharing Plan (WSP).

o The reliability ratio accounts for the reliability of HS entitlements, especially in periods of low
rainfall. Reliability ratios9 are calculated based on the 20-year rolling average of actual
allocations to HS and GS entitlement holders.

We last conducted a review of the HS premium in 2017, including the calculation and inputs for
both the security factor and the reliability ratio (see Box 10.2 for further information on these
components of the HS premium).

Box 10.2 Security factor and reliability ratio
Security factor

e We introduced the security factor in the 2006 Determination.

e This factor is intended to reflect the relative security of supply between HS and
GS entitlements, which stems from the different water allocation priorities for
these entitlements.

The formula for calculating the Security Factor is Security Factor = GS unit shares/(Long-term Average Annual
Extraction Limit - HS unit shares).

9 The formula for calculating the Reliability Ratio is Reliability Ratio = 20-year average actual allocations to HS
entitlement holders/20-year average actual allocations to GS entitlement holders.
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Box 10.2 Security factor and reliability ratio
Reliability ratio

e Weintroduced the reliability ratio in the 2010 Determination.

o Stakeholders considered the previous formula underestimated the benefit of HS
entitlements over GS entitlements, especially in periods of low rainfall.

e To better equate the costs and benefits of HS and GS entitlements, we
introduced a reliability ratio that accounted for the extra reliability of HS
entitlements relative to GS entitlements.

Source: IPART, WaterNSW Review of prices for rural bulk water services from 1 July 2017 to 30 June 2021 - Final Report, June
2017, pp 123-125.

For the 2021 determination, we maintained the approach and updated the inputs (the security
factors remained the same, reliability ratios were updated). For the current 1-year determination,
we maintained the HS premiums used for the 2021 determination.

In our Discussion Paper and workshop on pricing related issues, we sought comment on any
alternative approaches and whether there was any reason to depart from the current approach.
Stakeholders broadly supported maintaining the current principles and calculation method for
the HS premium.

In particular:

e Murray Irrigation stated it supported the continuation of the principles underpinning
HS premium?®3

e Murrumbidgee Irrigation submitted that the current 2-factor method for the calculation of the
HS premium remains reasonable (based on the security factor and reliability ratio)*®

o Coleambally Irrigation Co-operative Limited supported the continuation of the HS premium
for high security, local water utility and domestic and stock licences.*®®

Submissions to the Draft Report did not raise substantive concerns with the existing HS premium
methodology. No stakeholders proposed changes to the current approach to security factors,
reliability ratios or the use of high security premiums to calculate entitlement charges.

In this review, we asked WaterNSW for updated information on the HS premium. Based on the
information provided, WaterNSW proposed to maintain the security factors (unchanged from the
2017 and 2021 determinations) and update the reliability ratios.

The reliability ratios have decreased in all MDB valleys, reflecting relatively higher average
allocations to GS entitlements over the most recent 20-year period.

We consider it appropriate to maintain the existing approach to calculating the HS premium. HS
premiums are intended to reflect differences in reliability between HS and GS entitlements.
Maintaining this approach ensures that entitlement charges continue to align with relative levels
of supply reliability and security between GS and HS entitlements.
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Our decision is to accept WaterNSW's proposal to maintain the security factors currently used

and to update the reliability ratio based on the latest 20-years of whole-of-year allocations data.
Updating the reliability ratios using this 20-year data provides a transparent and evidence-based
method for capturing changes in supply conditions over time, while maintaining consistency with

the approach used to forecast water usage.

Our decision on fixed-to-variable ratios and HS premiums for the 2026 determination is set out

in Table 10.5.

Table 10.5 Decision on fixed-to-variable ratios and high security premiums for the

2026 determination period

Water source Fixed to variable ratios
Border 40/60
Gwydir 40/60
Namoi 40/60
Peel 80/20
Lachlan 40/60
Macquarie 40/60
Murray 40/60
Murrumbidgee 40/60
Lowbidgee 100/0
North Coast 90/10
Hunter 60/40
South Coast 80/20

High security premium
248
375
213

10.18
595
478
2.02
274
N/A
129
129

191

Note: Supplementary entitlements in the Lowbidgee valley are treated as general security for pricing purposes and there is no usage

charge applied for Lowbidgee.
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Summary of our decisions on prices

We applied a uniform 10% (plus CPI) annual cap to price increases to all valleys

We have made a decision to cap price increases to a maximum of 10% per year plus
inflation over the 2026 determination period.

For the Gwydir, Namoi, Macquarie, Murray, Murrumbidgee, Lowbidgee and Hunter valleys,
a 10% per year cap means that prices will reach full cost recovery (FCR) levels over the
determination period. For the Border valley, a 10% per year cap means that entitlement
prices will reach FCR while usage prices will be close to FCR by the end of the
determination period. For the other valleys, general security entitlement prices and usage
prices will increase by 10% plus inflation each year for 4 years, but remain below FCR levels
by the end of the 4-year determination period.

FCR prices are presented in Appendix J - Prices and bills under full cost recovery.

We also applied a 10% (plus CPI) annual cap to increases in Murray-Darling
Basin Authority and Dumaresq-Barwon Border Rivers Commission charges

Murray-Darling Basin Authority (MDBA) charges will reach FCR levels by the second year of
the determination period.

The cap does not affect MDBA charges, which reach FCR levels in the first and second year
of the determination period for the Murrumbidgee and Murray valleys, respectively. Border
Rivers Commission (BRC) general security entitlement prices and usage prices will increase
by 10% plus inflation each year for 4 years but remain below FCR levels by the end of the 4-
year determination period.

Dumaresqg-Barwon Border Rivers Commission general security entitlement prices and
usage prices will increase by 10% plus inflation each year for 4 years but remain below FCR
levels by the end of the 4-year determination period.

Fish River Water Supply Scheme charges will increase by a maximum of 10%
per year plus inflation

This decision will increase access and water take charges for raw water customers by 6% to
10% per year plus inflation. Oberon Council will experience higher increases than other raw
water customers, but its access charge will reach FCR by 2029-30. Water take charges for
Oberon Council will remain below FCR levels by the end of the 4-year determination
period, and below the prices paid by other raw water customers.

This decision will increase access and water take charges for filtered water customers by
around 6% per year plus inflation.
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Summary of our decisions on prices

We have continued indexing the Yanco Creek levy

In our 2024-25 review of WaterNSW's rural bulk water services we decided to index the
Yanco Creek levy, to ensure it keeps up with inflation.

Our decision is to continue indexing the Yanco Creek levy.

Miscellaneous charges will increase by inflation only

This applies for existing meter service charges, meter accuracy testing charges and Fish
River Water Supply Scheme connection and disconnection charges.

The refundable deposit charge for meter accuracy testing will remain fixed at its current
level.

We have deleted the trade processing charge from the Final Determination

WAMC Final Determination contains two charges for "Water allocation assignment
(temporary trade)’, one for regulated rivers and one for unregulated rivers and
groundwater.

Permanent trade processing charges are only covered in the WAMC Determination, under
charges for "water access licence dealings" in Table 5.1.

Given this, we have decided to exclude the temporary trade processing charge from the
Final Determination and let the WAMC Determination cover both temporary and
permanent trade processing charges.

This chapter sets out the maximum prices under our decisions.
WaterNSW's rural bulk water prices for water services comprise two components:

» afixed component (usually expressed as $ per megalitre (ML), based on each licence holder's
entitlement)

e avariable component (expressed as $ per ML of metered water supplied).

As a water access licence holder, the fixed component of your bill is called an entitlement
charge. It means the amount you pay every year is determined by your share of, or entitlement to,
water from a particular water source. The variable component is the water take charge, where the
amount you pay is determined by the volume of water you extract. Your bill is also impacted by
whether your licence gives you a high security or general security entitlement.

In addition to WaterNSW's rural bulk water prices, we have determined maximum prices for
Murray-Darling Basin Authority (MDBA) charges for the Murray and Murrumbidgee valleys, and
Dumaresq-Barwon Border Rivers Commission (BRC) charges for the Border valley.
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If you are a Fish River Water Supply Scheme (FRWS) customer, your access charge is a fixed
component that is based on your minimum annual quantity (MAQ) of water take. Water take
charges are then divided into 2 tiers:

o the first tier water take charge, which is the variable usage charge for water take up to and
including the MAQ

o the second tier water take charge, which is the variable usage charge for water take above
the MAQ.

In setting our prices, we considered how customers can be protected from abuses of monopoly
powers in terms of prices, pricing policies and standard of services, as required under section
15(D(b) of the IPART Act. We also considered the cost for WaterNSW of providing its services, that
those services are delivered to an appropriate standard of quality, reliability and safety and the
social impact of our decisions, as required under sections 15(1)(), 15(1)(1) and 15(1)(k).

This chapter also presents our decisions on charges for other monopoly services provided by
WaterNSW, as required under section 15(1)(c) of the IPART Act.

Our decisions are;

33. To set WaterNSW's bulk water entitlement charges as shown in Table 11.1.
34. To set WaterNSW's bulk water take charges as shown in Table 11.2.

35. To set WaterNSW's Murray-Darling Basin Authority and Dumaresq-Barwon
Border Rivers Commission charges as shown in Table 11.3 for entitlement charges
and Table 11.4 for water take charges.

36. To set bulk raw and filtered water charges for the Fish River Water Supply
Scheme as shown in Table 11.5.

37. To set the Yanco Creek levy at $0.96 per ML of entitlement, and index this to
inflation over the 2026 determination period.

38. To set existing meter service charges as shown in Table 5.1 of the Determination.
39. To set meter accuracy testing charges as shown in Table 5.2 of the Determination.

40. To set Fish River Water Supply Scheme connection and disconnection charges as
shown in Table 5.3 of the Determination.

41. To exclude the trade processing charge from the Determination and let the
WWAMC decision cover both temporary and permanent processing charges.
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111 We capped price increases to a maximum of 10% per year plus
inflation for all valleys

We calculated FCR prices based on our decisions on efficient expenditure, other costs and cost
shares. These reflect the cost to WaterNSW of providing its services, under its current structure
and existing obligations. To calculate the cost-reflective prices we used detailed information from
WaterNSW which we are not authorised to make public. We invite WaterNSW to make more
information available to stakeholders to improve transparency.

We found that if the FCR prices are implemented, price changes for entitlement charges would
range from -1% to 1468%, and usage charges would need to increase by between 15% to 1246%,
depending on valley and whether a customer holds a high security or general security
entitlement. The North Coast and South Coast valleys would experience very large increases
under the FCR prices due to the fact that current prices are well below FCR levels in these
valleys. In the 2020-21 review we estimated that cost recovery levels in the North Coast and
South Coast would be 8.4% and 31.4% based on the prices we set.*®®

FCR prices and bills by valley are presented in Appendix J - Prices and bills under full cost
recovery.

Section 15(1(k) of the IPART Act requires us to consider the social impact of the determinations
and recommendations. We recognise that some customers would experience very large bill
increases under the FCR prices.

As we discuss in Chapter 1 - Report Summary, this review has highlighted a significant and
growing sustainability challenge for WaterNSW and the rural water sector. WaterNSW's costs
have increased materially over time, driven by a combination of higher operating costs, increased
capital requirements and a broader set of obligations. The evidence in this review suggests that
pricing alone cannot resolve the underlying structural pressures facing the sector.

Given this, we have made a decision to cap price increases to a maximum of 10% per year over
the 2026 determination period. For the Gwydir, Namoi, Macquarie, Murray, Murrumbidgee,
Lowbidgee and Hunter valleys, a 10% per year cap means that prices will reach FCR levels over
the determination period. For the Border valley, a 10% per year cap means that entitlement prices
will reach FCR while usage prices will be close to FCR over the determination period. For the
other valleys, general security entitlement prices and usage prices will increase by 10% plus
inflation each year for 4 years, but remain below FCR levels by the end of the 4-year
determination period.
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Table 11.1 Decision on bulk water entitlement prices for the 2026 determination
period ($/ML, $2026-27)

Valley

High security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee®
North Coast
Hunter

South Coast
General security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee®
North Coast
Hunter

South Coast

Current
2025-26
($2026-27)

8.65
22.86
38.01

80.60
32.97
2651

297

548

N/7A
15.93
26.19
4168

316
SRl
13.27
7.64
4.87
517
130
188
2.26
12.35
20.35
21.85

2026-27

8.63
21.89
3115
8554
3189
25.26
2.89
5.68
N/A
17.52
27.36
45.83

348
584
14.60
841
536
528
143
2.07
248
13.58
2126
24.04

a. Lowbidgee has only supplementary licences.
Note: Excludes MDBA and BRC costs. Current prices are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

2027-28

949
24.08
34.26
94.10
35.08
25.26

318
6.24
N/A
19.27
27.36
50.41

3.83
6.42
16.06
9.25
5.89
528
157
228
273
14.94
2126
26.44

2028-29

10.44
26.49
36.21
10351
38.59
25.26
342
6.83
N/A
2119
27.36
55.46

421
7.07
16.97
1017
6.48
528
169
249
301
16.43
2126
29.08

2029-30

1144
28.99
36.21
113.86
42.45
25.26
342
6.83
N/A
2331
27.36
61.00

461
774
16.97
1119
713
528
169
249
317
18.08
21.26
3199

Annualised
% change

7.2%
6.1%
-12%
9.0%
6.5%
-12%
3.6%
57%
N/A
10.0%
11%
10.0%

9.9%
9.9%
6.3%
10.0%
10.0%
0.5%
6.8%
7.3%
8.8%
10.0%
11%
10.0%

Difference
(2029-30
price minus
FCR price)

0.00
0.00
0.00
-48.66
-2.08
0.00
0.00
0.00
N/A
-216.57
0.00
-122.37

0.00
0.00
0.00
-4.78
-0.35
0.00
0.00
0.00
0.00
-167.93
0.00
-64.18

Table 11.1 shows the increases in maximum general security entitlement charges are higher
compared to maximum high security entitlement charges in the same valley. This is driven by
decreases in the high security premiums for all Murray-Darling Basin (MDB) valleys. For more
information on changes in the high security premium since our 2020-21 review, see Chapter 10 -

Price setting.
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Our approach to setting maximum bulk water entitlement charges in Table 111 is to apply the 10%
per year cap to the general security entitlement charge. We then multiply the general security
entitlement charge by the applicable high security premium to derive the high security
entitlement charge. We consider it is appropriate to maintain the relativities between high
security and general security entitlement charges to reflect the additional security and reliability
provided by a high security entitlement (as measured by the high security premium).

This approach has resulted in differences in the percentage changes for high security and
general security entitlement prices in the same valley. For most MDB valleys the impact of a
lower high security premium is fully offset by the increases in the general security entitlement
charge. However, for the Namoi and Macquarie valleys, high security premiums have decreased
by 26% and 6% respectively since our 2020-21 review, resulting in decreases in the high security
entitlement charge in these valleys under our decisions.

Table 11.2 Decision on bulk water usage prices for the 2026 determination period
($/ML, $2026-27)

Difference

Current (2029-30

2025-26 Annualised price minus

Valley ($2026-27) 2026-27 2027-28 2028-29 2029-30 % change FCR price)
Border 9.23 10.16 1117 12.29 13.52 10.0% -0.57
Gwydir 2259 24.85 27.33 30.07 3165 8.8% 0.00
Namoi 40.58 44.64 49.10 51.00 51.00 5.9% 0.00
Peel 3220 3542 38.96 42.86 4714 10.0% -24.74
Lachlan 40.94 45.04 49.54 54.49 59.94 10.0% -3.81
Macquarie 28.43 3127 L33 B8 B8 2.5% 0.00
Murray 3.84 423 465 479 479 57% 0.00
Murrumbidgee 6.53 718 7.90 8.61 8.61 7.2% 0.00
Lowbidgee N/A N/A N/A N/A N/A N/A N/A
North Coast 2357 25.93 28,52 3137 3451 10.0% -270.34
Hunter 2514 27.65 29.22 29.22 29.22 3.8% 0.00
South Coast 2665 25.68 28.25 31.08 3419 10.0% -69.53

a. Lowbidgee has only supplementary licences.
Note: Excludes MDBA/BRC costs. Current prices are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

North Coast and South Coast maximum prices will increase by 10% per year plus
inflation

In our 2020-21 review, we decided to hold prices constant in real terms for the North Coast and
South Coast valleys based on the view that prices in these valleys may be approaching
customers' capacity to pay.*®” Following this, in our 2024-25 review, we decided to increase
prices in the North Coast and South Coast by 2.4%, reflecting an inflation-only increase.'#®

Under our decision in this review, maximum entitlement and usage charges in the North Coast
and South Coast will increase by 10% plus inflation each year over the 4-year determination
period. This is consistent with the price increases for customers in other valleys, where the FCR
prices are substantially higher than current prices and may lead to undesirable social impacts.
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We note that in IPART's 2010 review we capped bill increases for general security customers in
the North Coast, South Coast and Peel valleys to 10% real per annum, on the basis that FCR prices
would adversely affect the financial viability of farms in these valleys.*®9 Since then, prices in the
Peel valley have transitioned to FCR levels.*?°

Several stakeholders did not agree with applying a uniform price cap. NSW Irrigators’ Council and
the Toonumbar Water Users Group supported a lower price cap for the North Coast and South
Coast, noting the existing community service obligation (CSO) in place and previous commentary
in the 2017 IPART review of prices for rural bulk water services that FCR is likely to be
unattainable in those valleys.** Similarly, the Hunter Valley Water Users Association supports the
North Coast and South Coast having a different price cap to ensure irrigated agriculture can
continue in these smaller valleys'®?, while the Bega Valley Water User Association did not support
uniform price caps across valleys.*93

In contrast, WaterNSW acknowledged the rationale for a uniform annual price cap and did not
propose valley-specific caps in response to the Draft Report.*94

MDBA and BRC charges will also increase by a maximum of 10% per year plus inflation

IPART sets MDBA and BRC charges so that water users directly contribute to the NSW
Government's share of the costs for the MDBA and the BRC. In determining these charges, we
consider the efficiency of the underlying costs that are used to set the NSW Government's
contributions to the MDBA and the BRC.

Chapter 6 - MDBA and BRC presents our decisions on efficient operating and capital expenditure
for the MDBA and the BRC. Then, in Chapter 9 - Cost sharing, we discuss the approach we have
taken to allocate costs between WaterNSW's customers and the NSW Government.

Under full cost recovery (FCR), MDBA and BRC charges would increase as follows:

o MDBA general security entitlement charges would increase by 15% for the Murray valley and
by 13% for the Murrumbidgee valley from current levels. High security entitlement charges
would increase by 2% for the Murray valley and by 7% for the Murrumbidgee valley from
current levels. Variations in changes for general security and high security entitlement
charges are driven by decreases in high security premiums.

o MDBA usage charges would increase by 11% for the Murray valley and by 14% for the
Murrumbidgee valley from current levels.

e BRC general security entitlement charges would increase by 108% and high security
entitlement charges would increase by 88% from current levels. BRC usage charges would
increase by 116% from current levels.

FCR MDBA and BRC charges are presented in Appendix J - Prices and bills under full cost
recovery.
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We have made a decision to cap increases in maximum MBDA and BRC charges to 10% plus
inflation per year, for consistency with WaterNSW's bulk water charges. The cap does not affect
MDBA charges, which reach FCR levels in the first and second year of the determination period
for the Murrumbidgee and Murray valleys, respectively. BRC general security entitlement prices
and usage prices will increase by 10% plus inflation each year for 4 years but remain below FCR
levels by the end of the 4-year determination period.

Table 11.3 Decision on MDBA/BRC entitlement prices for the 2026 determination
period ($/ML, $2026-27)

Current
2025-26
Valley ($2026-27)
High security
Border 6.08
Murray 10.80
Murrumbidgee 2.32
General
security
Border 2.22
Murray 475
Murrumbidgee 0.80

2026-27

6.05
10.54
2.39

244
522
0.87

2027-28

6.65
10.55
239

2.68
523
0.87

2028-29

7.32
10.55
239

2.95
523
0.87

Note: Current prices are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

2029-30

8.05
10.55
239

325
523
0.87

Annualised
% change

7.3%
-0.6%
0.7%

10.0%
2.4%
2.2%

Difference
(2029-30
price
minus FCR
price)

-291
0.00
0.00

-117
0.00
0.00

Table 11.4 Decision on MDBA/BRC usage prices for the 2026 determination
period ($/ML, $2026-27)

Current

2025-26

Valley ($2026-27)
Border 108
Murray 231
Murrumbidgee 0.46

2026-27
119

246

0.50

2027-28
131

246

050

2028-29
144

246

0.50

Note: Current prices are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

We considered several alternative pricing options

2029-30
159

246

050

Annualised
% change

10.0%
1.6%
2.3%

Difference
(2029-30
price
minus FCR
price)

-0.67
0.00
0.00

\We considered several alternative pricing options, including limiting price increases to a
maximum of 5% per year plus inflation or 15% per year plus inflation.

A 5% annual price cap plus inflation would be consistent with our pricing decision in the 2024-25
review of prices for Water Administration Ministerial Corporation (WAMC).*9> \X/e consider this
option could also be appropriate for \WaterNSW's rural bulk water prices, as rural valley
customers also pay WAMC charges.
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A 15% annual price cap plus inflation would be consistent with the alternative scenarios presented
in WaterNSW's September 2024 proposal.1%®

In addition to the alternative annual price caps, we also considered a more tailored approach
which would involve setting prices below FCR levels for valleys where affordability concerns and
potential social impacts appear to be most significant, based on our analysis to date. However,
we have decided not to pursue this tailored approach, because we do not have sufficient
information to determine the appropriate prices below FCR levels.

There was consistent feedback from stakeholders that a 10% (plus inflation) annual cap on prices
would have material adverse impacts on farm viability, investment decisions and regional
communities.’®” Several stakeholders noted broader pressures being experienced by irrigators in
addition to water charges. These include water reforms and policy changes, which increase costs,
complexity and uncertainty, changes in water availability and reliability over time, and changes in
input costs, including fuel, electricity, fertiliser, compliance, labour and transport costs.*9¢ Some
stakeholders were not opposed to FCR in the future, but preferred lower annual price caps to
allow time for water users to adapt to higher prices.*®°

The Ricegrowers Association highlighted that rice is a water intensive crop, with water prices
directly influencing whether rice is planted and sustained price increases risking lower
production.?°® Hunter Valley Water Users Association also reported likely impacts of the 10%
(plus inflation cap) on their members could include reducing livestock stocking levels, reduced
irrigation during dry spells, lower profitability, and reduced output with flow-on effects to
employment.?®* Stakeholders also indicated that price increases could result in irrigated pastures
becoming economically unviable and would require farms to purchase more feed in the future,
exposing them to additional risks.2°

We also received feedback on impacts from local water utilities. Cowra Council indicated that
their water customers would struggle to pay for water price rises above inflation due to relatively
high existing customer bills.2°3 Tamworth Regional Council noted the risk that higher prices posed
to some general security licence holders and noted that if they gave up their entitlements it could
see water costs concentrated over a smaller number of licence holders, of which Tamworth
Regional Council would be the largest.2°4 The concern that high prices may see more licences
being surrendered, resulting in further loss of income to WaterNSW, was shared by other
submissions.z®5

Both WaterNSW and the NSW Government noted that lower annual price caps would defer cost
recovery and would impose additional costs on NSW taxpayers, while WaterNSW recognised
that real price increases may be challenging for customers.2°®
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There were mixed views on whether IPART should consider alternative approaches for price
setting. Tamworth Regional Council submitted that IPART consider postage stamp pricing across
NSW .27 RMCG (on behalf of Murray Irrigation, Murrumbidgee Irrigation and Coleambally
Irrigation) did not support an alternative approach for the Final Report, primarily due to time
constraints.2°® \WaterNSW responded that more fundamental changes to price setting
approaches (such as alternative forms of control or structural tariff reform) may warrant
consideration in a future determination, but cannot be effectively designed, tested and
implemented within the current determination period.2°® WaterNSW also requested that IPART
provide clear, high-level guidance in the Final Report on how it would assess future tariff reform
proposals.?® The NSW Government also noted an interest in working with IPART to develop a
structured framework for managing water service affordability for rural valley customers in the
future 2

The Tribunal acknowledges stakeholder concerns about affordability and Ricardo's analysis of
agricultural impacts indicating that a 15% annual cap would make lower-value commodities, in
several valleys in the Northern Basis, unprofitable for small to medium-sized farms.
Consequently, the Tribunal prefers not to impose a 15% cap on price increases. Updated
modelling by Ricardo show that a 10% per annum (plus inflation) price cap results in more
moderate profitability impacts across all commodities modelled, although enterprises already
operating under financial pressure remain vulnerable. Under lower water allocation scenarios
commodities such as lucerne, which are already highly exposed to changes in water availability
and irrigation costs, become increasingly financially vulnerable. Reduced allocations constrain
production volumes and pasture yields while many operating and overhead costs remain fixed,
placing pressure on farm profitability.

11.2  Maximum price increases for Fish River Water Supply Scheme
customers will also be capped to 10% per year plus inflation

The FRWS provides water to customers in the Central Tablelands region. We set different prices
for FRWS customers because the FRWS diverts water through a series of pipelines over long
distances, as opposed to other rural valleys where users can directly draw water from a river.

Currently, four customers receive most of the water supplied from the FRWS:

e EnergyAustralia, for the Mt Piper Power Station

e WaterNSW Creater Sydney for urban supplies in the Blue Mountains

o Lithgow City Council for urban supplies in Lithgow and several outlying villages
e Oberon Council for urban supplies in Oberon and surrounding towns.

We set different maximum prices based on whether a customer receives raw (unfiltered) or
filtered water.

For raw water customers we maintained an 80:20 fixed-to-variable price structure.

For filtered water customers, we set the filtered water usage charge with reference to the
short-run marginal cost (SRMC) of supply. This is consistent with the approach we took in the
2020-21 review.
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To calculate the SRMC of supply, we added the incremental cost of water treatment to the raw
water usage charge. We accepted the approach in WaterNSW's September 2024 proposal to
escalate the incremental cost of water treatment from the 2020-21 review by the CPI, but
updated this to include an additional year of inflation.

We sought updated information from WaterNSW on the incremental cost of water treatment
since its September 2024 pricing proposal. WaterNSW indicated they do not have updated
information that has been sufficiently reviewed or consulted on with affected customers.

Based on FCR prices for the FRWS;

e Access charges would increase by 31% to 53% and water take charges would increase by 39%
to 93% for raw water customers. Oberon Council would experience a higher increase than
other raw water customers under the FCR prices because of the decision in the 2020-21
review to hold prices constant in real terms, which means current prices are below FCR
levels.2

e Access and water take charges would increase by 31% for filtered water customers.
FCR prices for the FRWS are shown in Appendix J - Prices and bills under full cost recovery.

We have made a decision to cap increases in maximum F\X/RS charges to 10% plus inflation per
year, for consistency with WaterNSW's bulk water charges and MDBA and BRC charges. Under
this decision, access charges for Oberon Council will reach FCR by 2029-30, while water and
water take prices will increase by 10% plus inflation each year for 4 years. Maximum water take
prices will remain below FCR levels by the end of the 4-year determination period, and below the
prices paid by other raw water customers.

Table 11.5 Decision on FRWS charges for the 2026 determination period ($/KkL,
$2026-27)

Difference
Current (2029-30
(2025-26) Annualised price minus
Valley ($2026-27) 2026-27 2027-28 2028-29 2029-30 % change  FCR price)
Bulk raw water
Access charge
Major customers 0.65 071 0.78 0.81 0.81 5.8% 0.00
(other than Oberon
Council)
Oberon Council 0.55 0.61 0.67 0.73 0.81 10.0% 0.00
Minor customers 0.65 071 0.78 0.81 0.81 5.8% 0.00
First tier water
take charge
Major customers 043 047 0.52 0.57 0.62 9.7% 0.00
(other than Oberon
Council)
Oberon Council 0.33 0.37 0.40 0.44 0.49 10.0% -0.13
Minor customers 043 047 0.52 0.57 0.62 9.7% 0.00

Second tier water
take charge®
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Difference
Current (2029-30
(2025-26) Annualised price minus
Valley ($2026-27) 2026-27 2027-28 2028-29 2029-30 % change FCR price)
Major customers 107 118 1.30 143 143 7.4% 0.00
(other than Oberon
Council)
Oberon Council 0.88 0.97 107 118 130 10.0% -0.13
Minor customers 107 118 1.30 143 143 7.4% 0.00
Bulk filtered
water
Access charge
Major customers 112 124 136 141 141 58% 0.00
Minor customers 112 124 136 141 141 58% 0.00
First tier water
take charge
Major customers 0.70 0.77 0.84 0.88 0.88 6.0% 0.00
Minor customers 0.70 0.77 0.84 0.88 0.88 6.0% 0.00
Second tier water
take charge®
Major customers 182 2.00 2.20 2.29 2.29 59% 0.00
Minor customers 182 2.00 2.20 2.29 2.29 5.9% 0.00

a. The second tier water take charge is the sum of the applicable access charge and the first tier water take charge.
Note: Current prices are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

A review of costs in the FRWS will help us set future prices

Oberon Council accesses raw water from the FRWS, which it then treats and supplies to the town
of Oberon and surrounding areas. Oberon Dam is the main storage in the FRWS and is located
around 2 km upstream from the town. Because of its proximity, Oberon Council can access water
without using pipelines, unlike other raw water customers.

In the 2020-21 review we decided to hold prices constant for Oberon Council, on the basis that it
can receive water without pipeline assets in the FRWS, and therefore does not contribute to
WaterNSW's need to incur costs of maintaining these assets.?*3

Table 11.5 shows that under our decision, access charges for Oberon Council will reach FCR by
2029-30 and water take charges will increase by 10% plus inflation each year for 4 years. We
consider it is appropriate for prices to increase because while Oberon Council does not rely on
the pipeline assets, it should contribute a fair share to the operating costs and the costs of
maintaining dams and other assets.

We do not have sufficient information to quantify the impact Oberon Council has on costs in the
FRWS compared to other customers at this time. We remain of the view that an in-depth
investigation of the costs in the FRWS will help us determine prices going forward. In the
meantime, water take charges for Oberon Council will remain lower than charges for other raw
water customers in the FRWS by the end of the 4-year determination period, under our decision.
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11.3  We will continue to index the Yanco Creek levy by inflation

The Yanco Creek natural resources management levy (Yanco Creek levy) is a unique charge that
applies to water licence holders in the Yanco Columbo system. It is intended to fund system
rehabilitation, to improve flows and provide water efficiencies for the system and Murrumbidgee
valley.

In our 2024-25 review we sought views on whether the levy should be indexed to inflation or
remain fixed. We received widespread support for indexing the levy to ensure it keeps up with
inflation. As such, we decided to increase the levy by inflation only.?*4

We have made the decision to continue to index the levy by inflation for the 2026 determination
period. Under this decision, the Yanco Creek levy will be set at $0.96 per ML of entitlement in
2026-27 and then remain constant in real terms for the 2026 determination period.

11.4 Miscellaneous charges will increase by inflation only

Miscellaneous charges are fees levied by WaterNSW for non-routine services. These charges are
not recovered through bulk water charges, and they are determined and charged separately.

11.4.1 Existing meter service charges

Meter service charges are levied annually and are based on the size of the government-owned
meter.

WaterNSW proposed maintaining the meter service charges in real terms.?*®> We determined this
approach is reasonable and accepted WaterNSW's proposal in the 2024-25 review.

Our decision is to continue to increase meter service charges by inflation only over the 2026
determination period.

Prices for existing meter services are shown in Table 5.1 of the Determination.

11.4.2 Meter accuracy testing charges

Customers with a WaterNSW-owned meter may request a meter accuracy test if the meter is
suspected to be faulty. When a customer requests accuracy testing, WaterNSW levies a
refundable deposit. The deposit is returned if the meter is found to be inaccurate and forfeited by
the customer if the meter is within accuracy standards.

The refundable deposit is not intended to reflect costs. Rather, it aims to balance customer
incentives to question the accuracy of their meter. In the 2024-25 review we decided that the
existing deposit amount remained appropriate and maintained this at $1750.2* Our decision is to
continue to maintain the deposit amount at $1750.

WaterNSW proposed maintaining the cost-reflective meter accuracy testing charges in real
terms.27 We consider this is reasonable, and we accept WaterNSW's proposal to increase the
meter accuracy cost-reflective charge by inflation only over the 2026 determination period.
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Prices for meter accuracy testing services are shown in Table 5.2 of the Determination.

11.4.3 Connection and disconnection fees in the FRWS

WaterNSW levies other miscellaneous charges for connection and disconnection fees in the
FRWS, which are charged based on the complexity of each connection.

Our decision is to accept WaterNSW's proposal to maintain FRWS connection and disconnection
charges in real terms over the 2026 determination period.?*®

Prices for this fee is shown in Table 5.3 of the Determination.

11.4.4 Trade processing charge

WaterNSW indicated that the trade processing charge is currently included under both the Rural
Valleys and WAMC determinations for temporary trades, while permanent trades are fully
covered by WAMC.

To ensure consistency and alignment, WaterNSW proposed adopting the WAMC charge for both
temporary and permanent trades. Table 5.1 of the WAMC Final Determination contains two
charges for "Water allocation assignment (temporary trade)’, one for regulated rivers and one for
unregulated rivers and groundwater.

Permanent trade processing charges are only covered in the WAMC Determination, under
charges for "water access licence dealings” in Table 5.1.

Given this, we have decided to delete the temporary trade processing charge from the Final
Determination and let the WAMC Determination cover both temporary and permanent trade
processing charges.
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Summary of our decisions on risk allocation

To accept WaterNSW's proposed Chaffey pipeline cost pass-through
mechanism

We consider the proposed Chaffey pipeline cost pass-through meets our criteria.

To not accept WaterNSW's other proposed general and nominated cost
pass-throughs

WaterNSW proposed several general pass-throughs and 3 other nominated
pass-throughs for:

e projects undertaken for government
e operating licence changes
e non-urban metering reform.

We do not consider these proposals meet our criteria for efficient cost pass-throughs.

To consider true-ups at the next WaterNSW price review
At WaterNSW's next price review, we may consider a true-up for:

e over or under-recovery of Chaffey pipeline energy costs
o future operating licence changes that affect costs

e unforeseen tax change events.
To accept WaterNSW's proposal to introduce a demand volatility adjustment
mechanism (DVAM)

We have introduced a demand volatility adjustment mechanism with a 5% threshold to
manage material changes in water sales revenue over the determination period.

One of the key themes in this price review is how risk is shared between WaterNSW (including its
shareholder, the NSW Government) and its customers.

WaterNSW proposed reducing its share of cost and revenue risks associated with the price
determination and increasing the share borne by customers.

In this chapter, we discuss our decisions on allocating revenue risks and allocating cost risks, as
well as mechanisms to encourage efficiency.

Cost risk is the risk that new and unforeseen costs may arise that are not reflected in prices. We
discuss this in sections 12.1 and 12.2.
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Revenue risk is the risk that the business faces revenue volatility from fluctuations in demand.
This can occur if an unforeseen event reduces water usage below the forecast used to set prices.
In this case, WaterNSW may not recover revenue equivalent to the NRR. In section 12.3, we
discuss our approach to managing revenue risk.

121 Cost pass-throughs
Our decisions are;

42. To adopt WaterNSW's proposed Chaffey pipeline cost pass-through mechanism.

43. To not accept the proposed cost pass-throughs relating to:
a. projects undertaken for government
b. operating licence changes
c. non-urban metering reform
d. general pass-through events.

In general, we provide an expenditure envelope for a business and expect it to manage its
operations within that envelope.

However, when there is a known and material cost outside the business's control, we can include
a cost pass-through (up front) in the determination.

If the costs occur during the determination period, the business can pass it through to customers.

Cost pass-throughs are intended only for large step changes in costs that materially affect
a business.

When setting a cost pass-through, we review the efficient cost of the event and set either a price
or a method for calculating the price. This provides an appropriate balance between revenue risk
management and consumer protection.

WaterNSW has proposed 5 cost pass-throughs for its regional and rural bulk water operations.
We have considered whether each proposal meets our cost pass-through criteria, as set out in
our Water Regulation Handbook and Box 12.1.

Our decision is to accept the proposed Chaffey pipeline cost pass-through mechanism but not
the other proposed pass-throughs, consistent with our draft decisions.
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Box 12.1 IPART's cost pass-through principles

In proposing a cost pass-through, the business should demonstrate the following
principles apply:
1. Thereis a trigger event (to activate the cost pass-through), which can be clearly

defined and identified in the price determination.

2. The resulting efficient forecast cost associated with the trigger event can be fully
assessed, including whether there are other factors that fully or partially offset
the direct cost of the event.

3. Theresulting cost is assessed to exceed a materiality threshold. It must also
represent a material risk for customers (in the absence of a pass-through).

4. The regulated business demonstrates that a cost pass-through is the most
efficient and equitable way to deal with the event.

5. If the mechanism is triggered, there is a symmetric treatment of any over- or
under-recovery of actual costs, relative to the efficient forecast cost included in
the cost pass-through.

6. The cost pass-through will result in customer prices that better reflect the
efficient cost of service.

Source: IPART, Water Regulation Handbook, July 2023, p 56.

Stakeholder views on our draft cost pass-through decisions

Many submissions to our Draft Report opposed cost pass-throughs and true-ups in principle.
Stakeholders noted that:

e customers have limited capacity to manage and absorb risks arising from WaterNSW's
costs?9

e cost pass-throughs and true-ups could weaken incentives for WaterNSW to manage its costs
efficiently

e mechanisms seem to be asymmetric and do not appear to benefit customers if costs fall.?2°

WaterNSW's response to our Draft Report broadly supported our use of targeted cost pass-
throughs where costs are material, unforeseen and outside its control, but noted that such
mechanisms should preserve full recovery of efficient costs and be applied consistently with
IPART's building block framework.2#*

Chaffey Dam pipeline drought operations cost pass-through

WaterNSW proposed a new cost pass-through for costs associated with operating the 18.2 km
pipeline from Chaffey Dam to Tamworth during drought operations. When the pipeline is in use,
operational costs increase significantly, mainly due to electricity costs for pumping.??

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 169


https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Handbook-Water-regulation-July-2023-V2.PDF

Risk allocation

Our decision is to adopt this new cost pass-through. We consider that this mechanism meets our
pass-through criteria because the trigger is clearly defined. The pipeline operation would have a
material cost impact on WaterNSW, and result in prices that better reflect the efficient cost

of service.

WaterNSW proposed the following formula to calculate the cost of the Chaffey pipeline:

MWh
Chaffey pass through ($) = Volume (ML) X Composite Energy Factor ( ML ) X Energy Price (ﬁ)
WaterNSW proposed a composite energy factor of 0.391 M\WWh/ML. We consider this factor
reasonable because WaterNSW advised it is based on pump performance data.

For the energy price benchmark, WaterNSW proposed using benchmark prices from either the
Greater Sydney review, or the Broken Hill pipeline review. WaterNSW considered the Broken Hill
pipeline the closest equivalent to the Chaffey pipeline.

Our decision is to use the forecast energy costs modelled by Frontier Economics for the current
Broken Hill pipeline review. They use more up-to-date information than the Greater Sydney review.

WaterNSW has advised that key operational matters, including the volume and timing of water
deliveries through the pipeline, are currently uncertain. As it is therefore unclear whether
operation would be required during peak periods, WaterNSW has assumed off-peak operation
for forecasting purposes and excluded network access, demand off-peak and retail operating
costs and margin from the energy price calculation for the pass-through, as shown in Table 12.1

Table 12.1 Forecast electricity costs, off-peak ($/MWh)

2026-27 2027-28 2028-29 2029-30

Wholesale energy costs

\Wholesale energy off-peak 86.45 83.80 8378 83.80
Losses -0.29 -0.28 -0.28 -0.28
Unaccounted for Energy (UFE) 225 218 2.18 2.18
Renewable energy policy costs

Costs of Large-scale Renewable Energy Target 3.04 2.39 173 148
(LRET) compliance

Costs of Small-scale Renewable Energy Scheme 411 401 391 382
(SRES) compliance

Costs of Energy Savings Scheme (ESS) 228 232 2.36 240
compliance

Market fees and ancillary services

Market fees 040 040 040 040
Ancillary service costs 0.38 0.38 0.38 0.38
Network charges

Network access (fixed daily charge) 26.27 27.01 27.78 27.78
Energy off-peak 31.86 3277 3370 3370
Demand off-peak (kVa demand) 314 323 323 323
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2026-27 2027-28 2028-29 2029-30

Retail operating costs and margin

Allowance for ROC (annual charge) 2,788.55 2,788.55 2,788.55 2,788.55
Allowance for RM (% mark-up) 6.04% 6.04% 6.04% 6.04%
Total cost per MWh? 130.48 127.97 128.16 127.88

a. WaterNSW excluded the network access (fixed daily charge), demand off-peak and retail operating costs and margins from the total costs.
Source: Email from WaterNSW to IPART, 23 March 2026.

WaterNSW has also indicated the operation of the pipeline would only affect Tamworth Regional
Council. As a result, the cost of operating the Chaffey pipeline would be applied only to
Tamworth's usage charge.

This is consistent with our approach in the WaterNSW Greater Sydney review, where the cost of
Shoalhaven transfers is recovered from Sydney Water only.

Tamworth Regional Council's submission to our Draft Report considered that these charges
were appropriate.?3

Projects undertaken for government cost pass-through

WaterNSW also proposed a pass-through for costs associated with projects required as a result
of government-led business cases or investment decisions. It said it cannot know the cost of
these events at the time of the determination.?24

We consider that because the costs are unknown (or it is unclear whether they will arise), we
cannot allow this pass-through.

The event is not clearly defined, and there is no trigger event that would start the mechanism.

Further, WaterNSW has not proposed any way to assess whether any costs incurred would be
efficient. We also cannot be confident that WaterNSW would have no influence over whether the
event occurs.

Therefore, our decision is not to accept this pass-through mechanism.

Operating licence changes cost pass-through

WaterNSW has proposed a pass-through to recover costs associated with changes to its
Operating Licence. It said these costs may arise from an IPART review and may not be fully
assessed at the time of the determination.?

As with the projects undertaken for government pass-through, we consider this proposal does
not meet our criteria. The event is not clearly defined, the potential costs are unknown, and the
materiality of change is unclear.

WaterNSW's Operating Licence requires it to conduct its activities in a manner that is efficient,
resilient, reliable, sustainable and equitable.

Where changes to the Operating Licence are proposed, we consult with stakeholders (including
WaterNSW). We also assess the costs and benefits before recommending major changes to
licence conditions.
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Our decision is not to include this cost pass-through.

Non-urban metering reform cost pass-through

WaterNSW proposed a pass-through for the costs of complying with the NSW Government's
non-urban metering reform. It said these costs were not fully assessed at the time of
its proposal.??®

As with the projects undertaken for government and operating licence changes pass-throughs,
we consider this proposal does not meet our criteria. The costs have not been defined, and the
materiality of the change is unclear.

Our decision is therefore not to include this cost pass-through.

General pass-through events

Finally, WaterNSW has proposed a general pass-through to recover unforeseen costs arising
from the following:

regulatory changes

e service standard changes

e taxchanges

e insurance coverage (where costs exceed the insurance cap or available cover)
e insurer credit risk

e natural disasters

e terrorism.

WaterNSW argues that the costs associated with these risks cannot be practically identified at
the time of a determination but could have a material impact if they occur.

WaterNSW proposed a mechanism that would allow IPART to determine the efficient pass-
through amount and the recovery period when the cost arises. This would occur during the
determination period rather than specifying costs at the time of determination.

WaterNSW said that similar approaches exist in some other regulatory frameworks, including the
National Electricity Rules for electricity and gas networks.??”

We do not consider that a general cost pass-through is appropriate. In our view, the proposal
does not meet our pass-through criteria.

This is because:

o the trigger for the mechanism is not clearly defined

e the potential costs cannot be assessed in advance

e some of the risks may be partly within WaterNSW's control

e transferring these risks to customers would weaken incentives to manage them efficiently.
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For example, WaterNSW may be able to plan for natural disasters and manage the risk through
appropriate insurance. Allowing a pass-through mechanism could weaken the incentive to
manage these risks effectively.

Our regulatory framework already allows businesses to address material cost changes. Where
costs change significantly, the business may seek to bring forward the next price review.

We consider this approach better aligns with our risk allocation framework.

12.2 True-ups

In general, we expect businesses to manage within the expenditure envelope we set at the start
of a determination. However, there may be circumstances where this is not possible.

If costs change materially during a determination period, businesses may seek a true-up at the
next price review. These costs can then be recovered from customers in the following
determination period.

Our decisions are;

44. At the next review of WaterNSW's rural bulk water services, the Tribunal may
consider a true-up to address any over or under-recovery of revenue during the
2026 determination period due to:
a. changes in Chaffey pipeline energy costs
b. changes in WaterNSW's Operating Licence
c. unforeseen tax change events.

Stakeholder views on true-ups

Many submissions to our Draft Report did not support true-ups in principle, noting that:
e WaterNSW could manage cost risks across its broader business??®

o WaterNSW should not transfer cost overruns to customers?©

e true-ups should be subject to consideration rather than considered automatic.?3°

WaterNSW's response to our Draft Report sought broader and clearer application of true-ups for
land tax and insurance costs.?3* Our decision is to not accept the proposed land tax and insurance
true-ups. We discuss this decision below.

Electricity costs for Chaffey Dam

WaterNSW proposed an energy true-up to operate alongside the Chaffey pipeline cost pass-
through. The mechanism would adjust electricity costs at the next determination period to
account for forecasting error.23

WaterNSW has proposed similar energy true-ups in the Greater Sydney and Broken Hill
pipeline reviews.
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Given ongoing geopolitical uncertainty and volatility in energy prices, we see merit in considering
an end-of-period true-up for benchmark energy costs.

At the next review of WaterNSW's rural and bulk water services, we may consider a true-up to
address any over or under-recovery resulting from changes in energy costs.

This approach is consistent with our decision in the WaterNSW Greater Sydney review, where a
true-up was adopted for Shoalhaven electricity costs.

Operating licence changes and unforeseen tax changes

As discussed above, we did not accept WaterNSW's proposed cost pass-throughs for operating
licence changes or other general risks, including tax changes.

However, we recognise WaterNSW has limited control over some cost changes. These may arise
from amendments to its Operating Licence or changes to tax arrangements during the 2026
determination period.

For this reason, our decision is that we may consider a true-up at the next determination.

This would allow the Tribunal to assess the impacts of these changes and determine whether a
true-up is appropriate.

WaterNSW'’s proposed land tax and insurance trend true-ups

In response to our Draft Report, WaterNSW sought broader and clearer application of our draft
decision to consider a true-up in the next determination period for unforeseen land tax changes
and sought a true-up for changes in insurance costs. Our decision is to not accept these
proposed changes.

Land tax

In our Draft Report, we noted that if tax on non-valued land eventuates in the 2026 determination
period, IPART may consider a true-up to recover these costs in the subsequent determination
period.?33 WaterNSW has proposed that IPART formalise and define this true-up, and suggested
to extend this to land tax on valued and intersecting land as well.234

We consider that land tax does not meet our cost pass-through criteria because WaterNSW can
influence, to some degree, the amount of land tax it pays through its property decisions.

Insurance trend

WaterNSW also proposed a true-up for the insurance trend on the basis that it has limited control
over its insurance costs (which are NSW Treasury Managed Fund (TMF) contributions).23%

We consider insurance does not meet our cost pass-through criteria. This is because although
WaterNSW is currently required to contribute to the TMF, it can influence insurance costs at the
margin through risk controls. A formal pass-through may also create incentives for WaterNSW to
over-allocate insurance costs to its regional and rural bulk water service, since no pass-through
arrangement was included in the Greater Sydney or WAMC determinations.
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12.3 Revenue volatility

In section 10.1 we explained our decision to not accept WaterNSW's proposed revenue cap and
to maintain the current price cap as the form of price control. Given that decision, we considered
whether a mechanism is needed to manage revenue volatility in WaterNSW's regional and rural
bulk water operations.

Since 2010, we have included an allowance or mechanism to manage WaterNSW's revenue
volatility risk. We previously considered 3 options:

Unders and overs mechanism (UOM)

This mechanism was introduced by the Australian Competition & Consumer Commission (ACCC)
in 2014 and discontinued by IPART in 2017. We have found it can lead to unsustainable balances
over time. This may require larger contributions from customers than the cost of managing cash-
flow over the determination period. We consider a UOM also shifts costs across determinations,
potentially to different groups of customers, which raises intergenerational equity concerns.

Revenue product swap

In our 2017 determination we set a volatility allowance, which we estimated as the cost of an
insurance product (revenue swap policy). The product would allow WaterNSW to convert its
regulated revenue stream from approximately 40:60 fixed-variable to approximately 80:20 fixed-
variable.23® WaterNSW has not provided information or quotes for a similar product for this
review.

Self-insurance

In our 2021 review, we engaged Frontier Economics to estimate the efficient cost of managing
revenue volatility risk through a line-of-credit approach. This assumed WaterNSW would borrow
or lend so that 80% of its revenue would be fixed. We then set a revenue volatility allowance of
$1.23 million over 4 years on that basis.?3”

12.31 We are introducing a demand volatility adjustment mechanism (DVAM) in
the 2026 determination

In its submission to our Discussion Paper, WaterNSW stated that a revenue cap remains its
preferred approach for managing revenue risk. However, it identified a DVAM as its second-best
option.

WaterNSW noted that a DVAM is well-understood and can be implemented seamlessly and
transparently. In addition, stakeholder concerns about intra-period price volatility in relation to the
revenue cap would not be applicable with a DVAM .23
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Our decision is;

45. To introduce a demand volatility adjustment mechanism (DVAM) with a £5%
threshold for the 2026 determination period.

Our decision is to introduce a DVAM for the 2026 determination period. This is consistent with our
draft decision. We agree that the approach is well-understood, easily implemented, transparent
and consistent with mechanisms used for other water utilities.

A DVAM reduces the risk of under-recovery if water usage is lower than forecast. It would also
protect customers in the case of over-recovery.

Our decision is to set a DVAM threshold of £5% of forecast revenue to manage material changes
in water sales revenue over the determination period. This is also consistent with our draft
decision. An adjustment would only be made if the difference between actual and forecast
demand exceeds 5% in either direction.

We consider that this balances the need to manage revenue risk associated with factors outside
WaterNSW's control with the objective of maintaining incentives for efficient demand forecasting
and cost recovery. We consider that there is a role for this mechanism to address material
demand volatility, given that demand for rural bulk water is driven by factors such as climate and
water availability that are largely outside WaterNSW's control.

Stakeholder feedback on a DVAM

Stakeholders expressed mixed views on the proposed mechanism. WaterNSW supported the
introduction of the DVAM on the basis that it is a transparent and administratively efficient way to
manage material demand risk while limiting price variability. In contrast, submissions from many
stakeholders, including Tamworth Regional Council and NSW Irrigators’ Council, opposed the
DVAM, arguing that WaterNSW should manage demand and revenue risk within existing price
controls.?3 These stakeholders were concerned that the mechanism could increase volatility for
customers and transfer risk to water users, particularly in rural settings where low-use years can
already impose financial pressure.

How the DVAM works

The DVAM allows us to adjust future prices to reflect under- or over-recovery due to demand
varying from our forecasts by more than 5% in either direction. This would mean that a future
Tribunal may adjust revenue in the subsequent determination period for losses (or gains) of
revenue associated with differences between forecast and actual demand in the 2026
determination period, if the variation in demand exceeds a +5% threshold.

We consider that a DVAM is limited in scope and does not operate as a revenue cap, as:

o itapplies only where the difference in actual and forecast demand exceeds 5%, addressing
material changes in demand rather than normal variability

e itis designed to limit significant over- and under-recovery of revenue, rather than ensure full
alignment with a predetermined revenue target
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WaterNSW retains exposure to demand risk within the threshold, maintaining an incentive to
improve demand forecasting.

Our considerations when applying the DVAM

We note that a future Tribunal will need to consider further design details at the next price review
if the DVAM is triggered. IPART may consider the following features at the next price review to
ensure the DVAM operates effectively in practice:

how under- or over-recovery above the threshold would be allocated across valleys

how adjustments would be recovered from customers (for example, through entitlement
charges, usage charges, or a combination)

how differences in fixed-to-variable ratios across valleys would be addressed

how impacts between determination periods would be managed to avoid large price
movements

how the mechanism would apply across entitlement classes, including its interaction with
high security and general security pricing.
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Impacts of decisions

Summary of the impacts of our maximum prices

Bills will increase by 1%-10% per year plus inflation for regulated river
customers

General security customers in 5 valleys (Border, Peel, Lachlan, North Coast and South
Coast) will experience increases of 10% per year plus inflation over the 2026
determination, as will high security customers in the North Coast and South Coast.

Bills will increase by 6%-10% per year plus inflation for Fish River Water Supply
Scheme (FRWS) customers

Oberon Council will experience a larger increase compared to other FRWS customers due
to the decision in our 2020-21 review to hold prices constant in real terms.

We considered the impacts of potential increases in WaterNSW charges on
irrigators and local water utility customers

For the Draft Report, we sought external expert advice from Ricardo (a consultancy
providing water sector expertise) on impacts on irrigated farms. Following the release of
the Draft Report, we engaged Ricardo to model additional pricing scenarios and undertake
additional analysis to address stakeholder comments on Ricardo's final report.

Ricardo found that maximum WaterNSW prices will reduce farm profitability for cotton and
lucerne farming enterprises. At 50% water allocation lucerne, rice and dairy enterprises in
multiple valleys will become unprofitable, as will cotton enterprises in the Namoi valley.

We assessed the impact of maximum WaterNSW prices on local water utility customers by
comparing typical residential water bills to median and 20" percentile household incomes
in relevant local government areas. Households spending over 3% of income on water are
considered to be in ‘water stress’. Our findings indicate that typical customers will remain
below the 3% threshold under WaterNSW's maximum prices, however, bill increases will
predominantly impact low-income households. Bill impacts on household affordability are
small as raw water cost accounts for a small share of customer bills.

We consider WaterNSW will be able to maintain financial sustainability over the
determination period under our prices

WaterNSW will meet 2 of the 3 ratios throughout the determination period. The combined
WaterNSW business (combined rural valleys and WNSW Greater Sydney) will meet the 3
ratios throughout the determination period.

The funds from operations over debt ratio falls slightly below target in year 4 of the
determination under the actual test. This is driven by the addition of long-lived assets in
WaterNSW's asset base over the determination period. Given the strength in the other
ratios, we do not consider this to result in a financeability concern over the determination
period.
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Summary of the impacts of our maximum prices

The Government's share of NRR will be $286 million over the 2026
determination period

There are other costs that the Government will need to bear under our decision to cap
price increases to 10% per year plus inflation.

This chapter outlines our assessment and consideration of the social impacts of our decisions, as
required under section 15(1)(k) of the IPART Act.

In reaching our decisions, we considered the feedback we have heard from stakeholders
regarding affordability, external expert advice provided by Ricardo on impacts for irrigated farms,
and our own analysis of impacts for local water utility customers. Ricardo’s report on the impacts
of potential WaterNSW price increases on representative irrigation farms in regional NSW is
available on our review webpage. Ricardo also undertook additional modelling and responded to
irrigation sector feedback, which is also available on our review webpage.

13.1 Bills will increase by a maximum of 10% per year plus inflation

Our decision is to apply a 10% (plus inflation) annual cap to price increases for WaterNSW's
maximum rural bulk water charges, Murray-Darling Basin Authority (MDBA) and Dumaresq-
Barwon Border Rivers Commission (BRC) charges, and Fish River Water Supply Scheme (FRWS)
charges.

1311 Regulated river customers face annualised bill increases of 1%-10% plus
inflation

Table 13.1 presents bills for regulated river customers, including MDBA and BRC costs, under our
prices. These are based on:

e atypical high security customer with 1,000ML of entitlements and 100% usage of
entitlements

e atypical general security customer with 1,000ML of entitlements and 60% usage of
entitlements.
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Table 13.1 Bills by valley including MDBA and BRC costs ($, $2026-27)

Valley

High security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter

South Coast
General security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter

South Coast

Current
2025-26
($2026-27)

25,046
45,450
78,585
112,803
73,911
54,944
19,914
14,782
N/7A
39,496
51,332
65,031

11572
18,863
37,620
26,960
29437
22,232

9,740

6,877

2,259
26,487
35436
35,860

2026-
27

26,027
46,737
75786
120,961
76,931
56,537
20,121
15,747
N/A
43,440
55,018
71515

12,729
20,749
41,382
29,656
32,381
24,046
10,667
7,555
2,485
29136
37.857
39446

2027-
28

28,624
51,411
83,364
133,058
84,624
56,598
20,842
17,033
N/A
47,784
56,581
78,667

14,002
22,824
45,520
32,621
35,619
24,083
11,068
8,193
2733
32,050
38,795
43,391

2028-
29

31492
56,552
87,205
146,363
93,086
56,598
21231
18,326
N/A
52,563
56,581
86,534

15,402
25107
47569
35,884
39181
24,083
11,276
8,832
3,007
35,254
38,795
47,730

2029-
30

34,591
60,639
87,205

161,000
102,395

56,598

21231

18,326

N/A

57.819

56,581

95,187

16,923
26,724
47,569
39,472
43,099
24,083
11,276
8,832
3169
38,780
38,795
52,503

Change
from
current
2025-26
to
2029-30
bills ($)

9,545
15,189
8,620
48,197

28,484
1,654
1316
3,544

N/A

18,323

5250

30,156

5,351
7,861
9,949
12,512
13,662
1,851
1536
1,955
910
12,293
3.359
16,643

Change
from
current
2025-26
to
2029-30
bills (%)

38.1%
33.4%
11.0%
42.7%
385%
3.0%
6.6%
24.0%
N/A
46.4%
10.2%
46.4%

46.2%
417%
26.4%
46.4%
46.4%
8.3%
15.8%
28.4%
40.3%
46.4%
9.5%
46.4%

Annualised
% change

8.4%
7.5%
2.6%
9.3%
8.5%
07%
1.6%
55%
N/A
10.0%
2.5%
10.0%

10.0%
9.1%
6.0%
10.0%
10.0%
2.0%
3.7%
6.5%
8.8%
10.0%
2.3%
10.0%

Note: Bills include BRC costs in the Border valley and MDBA costs in the Murray and Murrumbidgee valleys. The Lowbidgee valley has
supplementary licences that are charged fixed entitlement charges only. Current bills are converted to $2026-27 using an inflation rate of

41%.

Source: IPART analysis.

Regulated river customers will experience annualised bill increases of 1%-10% plus inflation under
our maximum prices.

General security customers in 5 valleys (Border, Peel, Lachlan, North Coast and South Coast) will
experience increases of 10% per year plus inflation over the 2026 determination period, as will
high security customers in the North Coast and South Coast. This is consistent with our decision
to cap annual maximum price increases at 10% plus inflation, and reflects that all prices faced by
general security customers in these valleys are below full cost recovery (FCR) in 2029-30.
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General security customers will experience higher bill increases than high security customers in
the Murray-Darling Basin valleys due to decreases in high security premiums since the 2020-21
review. For more information, see section 10.3 of Chapter 10 - Price setting and section 11.1 of
Chapter 11 - Prices.

Bills for regulated river customers under FCR prices are presented in Appendix J - Prices and
bills under full cost recovery.

Bill impacts of MDBA and BRC charges

Table 13.2 presents the bill impacts of MDBA and BRC charges only under our prices.

Table 13.2 Bills - MDBA and BRC charges only ($, $2026-27)

Change Change

from from
current current
Current 2025-26 t02025-26 to
2025-26 2029-30 2029-30 Annualised
Valley ($2026-27) 2026-27 2027-28 2028-29 2029-30  bills (§)  bills (%) % change
High security
Border 7,162 7,241 7,960 8,761 9,635 2473 34.5% 7.7%
Murray 13,106 13,005 13,015 13,015 13,015 -92 -0.7% -0.2%
Murrumbidgee 2,779 2,892 2,892 2,892 2,892 113 41% 1.0%
General security
Border 3,300 3,630 3,993 4,392 4,831 1,532 46.4% 10.0%
Murray 7,058 7,686 7,691 7,691 7,691 633 9.0% 2.2%
Murrumbidgee 1,260 1,376 1,376 1,376 1,376 116 9.2% 2.2%

Note: Based on 1,000ML of entitlements and 100% usage for high security customers, and 1,000ML of entitlements and 60% usage for
general security customers. Current bills are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

Under our maximum prices, the BRC component of bills in the Border valley will increase by 10%
per year plus inflation for general security customers.

The MDBA component of bills in the Murray and Murrumbidgee valleys will increase by 9% plus
inflation for general security customers compared to current prices. Prices will reach FCR levels
in the first and second year of the determination period for the Murrumbidgee and Murray valleys
respectively and then remain constant in real terms.

Bill increases for general security are higher compared to high security due to decreases in high
security premiums since the 2021-21 review.

13.1.2 FRWS customers face annualised bill increases of 6%-10% plus inflation

Table 13.3 presents the bill impacts for FRWS customers under our prices.
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Table 13.3 Bills for FRWS customers ($'000, $2026-27)

Change Change

from from
current  current
Current 2025-26 t02025-26 to
2025-26 2029-30 2029-30 Annualised %
($2026-27) 2026- 27 2027- 28 2028-29 2029-30  bills($)  bills (%) change
Bulk raw water
EnergyAustralia 5,941 6,535 7,189 7,501 7,577 1,636 27.5% 6.3%
WaterNSW 3,016 3,318 3,650 3,833 3,909 893 29.6% 6.7%
Greater Sydney
Oberon Council 799 879 967 1,063 1,169 371 46.4% 10.0%
Lithgow Council 107 118 130 138 143 35 331% 7.4%
Individual minor 0.63 0.70 077 0.83 0.84 0.21 33.1% 7.4%
customers
Bulk filtered
water
Lithgow Council 2,434 2,677 2,945 3,056 3,056 622 25.5% 5.9%
Individual minor 0.67 074 0.82 0.85 0.85 017 25.6% 5.9%
customers

Note: Current bills are converted to $2026-27 using an inflation rate of 4.1%.

Source: IPART analysis.

FRWS customers will experience annualised bill increases of 6%-10% plus inflation under our
prices. Oberon Council will experience a higher increase compared to other FRWS customers
due to the decision in our 2020-21 review to hold prices constant in real terms, which means that
current prices are below full cost recovery levels.?4°

Although Oberon Council's bills will increase by more than other FRWS customers, its water take
charges will remain lower than full cost recovery levels and the prices paid by other raw water
customers by the end of the 4 year determination period. Access charges for Oberon Council will
reach FCR by 2029-30.

Bills for FRWS customers under FCR prices are presented in Appendix J — Prices and bills under
full cost recovery:.

13.2 We considered the impacts of potential increases in WaterNSW
charges on irrigated farms and local water utility customers

Section 15(1)(k) of the IPART Act requires us to also consider the social impact of our decisions.

We have considered social impacts by taking into account stakeholder feedback regarding
affordability, external expert advice provided by Ricardo on agricultural impacts and our own
analysis of impacts for local water utility (LWU) customers.

In Chapter 2 - What we heard from stakeholders, we present feedback we have received on key
issues in this review, including affordability. Findings from Ricardo's agricultural impacts analysis
and our analysis of impacts for LWU customers are summarised below.
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Both the agricultural impacts and LWU impacts analyses were completed using prices in
WaterNSW's September 2024 proposal. The findings from these analyses have contributed to
our decision to cap maximum price increases to 10% per year plus inflation.

Our analysis of affordability was generally welcomed by stakeholders, although several raised
concerns about key assumptions and scenarios modelled. Stakeholders agreed that farm
modelling was appropriate to assess affordability, but commented that the Ricardo modelling
does not reflect real world impacts and that individual farm outcomes may vary considerably
from the modelled results.?#* In their supplementary report, Ricardo noted that this is an inherent
limitation of representative farm modelling.

Stakeholders highlighted that there have been recent increases in fuel and fertiliser costs, driven
by energy market pressures, and that these have added significant cost pressure not fully
reflected in current modelling assumptions.?4 These pressures have been examined in Ricardo's
supplementary report.

Other stakeholders identified the importance of considering structural changes, such as the
number of customers or reliability and yield of entitlements, into the affordability analysis.

These and other concerns raised through stakeholder consultation were addressed in Ricardo’s
supplementary report, which is discussed below.

13.21 Ricardo has undertaken supplementary analysis of the impacts for small to
medium-sized irrigated farms

For the Draft Report, we engaged Ricardo to undertake farm financial modelling and provide
external expert advice on how the pricing scenarios in WaterNSW's September 2024 proposal
could impact farms irrigating lower-value crops in rural valleys serviced by WaterNSW. Following
the release of the Draft Report, we engaged Ricardo to model two additional pricing scenarios to
measure the impacts under 5% and 10% annual pricing caps, and undertake additional analysis to
address stakeholder comments.

We have also updated their analysis to reflect our maximum pricing decision.

We asked Ricardo to complete financial modelling for representative small and average farm
sizes, as our findings from the 2024-25 review indicate that these would generally be more
affected.?43 Large farms were excluded from Ricardo’s analysis, though it is assumed that they
would experience economies of scale benefits, with decreasing costs per unit of output.?4

We have heard from stakeholders that gross margins are only a partial indicator of financial
viability, and an approach that includes fixed costs and capital servicing is necessary to properly
evaluate whether a farm business can absorb cost increases.?4 Ricardo's analysis demonstrates
the impacts of potential increases in WaterNSW charges on irrigated farms' gross margins (which
represent total farm revenue minus variable costs), as well as net margins which incorporate all
costs toirrigate (e.g. fixed costs such as permanent labour, machinery depreciation, insurance,
rates, administration, interest expenses and other capital costs).24°
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We heard from stakeholders that the 100% water allocation assumption used in Ricardo's Final
Report is a best-case scenario that does not reflect typical or average seasonal conditions across
most valleys. Farms may be particularly vulnerable to affordability impacts during consecutive
dry years. Ricardo's supplementary analysis presented financial results under 0%, 20% and 50%
allocation levels.

The overarching conclusions of the Ricardo analysis was unchanged in the supplementary
analysis:

e Price increases materially reduce farm profitability, particularly for water-intensive, lower-
value commodities in the inland valleys and coastal systems.

e Structural barriers to farm adjustment mean that higher water charges are more likely to
accelerate farm exit and consolidation than to drive a transition to higher-value commodities.

The supplementary modelling shows that:

e The lower price increase scenarios of 5% and 10% per annum (in real terms) result in more
moderate profitability impacts across all commodities modelled, although enterprises already
operating under financial pressure remain vulnerable.

e Asallocations decline, net margins can quickly become negative once fixed costs such as
machinery, farm financing and water infrastructure charges are taken into account. At lower
levels of allocations (20%) all crops across all valleys have negative net margins (i.e. no longer
profitable) at current prices.

Table 13.4 shows Ricardo's analysis, updated to reflect our maximum pricing decision. Profitability
remains positive across all average farming enterprises at 100% allocation, with the exception of
lucerne production in Peel, which is modelled as not currently being profitable.

Table 13.4 Maximum WaterNSW price impacts on farm margins - average
representative farms ($2025-26), 100% allocation and entitlement covering 100%
of use

% of annual gross % of annual net

Current margin margin

Farm  WaterNSW gross attributable to Current net attributable to

size price impact margin  WaterNSW price margin  WaterNSW price

Valley (ha) ($/year) ($/year) increase ($/year) increase

Cotton

Border 1,200 42,000 3,871,320 1% 2,170,419 2%

Gwydir 1,050 65,195 3,306,114 2% 1,833,114 4%

Namoi 850 77,707 2,572,491 3% 1,329,428 6%

Macquarie 800 18,704 2,485,568 1% 1,364,738 1%

Lachlan 650 66,294 1,964,105 3% 1,056,752 6%

Murrumbidgee 400 6,440 1,266,024 1% 681,025 1%
Lucerne

Lachlan 225 32,783 627,732 5% 97,165 34%

Peel 140 17,738 397,575 4% -4,995 No longer

profitable

Murray 100 1,750 297,732 1% 42,363 4%
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Valley

Rice
Murrumbidgee
Murray

Wine grapes
Hunter

Dairy

North Coast
South Coast

% of annual gross

% of annual net

Current margin margin
Farm  WaterNSW gross attributable to Current net attributable to
size price impact margin  WaterNSW price margin  WaterNSW price
(ha) ($/year) ($/year) increase ($/year) increase
400 15,089 1,109,839 1% 556,530 3%
400 10,645 1,100,095 1% 502,042 2%
45 340 122,421 0% 32510 1%
320 13,733 1,054,383 1% 204,406 7%
513 27,708 2,267,381 1% 874,641 3%

Source: IPART analysis, Ricardo.

At lower levels of water allocation, the impacts are more substantial for a single year. Ricardo's
analysis, updated to reflect our maximum pricing decision, indicates that, at 50% allocations,
lucerne, rice and dairy enterprises in multiple valleys would become unprofitable, as would
cotton enterprises in the Namoi valley. Wine grapes are assumed not to be exposed to water
allocation risks. Wine growers in the Hunter valley typically use high security entitlements that
are not expected to be impacted by lower allocations to the same extent as general security
entitlement users.

Table 13.5 Maximum WaterNSW price impacts on farm margins - average
representative farms ($2025-26), 50% allocation and entitlement covering 100% of

use

Valley
Cotton
Border
Gwydir

Namoi

Macquarie
Lachlan
Murrumbidgee
Lucerne

Lachlan
Peel
Murray

Rice

Murrumbidgee

Farm size (ha)

1,200
1,050
850

800
650
400

225

140

100

400

WaterNSW Current gross
price impact

($/year)

28,224 1,935,660
38,808 1,653,057
49,058 1,286,246
9,828 1,242,784
36,673 982,053
3,990 633,012
18,135 299,354
10,570 182,981
1,235 124,916
9,375 554,920

% of annual

gross margin
attributable

margin to WaterNSW
($/year) price increase

1%
2%
4%

1%

4%

1%

6%

6%

1%

2%

Current net

% of annual
net margin
attributable

margin to WaterNSW
($/year) price increase

234,759
180,057
43182

121,954
74,700
48,013

-216,702

-203,783

-106,503

1610

12%
22%

No longer
profitable

8%
49%
8%

No longer
profitable

No longer
profitable

No longer
profitable

No longer
profitable
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% of annual % of annual
gross margin net margin
WaterNSW Current gross attributable Current net attributable
price impact margin to WaterNSW margin to WaterNSW
Valley Farm size (ha) ($/year) ($/year) price increase ($/year) price increase
Murray 400 7,668 550,048 1% -48,006 No longer
profitable

Wine grapes
Hunter N/A N/A N/A N/A N/A N/A

Dairy

North Coast 320 9,227 527,192 2% -322,785 No longer
profitable
South Coast 513 20,549 1,133,691 2% -259,050 No longer
profitable

Source: IPART analysis, Ricardo.

More information on representative small and average farm sizes and lower-value commodities
modelled by valley, impacts on gross and net margins, and assumptions used is available in
Ricardo's final report and supplementary report, which can be accessed on our review webpage.

Ricardo's farm financial modelling examines the impacts of potential increases in WaterNSW
charges. Stakeholders have told us that cumulative policy changes and water buybacks have led
to a shrinking productive pool, increasing costs for remaining users and threatening the
sustainability of the current model.?” \We have also heard that irrigated farms are experiencing a
broad and compounding set of financial pressures, and affordability analysis could be enhanced
by considering the full economic environment, not just the incremental cost of each change.?4

In addition to the farm financial modelling, we asked Ricardo to provide a qualitative assessment
of the following to support our understanding of potential impacts of higher WaterNSW charges:

e the impact on the water trading market, including entitlement and allocation prices
o the prospect for transition to higher-value horticulture crops

o the relationship between higher WaterNSW prices and farm amalgamation

o the potential for higher WaterNSW prices to incentivise more water use efficiency

o the potential impact on the financial viability of irrigation corporations and WaterNSW 249

Impacts on water entitlement and allocation prices

Ricardo considered that WaterNSW price increases will affect entitlement values, however
climate conditions, water reliability, commodity returns and water scarcity remain the dominant
determinants of entitlement prices. If WaterNSW charges increase, entitlement prices would
likely fall because of higher ongoing fixed costs, assuming all other inputs remain constant. For
many farm enterprises, water entitlements represent a substantial proportion of their total asset
value and form part of the security against which debt is held. A decline in entitlement values
would reduce balance sheet strength and equity, constrain their refinancing capacity, limit access
to working capital and increase financial stress, particularly for leveraged businesses. Irrigators
seeking to retire or sell may face a weaker market, and may be left no choice but to accept a
lower sale price for both their land and associated water entitlements.?5°
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This would have flow-on regional effects. Lower farm equity and diminished retirement proceeds
could affect local spending, service demands and broader business activity.?5*

Allocation prices are also likely to fall because an irrigator’s total willingness to pay is unlikely to
change, so if the usage charge increases the price for the allocation itself goes down. Irrigators
who rely on temporary allocation purchases may have limited net impact if allocation prices
reduce by the increase in the WaterNSW allocation costs.?5?

The prospect for transition to higher-value crops

Ricardo considered that higher water charges may not lead to water moving to higher-value
commodities, for the following reasons:

o Water reliability is critical for permanent plantings. New, higher-value horticulture is unlikely
to emerge in valleys where allocation reliability is uncertain over the long-term.#53

o Capital availability is a key constraint. Transitioning to higher-value commodities requires
substantial upfront investment.>4

e Higher-value commodities often involve greater exposure to risk. Some may prefer a lower
value but more stable and flexible enterprise over a theoretically higher-return option.?5

e Demographic structure and labour market conditions can constrain reallocation to higher-
value commaodities. An ageing farming population without a clear succession pathway will be
less willing to undertake significant capital-intensive transitions. Additionally, many higher-
value commodities are labour-intensive and rely on access to seasonal or skilled workers.?56

e Supply chain factors are a critical determinant of commodity choice and structural
adjustment. Higher-value commodities often require specialised facilities, freight logistics,
export certification and established buyer relationships. These are developed over long
periods. In regions where facilities are absent or operating at capacity, farmers face significant
barriers to switching production, regardless of water price signals.?%”

The relationship between higher WaterNSW prices and farm amalgamation trends

Ricardo identified a trend of farm amalgamation in regional NSW, driven by several key factors
including cost pressures.

It considered higher WaterNSW charges are likely to contribute to this trend of farm
amalgamation. The socio-economic impacts of this are complex, and vary by region and
commodity.?5®

The potential for higher WaterNSW prices to incentivise more water use efficiency

Ricardo considered that the scope for further water efficiency gains amongst irrigators is
increasingly constrained by the significant improvements already achieved over recent decades.
Since the 1990s, irrigators have invested in water efficiency improvements including conversion
from flood to pressurised irrigation systems (e.g. drip and centre pivot), laser levelling, soil
moisture monitoring, tailwater recycling, automation and improved scheduling. “Low-cost”
efficiency gains have largely been captured.?>®
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Future efficiency improvements are technically possible, but they are more marginal, capital-
intensive and management intensive. In some cases, infrastructure upgrades will only be viable at
scale. This limits the extent to which irrigators can offset higher water charges purely through
additional on-farm efficiency improvements.2%°

The potential impact on the financial viability of irrigation corporations and WaterNSW

Irrigation schemes are characterised by high fixed and sunk infrastructure costs. Increases in
WaterNSW charges have the potential to materially affect their financial sustainability if irrigators
exit the sector as delivery networks cannot be easily downsized in line with incremental customer
exits. Over time, these under-utilised assets, rising unit charges per customer and declining
participation will materially weaken the schemes’ financial sustainability.26*

Similarly, WaterNSW's business is capital intensive. If sustained increases in WaterNSW charges
contributes to a contraction within the irrigated agriculture sector, the effective revenue base that
these fixed costs need to be recovered from will narrow. If the customer base continues to
consolidate into fewer, larger entitlement holders, revenue risk will become more concentrated.
Over time, this can create conditions analogous to a regulated utility ‘death spiral’, where the
declining demand or customer numbers progressively undermines \WaterNSW's financial
sustainability.26?

13.2.2 We considered the impacts of price increases under our decision on town
water customers

In the Draft Report, we analysed the impacts of price increases under WaterNSW's cost-reflective
base case (CRBC) on LWU customers by comparing the typical residential water bill to the
median disposable household income for local government areas (LGAS) where the LWU holds a
water access licence for regulated rivers. We have updated this analysis with the impacts of the
maximum price increases under our decision.

We consider a household spending more than 3% of their income on water as being in ‘water
stress’, as proposed by the United Nations (UN).263 The UN does not specify whether this
threshold is based on gross or disposable income. We have used disposable income for our
affordability analysis in this report as it represents a more realistic estimate of cash available for
households to spend.@

Our estimates of household disposable income are based on data from the Australian Bureau of
Statistics. Because there is no direct way to measure household disposable income, we
calculated these by applying effective tax rates to:

o median total household income by LGA collected in the 2021 Census

e 20" percentile household income by LGA collected in the 2021 Census. The 20" percentile
of income has been used to identify low-income households. For example, the ABS defines
low-income households as households in the lowest equivalised disposable household
income quintile, excluding the 15t and 2" percentiles.

@ Gross household income was used in affordability analysis for the 2024-25 reviews of maximum prices for Sydney
Water and Hunter Water.
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While we know that any price increases are unwelcome, our analysis suggests that the typical
customer would not breach this benchmark under our decision to cap annual price increases at
10% plus inflation.

The additional analysis we have undertaken for Tamworth Regional Council provides further
insights on the potential impacts on households in different income brackets.

Additionally, to estimate the 2025-26 and 2029-30 typical residential water bills, we used
2023-24 data and assumed that the non-WaterNSW and WAMC portion of the typical residential
water bill is increasing only by CPI. We recognise this may not reflect actual changes.

The following sections summarise key findings from our analysis of impacts on LWU customers.

We heard from stakeholders that examining affordability for L\WUs should account for service
levels and water security outcomes.264

We compared typical residential water bills to median disposable household
incomes for 2025-26

For this analysis, we referred to data from the NSW DCCEEW Local water utility performance
monitoring dashboard. We extracted data on the typical residential water bill by L\WU for
2023-24 (the latest year available), as well as indicators on water supply and customer numbers.
The dataset does not include 2023-24 bills for some LWUs, so our analysis only features L\WUs
for which data is available.

We found that under the current (2025-26) WaterNSW and WAMC prices, the typical residential
water bill does not exceed the 3% affordability threshold for any of the L\WWUs for which data is
available, although Balranald is approaching the threshold (see Table 13.6).

On average, WaterNSW and WAMC charges represent 1.8% of a typical residential water bill, and
the typical residential water bill represents 1.3% of median disposable household income.

When we consider the lowest 20" percentile of household incomes for a given LGA, several
water bills approach or exceed the 3% affordability threshold.
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Table 13.6 L\WWUs in rural valleys under current maximum prices ($, $2025-26)

Local water
utility
Albury
Balranald
Bega Valley
Berrigan
Dubbo Regional
Edward River
Forbes
Gwydir
Inverell
Lachlan

Mid-Western
Regional

Muswellbrook
Parkes
Singleton
Snowy Valleys

Tamworth Regional

Upper Hunter
\Xarren

Average

WNSW WAMC Typical residential

charges per
typical residential
water bill

$7
$33
$2
$8
$15
$22
$32
$10
$10
$33
$8

$27
$13
$16

$4
$41

$8
$17

water bill
(including WNSW
WAMC charges)

$520
$2,177
$840
$928
$957
$1,080
$864
$933
$862
$1,352
$798

$857
$936
$838
$703
$759
$928
$940

WNSW WAMC

charges as a % of
typical residential

water bill
1.3%
15%
0.2%
0.8%
1.6%
2.0%
37%
10%
11%
2.4%
10%

31%
14%
1.9%
0.6%
54%
0.9%
1.8%
1.8%

Median annual
disposable

household income

$77.648
$74,796
$66,625
$63,122
$85,509
$68,560
$69,477
$58,257
$64,828
$67,497
$80,297

$86,957
$73173
$104,799
$71.736
$76,984
$77,601
$72,455

20" percentile

annual disposable
household income

$42,868
$42,868
$29,937
$30,868
$38,834
$29,660
$27,990
$34,216
$31,086
$30,825
$42,868

$40,055
$29,719
$50,285
$28,088
$42,605
$42,868
$28,815

Typical residential
water bill as a % of

median annual
disposable

household income

0.67%
2.91%
1.26%
1.47%
112%
158%
1.24%
1.60%
1.33%

2.00%

0.99%

0.99%
1.28%
0.80%
0.98%
0.99%
1.20%
1.30%
1.32%

Typical residential
water bill as a % of

20t percentile
annual disposable
household income

1.21%
5.08%
2.81%
3.00%
2.46%
3.64%
3.09%
273%
277%
4.39%
1.86%

2.14%
315%
1.67%
250%
178%
217%
3.26%
2.76%

Source: NSW DCCEEW, Local water utility performance monitoring dashboard, accessed February 2026; NSW DCCEEW, Email to IPART on extract of specific purpose LWU or TWS licence details, 11 March 2025;
IPART, Prices for Bulk Water Services from 1 October 2021 - Final Determination, September 2021, pp 8-9; IPART, Maximum prices for WaterNSW's Rural Bulk Water Services from 1 July 2025 - Final Determination,
June 2025, pp 7-8; IPART, Review of prices for the Water Administration Ministerial Corporation from 1 October 2021 to 30 June 2025 - Final Report, September 2021, pp 135-136; IPART, Review of prices for the Water
Administration Ministerial Corporation from 1 October 2025 to 30 June 2029 - Final Report, September 2025, pp 237-239; 2021 ABS Census data on median weekly household income and IPART calculations.
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WaterNSW charges represent a much higher portion of the typical residential water bill in the
FRWS. This is because FRWS prices are orders of magnitude higher than in rural valleys.
However, our findings on typical residential water bills as a percentage of median disposable
household incomes are consistent with other LWUs (see Table 13.7).

Table 13.7 LWUs in the FRWS under current maximum prices ($, $2025-26)

Typical
Typical residential
residential  water bill

WNSW water bill asa % of

Typical charges as 20t asa % of 20t

WNSW residential a % of Median percentile median percentile

charge per water bill typical annual annual annual annual

Local typical (including residential disposable disposable disposable disposable
water residential WNSW water bill household household household household
utility water bill charges) (%) income income income income
Lithgow $232 $822 28.2% $66,432 $33.475 1.24% 2.46%
Oberon $193 $935 20.6% $78,169 $42,868 120% 2.18%

Source: NSW DCCEEW, Local water utility performance monitoring dashboard, accessed February 2026; IPART, Prices for Bulk Water
Services from 1 October 2021 - Final Determination, September 2021, pp 16-17; IPART, Maximum prices for WaterNSW's Rural Bulk Water
Services from 1 July 2025 - Final Determination, June 2025, pp 11-12; 2021 ABS Census data on median weekly household income and
IPART calculations.

We estimated typical residential water bills for maximum 2029-30 prices and
compared this to median and 20" percentile disposable household incomes

We found that accounting for maximum 2029-30 WaterNSW and WAMC prices, the typical
residential water bill does not exceed the 3% affordability threshold for median disposable
household income for any of the LWUs for which data is available, although Balranald is very
close to the threshold (see Table 13.8). When we consider the lowest 20" percentile of
household incomes for a given LGA, several water bills approach or exceed the 3% affordability
threshold. Bills as a share of income in 2029-30 are only slightly higher than under current prices.
This reflects the fact that raw water prices account for a small share of LWU bills.

The typical residential water bill will represent around 1.4% of median disposable household
income on average and 2.8% of 20" percentile income by LGA.
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Table 13.8 Impacts on L\WUs in rural valleys under maximum WaterNSW prices ($, $2029-30)

Typical
Typical residential water
residential water  bill as a % of 20t"

WNSW WAMC Typical 20" percentile bill as a % of percentile

charges per residential water = WNSW charges Median annual annual median annual annual

typical bill (including  as a % of typical disposable disposable disposable disposable

residential water WNSW WAMC residential water household household household household

Local water utility bill charges) bill (%) income income income income
Albury $8 $588 141% $85,793 $47.365 0.69% 1.24%
Balranald $42 $2,467 1.72% $82,641 $47,365 2.99% 521%
Bega Valley $3 $951 0.29% $73.614 $33,078 129% 2.87%
Berrigan $9 $1,050 0.89% $69,742 $34,106 150% 3.08%
Dubbo Regional $18 $1,083 1.62% $94,478 $42,908 115% 2.52%
Edward River $26 $1,222 211% $75,752 $32,771 1.61% 3.73%
Forbes $47 $988 473% $76,764 $30,926 129% 3.19%
Gwydir $14 $1,059 1.30% $64,367 $37,805 1.64% 2.80%
Inverell $14 $978 144% $71,628 $34,347 1.37% 2.85%
Lachlan $49 $1542 3.20% $74,577 $34,058 2.07% 4.53%
Mid-Western Regional $9 $902 0.98% $88,719 $47,365 1.02% 191%
Muswellbrook $33 $972 3.44% $96,077 $44,256 101% 2.20%
Parkes $19 $1,063 175% $80,848 $32,837 1.31% 3.24%
Singleton $20 $950 2.07% $115,792 $55,560 0.82% 171%
Snowy Valleys $6 $796 0.70% $79,260 $31,035 1.00% 2.56%
Tamworth Regional $65 $876 7.37% $85,059 $47,074 1.03% 1.86%
Upper Hunter $10 $1,051 0.94% $85,740 $47,365 1.23% 2.22%
Warren $20 $1,063 1.84% $80,055 $31,837 1.33% 3.34%
Average 2.10% 1.35% 2.84%

Note: The WAMC determination runs to 2028-29. For the purpose of modelling we assume WAMC charges grow by only inflation in 2029-30

Source: NSW DCCEEW, Local water utility performance monitoring dashboard, accessed February 2026; NSW DCCEEW, Email to IPART on extract of specific purpose LWU or TWS licence details, 11 March 2025;
IPART, Prices for Bulk Water Services from 1 October 2021 - Final Determination, September 2021, pp 8-9; WaterNSW, 2024 Pricing Proposal - Appendix 6 Greater Sydney and Rural Valley Cost Reflective Base Case;
IPART, Review of prices for the Water Administration Ministerial Corporation from 1 October 2021 to 30 June 2025 - Final Report, September 2021, pp 135-136; IPART, Review of prices for the Water Administration
Ministerial Corporation from 1 October 2025 to 30 June 2029 - Final Report, September 2025, pp 237-239; 2021 ABS Census data on median weekly household income and IPART calculations.
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For the FRWS, we found that WaterNSW charges as a percentage of typical residential water
bills will increase from 28% to 35% for Lithgow Council, and from 21% to 29% for Oberon Council

(see Table 13.9).

Typical residential water bills as a percentage of median disposable household incomes will also
increase from 1.2% to 1.4% for Lithgow Council and Oberon Council. When we consider the lowest
20" percentile of household incomes for a given LGA, bills increase from 2.5% to 2.8% for Lithgow

Council and from 2.2% to 2.5% for Oberon Council but remain below the 3% threshold.

Table 13.9 Impacts on LWUs in the FRWS under maximum WaterNSW prices ($,

$2029-30)

WNSW

charge

per

Local typical
water residential
utility water bill
Lithgow $352
Oberon $337

Typical
residential
water bill
(including
WNSW
charges)

$1,020
$1,176

WNSW
charges
as a % of
typical
residential
water bill

34.5%
28.7%

Median
annual
disposable
household
income

$73,400
$86,369

zoth
percentile
annual
disposable
household
income

$36,986
$47,365

Typical
residential
water bill
as a % of
median
annual
disposable
household
income

1.39%
1.36%

Typical
residential
water bill
as a % of
zoth
percentile
annual
disposable
household
income

276%
2.48%

Source: NSW DCCEEW, Local water utility performance monitoring dashboard, accessed February 2026; IPART, Prices for Bulk Water
Services from 1 October 2021 - Final Determination, September 2021, pp 16-17; WaterNSW, 2024 Pricing Proposal - Appendix 6 Greater
Sydney and Rural Valley Cost Reflective Base Case, pp 11-12; 2021 ABS Census data on median weekly household income and IPART

calculations.

We undertook additional analysis for Tamworth Regional Council

The analysis above focuses on the impacts for the median and 20" percentile households in

each LGA.

We undertook additional analysis for Tamworth Regional Council. Tamworth holds 16,400
megalitres of local water utility entitlement in the Peel Regulated River system.?%5

For this analysis, we extracted 2021 Census data on the distribution of household income by
income bracket to estimate the impacts of WaterNSW's maximum prices in 2029-30 on
households by income bracket.
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Figure 13.1 Distribution of Tamworth Regional Council customers based on
estimated % of disposable income spent on water bills in 2025-26

3,000 18%
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$1-$149 (51-57799) W
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$400-$499 ($20.800-$25,999)
$500-$649 ($26,000-$33,799)
$650-$799 ($33,800-$41599)
$800-$999 ($41,600-$51,999)
$1,000-$1,249 ($52,000-$64,999)
$1.250-$1,499 ($65,000-$77.999)
$1,500- 51,749 ($78,000-$90 .999)
$1,750-$1,999 ($91,000-$103,999)
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$4,000-$4.499 ($208 000-$233,999)
$4,500-$4,999 ($234,000-$259.999)
$5,000-$5.999 ($260,000-$311,999)
$6,000-$7,999 ($312,000-$415,999)
$8,000 or more ($416,000 or more)

2021 Census total household income bracket
memm Number of households (LHS) e 2025-26 typical bill as % of disposable household income (RHS)

Source: 2021 ABS Census data on LGA by Total Household Income and IPART calculations.

Figure 13.1 shows households that reported total income of less than or equal to $399 per week
(or $20,799 per year) in the 2021 Census may be above the 3% threshold, based on the current
(2025-26) typical residential water bill. These income brackets represented around 5% of all
households in Tamworth, based on 2021 Census data.
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Figure 13.2 Estimated % of disposable income spent on water bills in 2025-26 and
in 2029-30 under maximum WaterNSW prices compared to 3% threshold
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Source: 2021 ABS Census data on LGA by Total Household Income and IPART calculations.

Figure 13.2 shows that the 2029-30 typical residential water bill under maximum WaterNS\W/
prices will have a small impact compared to current bills. Households that reported total income
of less than or equal to $399 per week (or $20,799 per year) in the 2021 Census are expected to
see their affordability ratio increase by more than other households by 2029-30 under the
maximum WaterNSW prices. This appears to be consistent with the results from our 2024-25
reviews of Sydney Water and Hunter Water, in which we found that households within the lowest
income quartile with high water usage would see their affordability ratio increase to above the 3%
threshold.?6®

We note that we have used typical residential water bill in the absence of more detailed

information on water usage by household size and type for the Tamworth LGA. It is possible that
some lower income households may have fewer occupants and use less water, or are pensioner
households receiving discounts, in which case their bills will likely be lower than the typical bill.2

@ The Tamworth LGA has a pensioner residential rate of 18.2% (based on 2023-24 data).
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13.3 WaterNSW will likely be financeable under our decisions

When setting prices, we consider the financial sustainability of the business resulting from pricing
decisions. To do this, we undertake a financeability test to assess how our price decisions are
likely to affect the business's financial sustainability and ability to raise funds to manage its
activities over the upcoming regulatory period.

We assessed WaterNSW's financeability for its services in regional and rural NSW over the 2026
determination period by analysing its forecast financial performance, financial position and cash
flows for the benchmark business, the actual business, and the combined rural valleys and
WaterNSW Greater Sydney business. We then forecast financial ratios for the three tests and
assessed WaterNSW's financial ratios compared to our target ratios (see Table 13.10).

Table 13.10 Financeability test results based on our decisions

Target ratio 2026-27 2027-28 2028-29 2029-30

Benchmark test (Rural Valleys)

Real Interest Coverage Ratio > 2.2X 4.2x 3.6x 3.5x 3.5x
Real Funds From Operations (FFO)/Net >7.0% 9.2% 7.6% 7.3% 7.3%
Debt

Net Debt/RAB <70.0% 60.0% 60.0% 60.0% 60.0%

Actual test (Rural Valleys)

Interest Coverage Ratio >1.8x 2.6x 2.3x 2.2x 2.1x
FFO/Net Debt >6.0% 8.0% 6.4% 6.0% 5.9%
Net Debt/RAB <70.0% 53.0% 53.8% 54.0% 53.5%

Actual test (combined Rural
Valleys and WNSW Greater

Sydney)

Interest Coverage Ratio >1.8x 2.4x 2.4x 2.5% 2.4x
FFO/Net Debt >6.0% 71% 7.3% 7.5% 7.3%
Net Debt/RAB <70.0% 517% 521% 52.9% 52.7%

Source: IPART analysis.

Our analysis indicates that WaterNSW will likely be financeable over the next 4 years under our
prices.

\We consider that the revenue WaterNSW will derive from our maximum prices over the
determination period should be sufficient to allow WaterNSW to meet its obligations, including its
liabilities, provided WaterNSW works within the envelope of revenue we have allowed.

We found that across the rural valleys benchmark and actual tests, over the 4-year determination
period:

e Theinterest coverage ratio results show that WaterNSW will likely have sufficient headroom
to meet its interest obligations. Under the benchmark test it could meet its obligations more
than 3 times over (3.5x to 4.2x) and under the actual test more than 2 times over (2.1x to 2.6x).
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e The FFO over debt results show that WaterNSW's is unlikely to face financeability issues over
the 2026 determination period. Under the benchmark test, the ratio is above target
throughout the 2026 determination period. Under the actual test, the ratio is above target in
the first 3 years (8.0%, 6.4% and 6.0% respectively), and then falls slightly below target in the
fourth year (5.9%).

e The Net Debt over RAB Gearing ratio is below the upper target limit of 70% under the
benchmark and the actual test for rural valleys.

Box 13.1 FFO over debt ratio

WaterNSW's relatively low FFO over debt ratio reflects that WaterNSW has a
growing asset base of relatively long-lived assets, which means the initial investment
in assets is recovered over a relatively long period of time through the depreciation
allowance.

We also found it to be the case that this ratio was below target when conducting our
financeability tests for our 2020-21 review of WaterNSW rural bulk water prices and
for our 2024-25 review of prices for WaterNSW's services in Greater Sydney.?®” The
relatively lower FFO over debt results in these reviews were attributable to
longer-lived assets.

A future review of the financeability test could consider whether to vary the target
FFO over debt ratio to better account for differences in each business's average
asset life.

Given this context, the FFO over debt results in Table 13.10 do not indicate
financeability issues.

IPART regulates WaterNSW's maximum prices under 4 separate determinations:

o WaterNSW's services in Greater Sydney, which makes up around two-thirds of \WaterNSW's
revenue.

o WaterNSW's services in regional and rural NSW, which makes up just under 30% of
WaterNSW's revenue.

o WaterNSW provides water management services on behalf of WAMC. This makes up around
6% of WaterNSW's revenue.

e In addition to the above, WaterNSW also provides water transportation services provided by
the Murray River to Broken Hill pipeline (the WaterNSW Pipeline). IPART sets the prices
WaterNSW can charge customers who rely on the WaterNSW Pipeline for water supply.2%®

We consider there is an argument to consider financeability for WaterNSW at the whole entity
level. We found that under the combined entity tests, over the 4-year determination period:
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e The interest coverage ratio results show that WaterNSW will likely have sufficient headroom
to meet its interest obligations more than 2 times over (2.4x to 2.5x).

e The FFO over debt results show that WaterNSW's is unlikely to face financeability issues as
the ratio is above target for the combined entity throughout the 2026 determination period.

o The Net Debt over RAB Gearing ratio is below the upper target limit of 70% for the combined
entity.

This is consistent with our findings for the combined entity in our 2024-25 review of prices for
WaterNSW's services in Greater Sydney.2%°

13.4 The Government's share of NRR is $286.0 million

Under our decisions, the Government's share of NRR (including MDBA and BRC) will be
$286.0 million over the 2026 determination period.

In addition to the Government's share of NRR, there are other costs that the Government will
need to bear under our decisions to cap maximum price increases to 10% per year plus inflation.

Table 13.11 Government contribution ($millions, $2025-26)

Total over

Current 2026

(2025-26) 2026-27 2027-28 2028-29 2029-30 determination

Government share of NRR 44,9 77.6 68.2 69.2 71.0 286.0

Revenue from FCR prices 1034 1399 1399 1399 1399 559.8

Revenue from capped 1034 116.5 1245 131.0 1343 506.2
prices

Additional government 0.0 235 155 8.9 5.6 5815

contribution from capped

prices

Total government 44.9 1011 83.7 78.2 76.6 3395

contribution

Source: IPART analysis.

13.5 Our prices will allow WaterNSW to meet its environmental
obligations

Under section 15(1)(f) of the IPART Act, we must have regard to the need to maintain ecologically
sustainable development by taking account of all feasible options to protect the environment.

We consider that our decisions on operating and capital expenditure (discussed in Chapters 4
and 5) will allow WaterNSW to recover all efficient costs incurred in meeting its environmental
obligations through prices and government contributions.
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Performance and accountability

Summary of our decisions on performance and accountability

We accept WaterNSW's proposed performance outcomes, but have made
some modifications to measures and targets

Our decision is to accept the performance outcomes and objectives proposed by
WaterNSW but recommend a smaller subset of relevant measures that drive customer
benefits. We also made some amendments to turn proposed or progressing activities into
performance measures by tracking their progress.

Our decision adds two more metrics in addition to our draft performance measures, to
increase transparency on asset conditions by valley and WaterNSW's expenditure on
services it provides to the NSW Government.

We consider that these additional measures and targets will help keep stakeholders aware
of WaterNSW's ongoing performance and provide more transparency on its expenditure.

141 Outcomes and performance measures

Under our water regulation framework, we expect businesses to develop performance outcomes
related to customers, the community and the environment. There is no set limit on how many
outcomes a business must develop.

For each outcome, we expect businesses to develop suitable performance measures and show a
clear link between these outcomes and performance measures. This includes explaining how
activities and expenditure support these outcomes.

Pursuant to section 15(1)(b) of the IPART Act, we consider these would provide a reputational
incentive for WaterNSW to maintain a high standard of service which, by extension, would help to
protect consumers from the abuses of monopoly powers.

In its September 2024 proposal, WaterNSW developed 6 customer outcomes:

e maintain downward pressure on costs to support customer affordability
e provide secure and reliable water delivery

e open and transparent about customer charges and expenditure

e drive sustainable water and land management

e customer and community access to data and information

e provide good customer experiences.

Under each outcome it proposed several activities and performance measures as shown in
Attachment 4 to its proposal.

WaterNSW intends to report on progress through a scorecard, based on the preferences of
participants of its Water Working Groups and Customer Advisory Groups.
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1411 We proposed a reduced set of performance measures in our Draft Report

We assessed WaterNSW's proposed performance outcomes and measures using the criteria set
out in our Water Regulation Handbook.

We found that the proposed outcomes and measures were broadly in line with customer
preferences, but many lacked specific targets or clear actions.

We also found that many of the proposed measures were Operating Licence conditions or
legislative requirements which would deliver no additional benefit to customers beyond the
minimum service standards required by law or the Operating Licence.

In our Draft Report, we proposed that WaterNSW adopt a smaller set of performance measures
which we adapted from its proposal. We selected measures that were not existing Operating
Licence conditions and adapted some proposed or progressing activities into performance
measures by setting progress points as targets. We also asked WaterNSW to provide us with
updated targets for the measures where targets have not already been proposed, and whether
our proposed measures were still relevant.

14.1.2 We considered stakeholder feedback in setting final performance measures

Stakeholder views on our draft performance measures

Submissions to our Draft Report were generally supportive of the draft performance measures
and welcomed more transparency on WaterNSW's costs. Submissions also suggested additional
measures including reporting on asset conditions, renewal and replacement. One submission
suggested that performance measures should ensure WaterNSW improves its level of
customer service.?”°

During our public hearing, we also received feedback from stakeholders which supported
WaterNSW publishing operating and capital expenditure by valley, for more transparency to
its customers.27*

Some submissions suggested that performance measures should be strengthened to require
achievement of targets. We note that WaterNSW is not necessarily required to meet the
performance measures which we set out in this report that are beyond the scope of its Operating
Licence or IPART's Determination.

WaterNSW broadly supported our draft performance measures

In its submission to our Draft Report, WaterNSW said it broadly supported IPART's proposed
performance measures, but noted that the measures should:

e remain clearly linked to controllable outcomes
e be proportionate to the determination period

e avoid introducing reporting burden or costs.

WaterNSW did not provide specific targets or metrics for our proposed performance measures.
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14.1.3 Final performance outcomes and measures

We considered stakeholder feedback on the importance of transparency of WaterNSW's
expenditure to customers, as well as the quality of WaterNSW's customer service.

In response to this feedback, we have adjusted our draft performance measures to include
additional reporting on asset conditions (in addition to asset renewals and replacement) and
estimated expenditure on services that WaterNSW provides to the NSW Government. We also
encourage additional consideration of customer service outcomes in the Voice of Customer
Insights Report performance measure and discuss this further in our assessment of WaterNSW's
performance outcomes in section 14.2.6.

We consider that our final decision on performance outcomes and measures (as detailed in Table
14.1) will help to provide customers with more transparency into how WaterNSW is performing
over the determination period.

Table 14.1 Performance outcomes and measures for WaterNS\W

Performance outcome

Maintain downward
pressure on costs to
support customer
affordability

Provide secure and
reliable water delivery

Open and transparent
about customer charges
and expenditure

Performance measure

Report on financial performance against IPART

determined regulatory outcomes by valley, on:

e operating expenditure each year

o capital expenditure each year, including any
variability from allocations

e material changes for capital projects by valley, and
how WaterNSW has engaged with customers on
major expenditure charges.

Report on performance against efficiency targets
proposed by WaterNS\W/.

Report operational water losses by valley (in both
volumes and percentages).

Report on the progress against delivery of the
maintenance plan, by valley.

Implement actions according to the Drought
Contingency Plans for each valley to conserve water if in
drought.

Set and report on targets in WaterNSW's water
conservation plans.

Report financial performance annually to customers,

including:

o reporting by valley, and against budget allocations

e categorisation by expenditure type

e reporting on asset conditions, and renewal and
replacement by valley

o capital reporting by project and profitability, including
major capital project cost variations and reasons for
cost variations, including grants and any Australian
Government funding

o forward plans on capital projects, identifying where
significant valley specific maintenance projects need
to be implemented

e annual dividend paid to the NS\ Government

o estimated expenditure on services \WaterNSW
provides to the NSW Government.

Performance target and
trend

\WaterNSW to update on
progress.

Target: 1% operating cost
savings p.a.

Target: <3%
Trend: maintain

WaterNSW to provide
measures and targets.

WaterNSW to update on
progress of valley Drought
Contingency Plans.

\WaterNSW to provide
measures and targets.

\WaterNSW to update on
progress.
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Performance outcome

Drive sustainable water
and land management

Customer and community
access to data and
information

Provide good customer
experiences

Performance measure

Survey customer advisory group (CAG) members and
their organisation members annually in each valley to
determine their satisfaction levels of financial reporting
and whether they perceive WaterNSW has been open
and transparent regarding customer charges

and expenditure.

Customer charges are itemised in every bill and
reported annually to show customers how their fees
are spent.

Publish, and report on implementation progress of the

2025-2030 WaterNSW Land Management Plan:

e Provide metrics against targets on the hectares of
land treated for pests/weeds annually, and for
what issue.

e Report on targets set in our climate adaptation plan,
including land secured for biodiversity and
carbon sequestration.

e In partnership with the Environmental Water Holder,
provide transparency of environmental water
utilisation by valley.

We are not recommending a specific performance
measure for this outcome. We consider that this
outcome is supported by several other performance
measures that we have categorised under the other
outcomes.

Survey customers annually to understand whether they
have been provided suitable opportunities for
engagement with \WaterNSW/ 2

WaterNSW to record the number of meaningful
engagements and to collect qualitative evidence
supporting efforts to invest in more local engagement.?

Report usage performance metrics for the Customer

Portal on:

e increase in total subscriptions to Customer Portal

e increase in statistics on website traffic (captured by
Google Analytics)

e increase in number of downloads.

WaterNSW participates in an annual Voice of Customer
Insights Report where there are four Key Performance
Indicators (KPIs) which they measure and benchmark:

e Easy to do business

e Trustworthy

o Provides valuable service

o Deliver water, when and where it matters.

a. Performance measures moved from Customer and community access to data and information.

Adapted from WaterNSW Rural Valleys Pricing Proposal - Attachment 4

Our decision is:

Performance target and
trend

\WaterNSW to provide
measures and targets.

WaterNSW to update on
progress.

WaterNSW to update on
progress and provide
measures and targets.

WaterNSW to provide
measures and targets.

WaterNSW to provide
targets.

WaterNSW to provide
targets.

WaterNSW to remain within
the Target Zone for each KPI
throughout the
determination period and
report annually on their
website.

46. To accept WaterNSW's proposed performance outcomes with changes to
performance measures and targets as set out in Table 14.1.
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14.2 Our assessment of WaterNSW's proposed measures and targets

Overall, we found that the proposed outcomes, activities and performance measures were
broadly in line with customer preferences and many have been developed through engagement
and consultation. WaterNSW's proposal included a mix of activities and measures, some of which
would deliver direct benefits to customers. However, some of WaterNS\W's proposed measures
relate to meeting Operating Licence obligations and are not directly driven by customer priorities.
WaterNSW did not propose targets or metrics for many of its measures.

In some cases, we found that WWaterNSW's proposed performance measures refer to plans that
have not yet been released and do not include specific targets. We consider that WaterNSW
could report progress updates on these activities as a performance measure to provide more
transparency while it develops its plans and reporting targets.

The following sections outline our assessment of WaterNSW's proposed performance outcomes,
measures and targets, and notes our suggestions on certain measures and targets.

14.2.1 Maintain downward pressure on costs to support customer affordability

WaterNSW intends to report on its performance against IPART determined regulatory outcomes
for operating and capital expenditure and include information for customers in hardship. To
support achievement of this outcome, it proposed one measure: report on its performance
against its proposed efficiency targets (1% compounding operating cost savings per annum).

We consider that reporting on financial activity and performance by valley yields positive
outcomes for consumers in terms of transparency. We ask that WaterNSW develops a target in
terms of timing and clarifies the ways in which it plans to report this information to customers.

We also consider that reporting on performance against the efficiency targets are an appropriate
performance measure.

However, we consider that displaying information for customers in hardship is a minimum
standard of WaterNSW's customer service and that achievement of this output should not be a
performance measure.

14.2.2 Provide secure and reliable water delivery

WaterNSW proposed several performance measures for this outcome, however, most of them
were requirements under its Operating Licence. Consistent with our commentary in the Greater
Sydney review, we do not consider that these measures deliver additional benefits to customers.

WaterNSW also proposed a measure around meeting legislative obligations for cyber protection
of data and critical infrastructure but did not provide a target. We do not consider that this closely
links to the outcome of secure and reliable water delivery. We consider that meeting legislative
obligations is a minimum requirement of the business and have not set this as a

performance measure.
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Water release

WaterNSW proposed reporting on operational water losses by valley as a performance measure,
with a target of no more than 3%. We recommend maintaining this as a performance measure as
it provides transparency on WaterNSW's ability to deliver services efficiently and manage water
supply especially during drought periods. WaterNSW has demonstrated that it has the capability
to report on this measure.

WaterNSW also proposed to report on the progress on the delivery of its maintenance plan for
each valley. We encourage WaterNSW to clarify the metrics and targets it intends to set to track
the progress of this item.

Water conservation

WaterNSW also proposed that it would implement actions according to the Drought Contingency
Plans for each valley to conserve water if in drought and set and report on targets in WaterNSW's
water conservation plans. We consider these as appropriate mechanisms for transparency on
WaterNSW's operations. We encourage WaterNSW to provide progress updates on this outcome
and to develop targets to report against.

14.2.3 Open and transparent about customer charges and expenditure

WaterNSW proposed to report on financial performance, capital (and other) expenditure, and
capital project plans by valley, and itemise customer bills by category to show customers how
their money is being spent. It proposed to survey CAG members by valley on their satisfaction
levels of WaterNSW's reporting as a performance measure.

We consider that this is an outcome that will benefit customers and hold WaterNSW accountable
for delivering on their planned capital expenditure (which it receives an allowance for). We also
recommend WaterNSW report asset conditions and renewal and replacements by valley in this
measure to further support transparency on its capital expenditure.

Our final decisions also include a cost allocation for services that WaterNSW provides to the
NSW Government (the ‘government service activity' - see Chapter 8). We have included a metric
for WaterNSW to annually report its estimated expenditure on providing these services, such as
policy development and shared technology services. We consider that this would assist
WaterNSW in developing clear evidence for expenditure on the government service activity for
future pricing reviews.

14.2.4 Drive sustainable water and land management

WaterNSW proposed to develop a land management program with year-on-year targets, with
metrics to be defined once implemented. We consider that publicly reporting on its land
management program and tracking metrics is an appropriate way for WaterNSW to hold itself
accountable for sustainable land management. We encourage WaterNSW to provide progress
updates on this outcome and to develop relevant metrics and targets to report against.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 206



Performance and accountability

14.25 Customer and community access to data and information

WaterNSW proposed some activities and measures on the uptake and usage of its online
Waterlnsights portal, as part of its customer and community access to data and information
outcome. However, we recommended removing funding for the WaterInsights portal in our
digital capital expenditure decision, reflecting limited customer support and benefits. For this
reason, we do not recommend maintaining this as a performance measure.

WaterNSW also proposed two measures to assess whether customers and the community had
suitable opportunities to engage with WaterNSW. These relate to survey results and the number
of meaningful engagements. No specific or measurable targets were proposed for either
measure. We consider that these measures may be better suited to assess the providing good
customer experiences outcome (see section 14.2.6).

We note that our performance measures do not include specific metrics under this particular
outcome. We consider that many of the other activities and measures appropriately drive
transparency through providing customer and community access to data and information, for
example, valley-based financial and operational reporting.

14.2.6 Provide good customer experiences

WaterNSW proposed several measures related to this performance outcome. Some pertained to
standards in the Operating Licence, and for consistency with our other recommendations, we did
not include these in our performance measures.

WaterNSW also proposed a performance measure around the proportion of phone enquiries that
could be solved on first call. We consider this a reasonable metric and note that WaterNSW may
be able to report this without much burden. However, it may not be the best measure of the
quality of customers' experiences. For this reason, we have not included it in our

performance measures.

WaterNSW proposed to report usage metrics for its Customer Portal. Although we consider that
Customer Portal usage is not necessarily a good indicator for the quality of customers'
experience, we note that these metrics can help WaterNSW to better understand whether this
digital project is delivering benefits. This measure was developed through consultation with CAGs
who suggested addressing usability concerns for the Customer Portal. We recommend
maintaining this as a performance measure.

WaterNSW proposed a target measure for reporting data breaches to customers. We consider
that this measure does not drive meaningful additional customer benefit beyond expected
service standards, so we have not included it in our performance measures.
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Voice of Customer Insights reporting

WaterNSW proposed KPIs reported in their annual Voice of Customer Insights Report as
performance measures, but did not provide details on the measures, benchmarks and targets.
We consider that this activity can help to track progress over time, but without targets, does not
encourage WaterNSW to improve on its current performance. We also note that this measure
does not appear to have been developed through community engagement. However,
WaterNSW's reporting appears to be well-established and covers a variety of customer
experiences, so we have included this in our performance measures.

WaterNSW also proposed to report on data trends on customer service complaints and
compliments in a separate performance measure. Stakeholders also suggested performance
measures related to customer service quality, including timeliness and quality of customer
interactions. We consider that the Voice of Customer Insights reporting could include insights to
track WaterNSW's customer service quality over time.

We encourage WaterNSW to develop relevant metrics and targets to report against this outcome.

14.3 Monitoring compliance and performance

After setting revenues, performance targets and incentives, we monitor ongoing performance
through a range of tools to make sure businesses deliver on their commitments to customers.
Specifically, we track business performance in terms of customer outcomes and expenditure. We
also collaborate with other NSW regulators so that businesses promote customers' long-term
interests by responding to all regulatory requirements efficiently.

14.3.1 Monitoring compliance with pricing determinations

IPART has an ongoing role in monitoring the performance of certain specified businesses for the
purposes of establishing and reporting to the Minister responsible for the IPART Act on the level
of compliance by the business with an IPART pricing determination.? This ongoing role provides
another layer of monitoring and accountability for WaterNSW to comply with its pricing
determination. We collect annual information returns from the businesses which includes the
prices they are charging.

14.3.2 Monitoring performance against outcomes

WaterNSW is expected to report on its progress

As part of our water regulation framework, we expect businesses to publish annual updates on
their progress against outcome commitments. The aim of annual progress updates is to maximise
accessibility and visibility for customers.

@ IPART Act, section 24AA.
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WaterNSW intends to report on progress through a scorecard, based on the preferences of
participants of its WWGs and CAGs. Additionally, participants requested that:

the collating of information should not create an additional cost burden on WaterNSW

WaterNSW note the exceptions in its reporting, for example, where construction milestones
have not been achieved or where a negative financial event has occurred

WaterNSW clearly identify where reporting will be posted, with the website as a starting point

reporting be in an easy-to-understand format (easy to navigate, simple, plain English) and
provided through multiple channels, including CAGs and through newsletters and the website

information be provided in a simple email or newsletter to all customers and stakeholders

information also be available in a simple dashboard format to accommodate customers with
poor internet connection

WaterNSW report on significant issues that will affect the 2025-2030 period

there be a manageable number of metrics to provide reassurance to customers and
community about progress on the outcomes.

We welcome WaterNSW reporting on its progress against performance outcomes and measures
in a way that is transparent and accessible to its customers.

14.3.3 Annual Operating Licence audits

IPART has a role in auditing WaterNSW's compliance with the requirements of its Operating
Licence.?”? As part of this function, we collect annual performance information provided by the
business on measures relating to water quality, system continuity and reliability, environmental
performance and customer service.

Our annual Operating Licence audit reports are provided to the Minister for Water and are
published on our website for public access.
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Matters considered by IPART

This appendix explains how we considered certain matters we are required to consider under the
Independent Pricing and Regulatory Tribunal Act 1992 (the IPART Act).

A1l

Matters under section 15(1) of the IPART Act

IPART is required under section 15(1) of the IPART Act to have regard to the following matters in
making determinations and recommendations:

a.

b.

the cost of providing the services concerned

the protection of consumers from abuses of monopoly power in terms of prices, pricing
policies and standard of services

the appropriate rate of return on public sector assets, including appropriate payment of
dividends to the Government for the benefit of the people of New South Wales

the effect on general price inflation over the medium term

the need for greater efficiency in the supply of services so as to reduce costs for the benefit
of consumers and taxpayers

the need to maintain ecologically sustainable development (within the meaning of section 6
of the Protection of the Environmental Administration Act 1991) by appropriate pricing policies
that take account of all the feasible options available to protect the environment

the impact on pricing policies of borrowing, capital and dividend requirements of the
government agency concerned and, in particular, the impact of any need to renew or
increase relevant assets

the impact on pricing policies of any arrangements that the government agency concerned
has entered into for the exercise of its functions by some other person or body

the need to promote competition in the supply of services concerned
considerations of demand management (including levels of demand) and least cost planning
the social impact of the determinations and recommendations

standards of quality, reliability and safety of the services concerned (whether those standards
are specified by legislation, agreement or otherwise).

Table A1 Consideration of section 15(1) matters by IPART

Section 15(1) Report reference
a) the cost of providing In Chapters 4, 5 and 7 we set out our assessment of WaterNSW's costs to deliver its
the services monopoly bulk water services in regional and rural NS\ over the determination period.

The cost of providing services is factored into prices in Chapter 11.

In Chapter 6 we recommend that WaterNSW's MDBA and BRC charges align with MDBA
and BRC's forecast efficient expenditure.

The cost framework used to inform recommended cost shares in Chapter 9 allocates
WaterNSW's efficient, forward-looking costs between customers and government,
consistent with economic efficiency principles.

In Chapter 10 we recommend maintaining valley-based pricing so prices reflect the
efficient costs required to serve each valley.
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Section 15(1)

b) the protection of
consumers from abuses of
monopoly power in terms
of prices, pricing policies
and standard of services

c) the appropriate rate of
return on public sector
assets, including
appropriate payment of
dividends to the
Government for the benefit
of the people of New South
Wales

d) the effect on general
price inflation over the
medium term

Report reference

In Chapter 12 our assessment of proposed cost pass-throughs against our principles
means we have only implemented pass-throughs that would result in customer prices
that reflect the efficient cost of services.

We recognise that under WaterNSW's current price there is a risk of it not recovering
full efficient costs when water sales are lower than forecast. In Chapter 12 we
introduced a demand volatility adjustment mechanism.

In Chapter 7 we recommend retaining ICD rebates to reflect avoided costs where
services are provided through irrigation infrastructure operators rather than directly to
individual customers.

In Chapter 10 we retained high security premiums to allocate fixed costs between
general security and high security entitlement holders in a way that reflects differences
in security and reliability without affecting WaterNSW's total revenue.

We considered alternative pricing options to address affordability concerns. Under each
of these options, we would be transitioning toward the cost-reflective prices, which
reflect the efficient costs of providing rural bulk water services.

We consider our decision will protect consumers from abuses of monopoly power, as
they reflect the efficient costs WaterNSW requires to deliver regulated services rather
than other pricing strategies (such as demand based).

This is addressed throughout the report, particularly in Chapters 4, 5 and 7 (where we
establish the efficient expenditure) and Chapters 11 and 13 (where we set out our pricing
decisions and impacts).

Cost allowances in Chapter 4 and 5 exclude costs that are uncertain, such as land tax on
non-valued land, to prevent customers from bearing risks they would not bear in a
competitive market.

The cost framework used to inform recommended cost shares in Chapter 9 protects
customers from bearing costs that are not causally attributable to their consumption of
bulk water services.

Aligning user shares to MDBA and BRC's forecast expenditure in Chapter 6 avoids price
increases that are not required to fund WaterNSW's MDBA and BRC expenditure.

In Chapter 10, maintaining a price cap as the form of control limits risk transfer from
WaterNSW to water users. Not accepting cost pass-throughs that do not satisfy our cost
pass-through principles avoids inefficient price increases.

In Chapter 14 we chose to accept proposed performance measures to provide a
reputational incentive for WaterNSW to maintain high standards of service to protect
consumers from abuses of monopoly powers.

Chapter 7 outlines that the Notional Revenue Requirement we set allows for a market-
based rate of return on debt and equity that would enable a benchmark business to
return an efficient level of dividends. As a SOC, WaterNS\W is subject to the relevant
NSW Treasury policy which requires government businesses to aim to pay dividends
annually except where the shareholder(s) determine a payment is required.

We limited ex-post review of capital expenditure to a single project — the Water Added
Value Environment (WAVE) project — and omitted only the expenditure which
WaterNSW has acknowledged was inefficient. In doing so we have provided for an
appropriate rate of return on existing assets.

Our recommendation to apportion MDBA and BRC efficient expenditure into operating
and capital expenditure, in Chapter 6 (rather than using WaterNSW's proposed
operating expenditure only approach) means that capital investment can be
appropriately recovered from users over time.

Chapter 13 considers the potential impact of our pricing decisions on WaterNSW, its
customers and the NSW Government (on behalf of the broader community).

We estimate the impact of our prices on general inflation is negligible. The decision to
transition WaterNSW/'s bulk water prices towards full cost reflective levels over the 4-
year determination period is expected to moderate the impact on general price inflation.
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Section 15(1)

e) the need for greater
efficiency in the supply of
services so as to reduce
costs for the benefit of
consumers and taxpayers

f)  the need to maintain
ecologically sustainable
development (within the
meaning of section 6 of
the Protection of the
Environment Administration
Act 1991) by appropriate
pricing policies that take
account of all the feasible
options available to protect
the environment

g) theimpact on pricing
policies of borrowing,
capital and dividend
requirements of the
government agency
concerned and, in
particular, the impact of
any need to renew or
increase relevant assets

h) the impact on pricing
policies of any
arrangements that the
government agency
concerned has entered into
for the exercise of its
functions by some other
person or body

Report reference

Chapters 4 and 5 set out our assessment of WaterNSW's historical and forecast
expenditure. The need for greater efficiency is reflected in our recommended efficiency
trend adjustment and the fact that our recommended allowances are below those
proposed by WaterNSW. Increases in expenditure allowances relative to previous
determinations are related to changes in external obligations and input prices.

The prices, in Chapter 11, aim to recover the NRR which incorporates the Secretariat's
recommended expenditure, which in turn considers efficiency in supply of services.

Chapters 4 and 5 set out WaterNSW's historical and forecast expenditure that allows it
to meet all of its regulatory requirements, including its environmental obligations. Our
decisions reflect the need for significant capital expenditure on environmental planning
and protection.

\We consider that our decisions will allow WaterNSW to recover existing costs incurred
in meeting its environmental obligations in the short term through prices and
government contributions.

These considerations are included in the MDBA and BRC's remit, and expenditure in
Chapter 6.

The cost framework, used to inform recommended cost shares in Chapter 9, recognises
that some environmental planning and protection activities generate public good
benefits that extend beyond consumptive water users.

In considering the tariff structure for Licenced Environmental Water holders in Chapter
10, implications on the trade of water by the CEWH are noted to avoid unintended
impacts on water markets that could indirectly affect environmental outcomes.

High security water price premiums, in Chapter 10, maintain price signals that reflect the
scarcity of water which supports efficient water use particularly during dry periods.

Some of the recommended performance measures in Chapter 14 are relevant to
sustainable water and land management, and implementation of these measures hold
WaterNSW accountable to meeting its plans.

The building block approach means that the NSW Government will need to fund the
difference between its annual funding obligations, and charges collected from
water users.

Chapters 7 sets out how we have provided WaterNSW's services in regional and rural
NSW with an allowance for a return on and of capital and Chapter 12 sets out our
assessment of its financeability.

The capital expenditure allowance is the means by which prices reflect the need to
renew or increase assets, and will be recovered over time from water users.

Chapters 4 and 5 set out our assessment of cost of WaterNSW's services in regional and
rural NSW.

Chapter 6 sets out our assessment of MDBA and BRC's costs allocated to WaterNSW
regional and rural bulk water business and its water users. These decisions reflect the
efficient costs of WaterNSW providing its services, including under its contracts.

In Chapter 9 we consider the building block approach of recovering the NSW/
Government's MDBA and BRC costs partially from bulk water users as appropriate.

In Chapter 12, the proposed nominated pass-through for projects undertaken for
government was found to be not clearly defined. Not allowing it avoids open-ended
effects of decisions made by other agencies without clear efficiency tests.

In Chapter 7, ICD rebates are maintained to recognise the functions they perform instead
of WaterNSW (e.g. billing, metering and compliance). The rebates reflect the cost
implications of these arrangements, ensuring prices appropriately account for services
delivered by third parties.
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Matters considered by IPART

Section 15(1)

i) the need to promote
competition in the supply
of the services concerned

j) considerations of
demand management
(including levels of
demand) and least cost
planning

k) the social impact of the
determinations and
recommendations

Report reference

In Chapter 11 we set out our prices which reflect the maximum that WaterNSW' would
need to charge for its bulk water services in regional and rural NSW if it were operating
in a competitive environment. We consider that our decisions, and the maximum prices,
would result in customers only paying what WaterNSW requires to deliver quality bulk
water services in regional and rural NSW.

In Chapter 7, we discuss our approach to estimating tax, regulatory depreciation, return
on assets, and other price elements for the indicative notional revenue requirement. Our
decisions consider what costs a benchmark firm operating in a competitive market
environment would incur in providing its services.

Using estimates of the expenditure of a benchmark efficient firm as the basis for setting
prices maintains competitive neutrality.

In Chapter 10, we consider it appropriate for WaterNSW to bear some revenue volatility

risk, as business revenues are not guaranteed in competitive markets.

« e consider that a revenue cap would shift all revenue volatility risk onto customers

e Under either a DVAM or self-insurance approach, WaterNSW would be expected to
bear some revenue risk.

In Chapter 10, we explain our assessment of, and decisions on, forecast water demand,
including both entitlements and water usage. Our decisions on high security premiums
reflect the differences in priority access and reliability which support efficient allocation
of water.

Our decisions on water demand and forecast sales volumes are used in determining
prices that WaterNSW may charge for bulk water services in regional and rural NSW/.

Maintaining the 2-part tariff structure preserves usage-based signals for demand.

The cost framework, used to inform recommended cost shares in Chapter 9, aligns cost
allocation with future demand and usage decisions, supporting efficient water
consumption.

As part of reviewing the justification for proposed expenditure, our consultants review
the quality of asset management processes and business cases, including the options
considered and whether the options encompass potential demand-side solutions.

Chapter 13 considers the potential impact of our pricing decisions on WaterNS\W, its
customers and the NSW Government (on behalf of the broader community). This also
includes consideration of Ricardo's assessment of agricultural impacts and viability and
profitability of irrigators in different valleys, and our analysis of bill impacts of price
increases on town water customers.

Chapter 2 outlines what we heard from stakeholders, which was then considered
throughout the Report.

Social impacts were considered when deciding the total increase in expenditure
allowances relative to previous determinations.

The cost framework, used to inform recommended cost shares in Chapter 8, improves
equity by ensuring customers are not charged for costs driven by broader community
benefits or policy. Our recommendation for a different approach to user shares for the
MDBA mean that bulk water users pay for a fairer portion of MDBA costs.

Our decisions on costs shares and prices influence social impacts as expenditure
decisions provide transparency regarding efficient cost to promote efficient investment
and consumption decisions.

In Chapter 10, we considered social impacts and equity concerns around WaterNSW's
proposed changes to the tariff structure in the Lachlan valley and for licenced
environmental holders (risk of double recovery by WaterNSW and fairness to non-LEW
users). We also considered cross-valley bill effects under the proposed regional-
based pricing.

In Chapter 11 we describe our consideration of the social impacts associated with
alternative pricing options (e.g. 5%, 10%, 15% caps across all valleys, and targeted
price caps.
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Matters considered by IPART

Section 15(1)

) standards of quality,
reliability and safety of the
services concerned
(whether those standards
are specified by legislation,
agreement or otherwise)

Report reference

\We consider that our recommended set of performance measures in Chapter 14 are in
the interests of transparency for customers and community.

Chapters 4 to 7 detail our consideration of \WaterNSW/'s regional and rural bulk water
historical and forecast expenditure so it can meet the required standards of quality,
reliability and safety. Our allowances reflect the need for additional expenditure on
crane and electrical safety.

The cost framework, used to inform recommended cost shares in Chapter 9, supports
the maintenance of safe and reliable bulk water infrastructure by providing ensuring
such costs are recoverable on a sustainable basis.

Our recommendation for efficient expenditure in Chapter 6 allows the MDBA and BRC to
undertake critical works for the provision of bulk water services.

Our recommended performance measures intend to improve WaterNSW's service
quality as a business with customers.

Other matters considered under section 15(1) of the IPART Act

Section 15(1) of the IPART Act provides for the Tribunal to consider any other matters the Tribunal

considers relevant.

Table A2 lists additional matters IPART considers relevant to this investigation and the sections of
the report that address each matter.

Table A.2 Other matters considered relevant by IPART

Relevant matter

Economic cost of production

Report reference

In Chapters 4, 5 and 7 we discuss our analysis and decisions on
WaterNSW's regional and rural bulk water costs to deliver its monopoly
services over the determination period.

Chapter 6 sets out our assessment of MDBA and BRC's costs allocated to
WaterNSW and its water users.

We assess proposed economic costs with reference to current and past
levels of expenditure, and with careful consideration of the likely customer
outcomes and service standards that would be delivered.

We consider how costs have and would be incurred to provide regional
and rural bulk water services and discuss our decisions on the levels of
expenditure that we consider appropriate to be recovered through
WaterNSW's maximum prices for regional and rural bulk water services.

Past, current or future expenditures in In Chapters 4, 5 and 7 we set out our assessment of WaterNSW's costs to

relation to the service

deliver its monopoly regional and rural bulk water services.
Chapter 6 sets out our assessment of MDBA and BRC's costs allocated to
WaterNSW and its water users.

\We assess proposed economic costs with reference to current and past
levels of expenditure, and with careful consideration of the likely customer
outcomes and service standards that would be delivered.

We consider how costs have and would be incurred to provide regional
and rural bulk water services and discuss our decisions on the levels of
expenditure that we consider appropriate to be recovered through

WaterNSW's maximum prices for regional and rural bulk water services.

Charges for other monopoly services In Chapter 11 we set our prices for WaterNSW's other monopoly service,

provided by WaterNS\W/

including existing meter service charges, accuracy testing charges, trade
processing and Fish River Water Supply Scheme connection and
disconnection charges.
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Matters considered by IPART

Relevant matter

Economic parameters, such as -

o discount rates, or

¢ movements in a general price index
(such as the Consumer Price Index),
whether past or forecast,

Rate of return on the assets of
WaterNSW

Valuation of the assets of WaterNSW

Report reference

Chapters 9 and 10 set out how we set prices to raise revenue and its
relationship with inflation and our assessment of costs over the
determination period in net present value terms.

In Chapter 7 we explain our approach to setting the weighted average cost
of capital (WACC) which is the benchmark rate of return for the indicative
notional revenue requirement. In setting the WACC, we estimate a rate of
return that would be earned by a firm operating in a competitive market
and facing similar risks to the regulated business. The full calculation of the
WACC is provided in Appendix G.

In Chapter 7 we discuss our approach towards calculating the regulatory
asset base (RAB) for WaterNSW's regional and rural bulk water services.
Our approach considers the need to earn an efficient return on the RAB
(through the WACC) and the annual regulatory depreciation value of that
asset base.

For the purposes of this Final Report, the Tribunal has also considered the approach to approving
infrastructure charges provided for under rule 29(2)(b) of the Water Charge Rules 2010 (Cth).

Rule 29(2)(b) seeks satisfaction that the forecast revenue from the charges is reasonably likely to
meet, but not materially exceed, the prudent and efficient costs of providing the infrastructure

services, less:

a. any government contributions related to the provision of those infrastructure services; and

b. any amount reflecting a direction by a government forgoing a return on its share of capital in

an infrastructure operator; and

c. any revenue (other than from infrastructure charges) derived from the water service
infrastructure used to provide infrastructure services.
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Matters considered by IPART

Correspondence from the then Minister Dominello in 2020 is included below:

A
. L4

NSW The Honourable Victor Dominello MP

covernmest  Minister for Customer Service

Dr Paul Paterson
Chair, IPART

PO Box K35
Haymarket Post Shop,
Sydney, NSW 1240

Dear Dr Pa% ‘P&U\

Standing reference for the pricing of Water NSW's Murray-Darling Basin Services

Under section 12(1) of the IPART Act, | hereby refer to IPART, for investigation and report, the
determination of the pricing for the Murray-Darling Basin Services.! This is a standing reference
for IPART to determine the pricing for the Murray-Darling Basin Services from time to time. The
reference is to remain in effect until it is withdrawn or replaced.

IPART must consider the approach under rule 29(2)(b) of the Water Charge (Infrastructure)
Rules 2010 (Cth)

Under section 13(1)(c) of the IPART Act, | require IPART, whenever it conducts an investigation
pursuant to this reference, to consider the following matter: the approach to approving infrastructure
charges provided for under rule 29(2)(b) of the Water Charge (Infrastructure) Rules 2010 (Cth), as
they will be upon the commencement of the Water Charge Amendment Rules 2019 (Cth)

Background

Water NSW provides bulk water services to irrigators and other entitlement holders throughout the
part of the Murray-Darling Basin that is within NSW. Those services primarily relate to storing bulk
water for, and delivering bulk water to, entitlement holders, using Water NSW’s dams, weirs and
pipelines. These bulk water services are declared to be government monopoly services within the
scope of the Independent Pricing and Regqulatory Tribunal (Water Services) Order 2004

Youys sincerel

Victor Dominello MP
Minister for Customer Service

Date: D\Q'\ < D\@

! Attachment A 1o this letter explains defined terms used in these terms of reference
GPO Box 5341 Sydney NSW 2001 = P: (02) 8574 6607 * F: (02) 9339 5526 * W: nsw.govau
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Matters considered by IPART

A2 Considerations under section 16 of the IPART Act

Section 16 of the IPART Act provides:

If the Tribunal determines to increase the maximum price for a government monopoly
service or determines a methodology that would or might increase the maximum price for
a government monopoly service, the Tribunal is required to assess and report on the likely
annual cost to the Consolidated Fund if the price were not increased to the maximum
permitted and the government agency concerned were to be compensated for the
revenue foregone by an appropriation from the Consolidated Fund.

Under section 16 of the IPART Act, we must report on the likely impact on the Consolidated Fund
if prices are not increased to the maximum levels permitted. If this is the case, then the level of
tax equivalent and dividends paid to the Consolidated Fund would fall. The extent of this fall
would depend on Treasury's application of its financial distribution policy and how the change
affects after-tax profit.

Our financial modelling is based on a tax rate of 30% for pre-tax profit and dividend payments at
70% of after-tax profit. A $1 decrease in pre-tax profit would result in a loss of revenue to the
Consolidated Fund of 49 cents in total, which is 70% of the decrease in after-tax profit of 70 cents.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 219



Appendix B »

Assessment of WaterNSW's regional
and rural bulk water pricing submission




Assessment of WaterNS\W's regional and rural bulk water pricing submission

Summary of decisions on WaterNSW's pricing proposal grading

Our decision is to grade WaterNSW'’s pricing proposal as Standard

Our decision is to grade WaterNSW's pricing proposal as Standard, as it met the guiding
principles in our Water Regulation Handbook for this grade.

This decision is consistent with our preliminary grading in the Issues Paper for the Prices for
WaterNSW regional and rural bulk water from 1 July 2025 review, 2’3 for which the
submission has been used and with WaterNSW's self-assessment.

IPART sets maximum prices that WaterNSW can charge its regional and rural bulk water
customers for water, under the IPART Act. In setting these maximum prices, we assess
WaterNSW's pricing proposal and make decisions to protect customers from the abuse of
monopoly powers and promote their long-term interests.

This appendix explains the reasons for our grading of WaterNSW's proposal as Standard.

B.1 We applied our water regulation framework

When assessing WaterNSW's proposal, we used our Water Regulation Handbook which includes
a framework based on customers, costs and credibility, and provides a useful system for
analysing the considerations in the IPART Act we must or may take into account.

Our water regulation framework aims to encourage each water business to develop pricing
proposals that:

e promote their customers'’ interests

e demonstrate that customer needs and preferences are delivered in the most cost-efficient
manner

e enhance their business' credibility.

We expect proposals to explain how they will achieve efficient delivery of services that meet
required standards. The framework is centred around water businesses developing pricing
proposals that promote customer value. It encourages water businesses to actively involve and
engage with their customers, and to bring customers into the decision-making process when
they set outcomes. This is essential if water businesses are to identify better ways of delivering
their services that align with their customers' preferences.

The framework is underpinned by 12 guiding principles which both IPART and water businesses
use to develop and assess pricing proposals.
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Assessment of WaterNS\W's regional and rural bulk water pricing submission

We assess the quality of WaterNSW's pricing proposal based on the grading rubric outlined in
Appendix C, which informs how we undertake our price review. There are 3 possible grades for
the pricing proposal: Standard, Advanced or Leading (see Box B.1). A Standard grading means we
will conduct our usual comprehensive assessment of the pricing proposal while an advanced
proposal may require less intensive examination where extensive and well-justified evidence is
provided.

Box B.1 There are 3 possible grades under our water regulation
framework

The grades for a water business's pricing proposal are:

e Leading - for businesses that are industry leaders in understanding their
customers, innovating to deliver services customers want and driving costs
efficiencies. The business also demonstrates how it delivers significant
improvement in customer value through a combination of quantitative and
qualitative evidence.

e Advanced - for businesses that demonstrate very strong understanding of their
customers and are broadly at the cost efficiency frontier.

e Standard - for businesses that conduct meaningful customer engagement and
have a credible path towards the cost efficiency frontier. This grade is consistent
with good practice in the NSW water sector.

Source: IPART, Water Regulation Handbook, July 2023.

B2 WaterNSW self-assessed its proposal as Standard

WaterNSW self-assessed its proposal as Standard and identified the 5 focus principles of
customers engagement, robust costs, equitable and efficient cost recovery, continual
improvement and delivery that it considered reflected its customers' priorities.

For the collaboration principles, WaterNSW told us that it facilitated a range of activities to ensure
customer engagement is inclusive, accessible and meaningful. Through these activities, it sought
to understand its community's values and to link these to outcomes for proposed operating and
capital expenditure to deliver services of the quality expected by its customers.

For the cost principles, WaterNSW stated that it:
e undertook a detailed review to identify capital and operating expenditure savings

e adopted a more active and critical consideration of risk and uncertainty and the way these
impact our revenue building blocks

e continued to drive material capital efficiencies in the way we deliver our capital program.

For credibility principles, WaterNSW noted operating and capital efficiencies and governance
arrangements put in place to deliver continued improvement.

For more information, see Attachment 02 Self-assessment against IPART's grading rubric
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Assessment of WaterNS\W's regional and rural bulk water pricing submission

B.3 We made a preliminary assessment to inform our approach to
the review

After a water business submits its proposal, we make a preliminary assessment based on the
3 gradings. This preliminary assessment helps us to determine the approach we take to reviewing
a business's proposal.

Our preliminary grading for WaterNSW was Standard.?’4 Note this submission was considered in
the 2025 review as well as for the current price review. As a result, we took a standard approach
to our price review process, which includes a detailed review of WaterNSW's expenditure. Our
decisions to WaterNSW's efficient expenditure are set out in Chapter 4 and Chapter 5 of

this report.

B.4 We graded WaterNSW's proposal as Standard
Our decision is:

‘ 47. To grade WaterNSW's pricing proposal as Standard.

Our reasons for a Standard grading

We took a holistic approach to assessing WaterNSW's proposal, considering its self-assessment
of its proposal against each of the 12 guiding principles. However, we allocated a single grade to
the proposal as a whole, rather than allocating a grade to each principle, consistent with the
framework. This approach recognises that each pricing proposal's grading may not be a simple
weighted average of the grades for each of the 12 principles. It also reflects the importance of
water businesses developing robust proposals that balance customer, cost and credibility
outcomes according to customer preferences.

Key factors supporting our preliminary grading of WaterNSW's pricing proposal submission
relating to services in regional and rural NSW include:

o WaterNSW has developed a customer and community engagement strategy, with some
evidence of customer input shaping priorities.

o WaterNSW's engagement with customers and other stakeholders which provided some
opportunities for feedback.

o WaterNSW's proposal includes a cost reflective base case and presents scenarios of different
pricing outcomes designed to mitigate customer impacts. We note the latter scenarios are
not cost reflective and would involve a funding gap.
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Assessment of WaterNS\W's regional and rural bulk water pricing submission

Despite the Standard grading, we have identified areas for improvement, which include:

Improving the nexus between customer insights and WaterNSW's plans, to make the
proposal more customer centric.

Providing additional justification and analysis to better articulate the case for changes in
operating and capital expenditure.

More closely examining the risk/price trade-off in consultations and in the pricing proposal.
Better articulating the drivers of current spending.

Taking greater ownership in solving problems identified in the proposal, such as
unaffordability of prices for customers.,
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Grading rubric

Table C.1 Guidance for customer principles

1

Customer centricity

How well have you integrated customers' needs and preferences into the planning and delivery
of services, over the near and long-term?

Standard

Expectations

Develop customer
engagement strategy

The business has a published
customer engagement strategy
which:

- sets out how it seeks to
understand what matters to
customers, and identifies the
outcomes that maximise
long-term customer benefit at
an efficient cost

- considers the level of influence
customers have in how
services are delivered

- identifies the role of customer
engagement in understanding
customer preferences

- commits to engage with
customers in the pricing
proposal and for major
investments.

The strategy should be well

structured and easy for customers

to follow, and articulate clear roles
and responsibilities of customers,
regulator(s) and business.

Customers influence
business outcomes

Customer insights and
engagement influence customer
outcomes, inform business
decisions, and short, medium and
long-term plans.

Processes support customer
centricity

Systems in place to respond to
ongoing customer feedback.
Consumer facing businesses
propose assistance programs for
customers experiencing
vulnerability (e.g. hardship
programs, payment plans, access
to concessions or other).

Advanced
Additional expectations to Standard

The strategy demonstrates that
customers have a high level of
influence in how services are
delivered, and commits to gain
insights from customers through a
variety of methods.

Customer insights are linked to
customer outcomes, which inform
ongoing improvements in the way
services are delivered to
customers.

Learns from and keeps up with
peers and industry best practice
engagement methods.
Consumer facing businesses
propose tools or processes to
support early identification and
interventions for customers
experiencing a range of
vulnerability circumstances.

Leading

Additional expectations to Advanced

The strategy empowers
customers to co-develop the
most material aspects of its
pricing proposal that impact price
and service.

Clear evidence of continual
improvement in customer value
across the business where it
reflects on, and incorporates,
learnings from its engagement
processes.

Consumer facing businesses
propose simplifications to assist
customers, including those
experiencing vulnerability,
improve accessibility and
understanding (e.g. customer
contracts, bills and accounts and
water literacy).
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Grading rubric

2.

Customer engagement

Are you engaging customers on what's most important to them, making it easy for customers to
engage by using a range of approaches to add value?

Standard

Expectations

Engage on what matters to
customers

Select issues for engagement that
matter to customers.

Choose appropriate
engagement methods

Suitable consultation method/s
have been chosen to reach a
representative customer base
and/or their advocates, such as
renters, home-owners, vulnerable
groups, and businesses.
Opportunities for 2-way
communication with

customers exist.

Scope of engagement
proportional to the level of
expenditure and the impact of
the project.

Engage effectively

Unbiased, clear explanation of
context and objectives.
Participants are informed of the
impact of their feedback.
Engagement is easy to
understand, and customers'
understanding is tested and
where relevant, technical
literacy/capacity is supported for
effective engagement.

Culturally and linguistically
diverse groups are supported in
their engagement.

Information is accurate, objective,
tells the whole story and is
correctly targeted to its audience.
Clear explanations of investment
options, service levels, and
uncertainties.

Advanced
Additional expectations to Standard

Customers involved in setting
priorities that matter most for
deeper engagement.

Chooses effective methods to
provide all customers - including
more difficult-to-reach customers
- with a high level of influence in
how services are delivered.
Responses are then triangulated
and tested against other
information.

Engagement includes clear
explanation of options (including
price differences and any
potential trade-offs), and
participants are confident their

feedback will influence outcomes.

Leading

Additional expectations to Advanced

Collaborates with and empowers
customers (and/or customer
representatives) to develop
solutions in customers' long-term
interests.

Continuously seeks to improve
methods of engagement and
explore innovative methods.
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Grading rubric

3. Customer outcomes

How well does your pricing proposal link customer preferences to proposed outcomes, service
levels and projects?

Leading

Additional expectations to Advanced

Advanced
Additional expectations to Standard

Standard

Expectations
Customers drive outcomes

Outcomes are concise, specific, e Outcomes and supporting output

e Propose outcomes, based on o

customer engagement, that
capture what customers want you
to deliver.

Link proposed expenditure to
these outcomes.

Performance measures
support outcomes

Propose performance measures

for each outcome.

Propose performance targets for

each measure, referencing

IPART's principles, with:

- internally consistent short-,
medium- and long-term
targets

- targets justified based on past
performance and other
suitable industry benchmarks

- targets that, at a minimum,
meet customer protection
operating licence standards
and other regulatory
requirements.

Accountability for customer
outcomes

Clear mechanisms ensure the
business is accountable for
delivering outcomes.

measurable and written from
customer's perspective. They are
clearly aligned to customer
preferences and proposed
expenditure.

Targets show a step change
improvement to customer value
and include adequate protections
for individual customers.

All outcomes include steps the
business will take if not meeting
targets, and where appropriate,
are supported by outcome
delivery incentive (ODI)
payments/penalties.

measures and targets are co-
designed with customers, and
proposals are supported by
customers.

Where supported by customer
willingness to pay, service targets
exceed past performance and
other suitable industry
benchmarks by an ambitious but
realistic margin.

All important customer outcomes
with high customer value would
typically be supported by ODI
payment/penalty rates and
targets.
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4. Community

Are you engaging with and considering the broader community to understand their objectives,
including traditional custodians of the land and water, while ensuring services are cost-reflective
and affordable today and in the future?

Standard Advanced Leading
Expectations Additional expectations to Standard Additional expectations to Advanced

Identify community

outcomes

« Engage with, and consider the o Outcomes have demonstrated o Demonstrate step change
broader community, including customer value and support, with improvements in community
Aboriginal and Torres Strait awareness of bill impacts. outcomes, which prioritise
Islander peoples, to identify customer preferences revealed
community outcomes. through engagement.

o Assess the benefits and costs to
the customer of delivering on
broader community values, as
they relate to the provision of
regulated services.

» Consider costs/benefits and bill
impacts before proposing
expenditures.

Community outcome
performance measures

o Community outcomes have o Work and partner with local o Demonstrate innovative
targets that are measurable, have groups and other stakeholders to approaches to promote customer
intermediate steps and milestones propose and deliver community and community value.
built in (as needed). outcomes within the scope of its
services.

Accountability for
community outcomes

o Clear mechanisms ensure the o Mechanisms include steps the
business is accountable for business will take if not meeting
delivering community outcomes. targets.
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5.

Environment

Have you identified and met broader environmental objectives, while ensuring services are cost
reflective and affordable today and in the future?

Standard

Expectations

Identify environmental
outcomes

Meet all regulatory requirements, o
including environmental
requirements, at an efficient cost.
Follow government directions®

and regulatory obligations.

Set environmental outcomes that
relate to the provision of regulated o
services, consistent with customer
preferences, community views

and waterway quality guidelines.
Consider long-term environmental
costs/benefits and bill impacts

before proposing expenditures.
Propose cost-efficient

expenditure to manage and adapt

to the impacts of climate change.

Environmental outcome
performance measures

Environmental outcomes have .
targets that are measurable, have
intermediate steps and milestones
built in (as needed).

Accountability for
environmental outcomes

Clear mechanisms ensure the .
business is accountable for

delivering environmental

outcomes.

a

Advanced
Additional expectations to Standard

Actively engage with other
regulators, evaluate prospective
government directions and
obligations from the perspective
of promoting the customer's long-
term interests.

Incorporate climate change into
forecasting models and undertake
climate change adaptation and
mitigation actions.

Work and partner with community
groups, other businesses,
stakeholders and government, to
propose and deliver outcomes
that meet regulatory
requirements, promote customer
value and provide environmental
benefits.

Mechanisms include steps the
business will take if not meeting
targets.

Leading

Additional expectations to Advanced

e Demonstrate step change
improvements in environmental
outcomes, revealed through
engagement, which prioritise
delivery of environmental
outcomes that customers and the
community value most.

o Demonstrate innovative
approaches which promote
customer value and maximise
environmental benefits.

Government directions are typically made by Ministerial order through the State Owned Corporations Act 1989 (the
SOC Act) or other power under legislation
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6. Choice of services

Are you providing opportunities to reflect customers' varied preferences for the tariffs and

additional services they are willing to pay for?

Standard Advanced

Expectations Additional expectations to Standard

Consider differentiated
service offerings

« No requirements at Standard. « Engage with customers on
opportunities for differentiated
service offerings, including
standard add-on mass market
tariff options (e.g. carbon offsets),
where it is cost efficient to do so.

e \Work with government and
developers in growth planning to
offer additional services and
supply options to new
developments.

Leading

Additional expectations to Advanced

Offer customers innovative tariffs
and products above licence
obligations, consistent with
customers' preferences if there is
evidence of customer demand.
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Table C.2 Cost principles

7. Robust costs

How well does your proposal provide quantitative evidence that you will deliver the outcomes
preferred by customers at the lowest sustainable cost?

Standard

Expectations

Justify proposed
expenditure

e Proposed operating expenditure
(opex) is consistent with past
expenditure and clearly explains
any step changes or trends.

e Proposed capital expenditure
(capex):

- is clearly explained

- identifies baselines for
recurrent expenditure and
provides justification for any
changes it proposes over time

- for large capital projects with a
clear scope is supported by
cost-benefit analysis

considering alternative options.

Optimise between opex and
capex

« Demonstrates consideration has
been given to opex and capex
trade-offs.

Accountability for
expenditure outcomes

o Expenditure performance targets
have been identified that maintain
compliance with licence
conditions, other regulatory
requirements, and are consistent
with customer preferences.

Advanced
Additional expectations to Standard

o Changes in expenditure are
supported by quantitative
evidence which demonstrates
how it promotes customer value
(e.g. in proposing step changes for
opex, and justification in business
cases for large capital projects).

o Uses quantitative evidence to
show that proposed opex and
capex minimises net life-cycle
costs.

e Demonstrates how performance
targets have been developed
through customer engagement
and deliver customer value.

Leading

Additional expectations to Advanced

e Proposes opex and capex that
maximises customer value,
supported by modelling which
shows it is below industry
benchmarks.

o Takes into account the potential
and likelihood for cost saving
innovations when proposing a
balance of opex and capex.

e Has adopted and implemented
robust processes to ensure that
forecasts are justified,
evidence-based and deliverable.
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8. Balance risk and long-term performance

How well do you weigh up the benefits and risks to customers of investment decisions, and how
consistent are they with delivering long-term asset and service performance?

Standard

Expectations

Advanced
Additional expectations to Standard

Leading

Additional expectations to Advanced

Understand long-term
performance

e Investment and asset e Provides additional evidence

management decisions
demonstrate a balancing of the
risks and benefits to the customer
and business in terms of long-
term asset and service
performance.

Manage risks and reprioritise

9. Commitment to improve value

Demonstrates all cost drivers and
has mechanisms to monitor cost
risks and reprioritise expenditures
and asset management strategies
as necessary.

Ouitlines its approach to manage
long-term risks, including climate
change.

Proposal commits to accept more
risk where it has benefits for
customers.

Demonstrates it has organisational
resilience to absorb cost impacts
arising from changes in the
operating environment.

optimising this balance of risks,
using best practice, probabilistic
investment decision and asset
management systems.

Proposal includes capability and
strategies to optimise and manage
the value of risk factored into its
forecasts and proposals.

How much ambition do you show in your cost efficiency targets and what steps have you taken
to demonstrate commitment to deliver on your promises?

Standard
Expectations

Develop cost efficiency
strategy

The business has a management®

approved and externally

published cost efficiency strategy

that includes:

- anannual ‘efficiency factor’
across opex and capex

- productivity improvements
achieved and proposed, which
highlight that the business is
adopting innovations

- how it has performed against
current period targets.

Accountability for cost
efficiency outcomes

Has clear mechanisms to ensure
the business is accountable for
achieving its proposed cost
efficiency outcomes.

Advanced
Additional expectations to Standard

Proposal is informed by cost
efficiency strategy, justifies an
ambitious annual expenditure
‘efficiency factor' and explains
reasons for its current
performance.

Leading
Additional expectations to Advanced

Proposes efficiency targets which
would lead to a significant step
change in cost efficiencies below
historical costs and industry cost
benchmarks.

Depending on the organisation structure this approval may be Board, Council or executive leadership approval.
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10.Equitable and efficient cost recovery

Are your proposed tariffs efficient and equitable, and do they appropriately share risks between

the business and your customers?

Standard

Expectations

Propose cost-reflective

Advanced
Additional expectations to Standard

Leading
Additional expectations to Advanced

prices

Propose cost-reflective maximum

prices for customers, with:

- modelling to justify tariffs over
the next determination period

- abalance of fixed and usage
charges that takes into
account the long run marginal
cost (LRMC) of providing
services.

Provides modelling to show that

proposed prices:

- are sustainable over time, and
would avoid large future bill
impacts

- have been informed by LRMC
model estimates

- consider the impact of climate
change on the level and
structure of prices addressed

Justifies the appropriate form of

price control that promotes the

e Provides comprehensive modelling
to support its proposed recovery of
costs, including:

- catchment level LRMC estimates
where appropriate (to justify
demand and supply side
responses to delay
augmentations or prioritise
investments)

- longer-term pricing paths
supported by long-term cost
estimates.

Justify within-period
revenue adjustments

e Provides a robust justification for

any revenue adjustments,

consistent with IPART's revenue

hierarchy principles.

long-term interests of customers.

Table C.3 Credibility principles

Credibility

11. Delivering

Can you provide assurance that
you have the capability and
commitment to deliver?

12. Continual
improvement

Does the proposal identify
shortcomings and areas for
future improvement?

Requirements (all levels)

o Proposed expenditures and service outcomes can be delivered in the
timeframe proposed.

e Sets out how progress against key investments and performance targets (both
short- and long-term) will be regularly monitored and communicated to its
customers.

o Plans for foreseeable future challenges, including strategies for how it will
reprioritise and adapt as changes arise.

o The proposal has been approved by the Board (or equivalent), who endorse
that the proposal would best promote the long-term interests of its customers.
The proposal has evidence of a robust assurance process to ensure the
veracity of information provided to IPART.

o Justified self-assessment

e Performance targets have been monitored and communicated to customers
over the previous period, consistent with past regulatory proposals. You have
Jjustified and explained past performance to customers.

o Demonstrates how experience and lessons from past determination period/s
have been integrated into current and future/long-term strategies, where gaps
remain, and how future plans will address these.

o ldentifies any shortcomings in its proposals including its plans to address any
shortfalls.
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WaterNSW's regulatory structure and framework

D1 WaterNSW's objectives and functions

The Water NSW Act, 2014, sets out the objectives and functions of WaterNSW. Guiding
WaterNSW's activities are its principal and other objectives set out in section 6 of the Water NSW
Act. These are:

6 Objectives of Water NSW

1. The principal objectives of Water NSW are:
a) to capture, store and release water in an efficient, effective, safe and financially responsible manner, and
b) to supply water in compliance with appropriate standards of quality, and

c) toensure that declared catchment areas and water management works in such areas are managed and
protected so as to promote water quality, the protection of public health and public safety, and the protection
of the environment, and

d) to provide for the planning, design, modelling and construction of water storages and other water
management works, and

e)  to maintain and operate the works of Water NSW efficiently and economically and in accordance with sound
commercial principles.
2. The other objectives of Water NS\ are as follows:
a) tobe asuccessful business and, to that end:

(i) to operate at least as efficiently as any comparable business, and
(i) to maximise the net worth of the State's investment in Water NS\W/,

b)  to exhibit a sense of social responsibility by having regard to the interests of the community in which it
operates,

c) to exhibit a sense of responsibility towards regional development and decentralisation in the way in which it
operates,

d) where its activities affect the environment, to conduct its operations in compliance with the principles of
ecologically sustainable development contained in section 6 (2) of the Protection of the Environment
Administration Act 1991.

3. The other objectives of Water NSW are of equal importance, but are not as important as the principal objectives
of Water NSW.

Consistency with and furthering of these objectives is referenced in several areas of the Act, such
as when conducting any business or activity, appointing directors or building, installing, repairing
or dealing with any of its works,

The ‘listed functions' are also set out in the Act.27> This list combined the ‘principal functions' of
the former State Water Corporation Act 2004 with the ‘specific functions' of the repealed Sydney
Water Catchment Management Act 1998. The Water NSW Act 2014 specifies that the listed
functions may only be exercised ‘under the authority of, and in accordance with, one or more
operating licences'?76

The origin of each of the listed functions is indicated in the table below. These are designated
under transitional arrangements as either the ‘Sydney catchment functions' and the ‘non-Sydney
catchment functions' of WaterNSW.
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Table D.1 Origin of the section 7 functions of the Water NSW Act

Origin

State Water Act

SWCM Act

SWCM Act

SWCM Act

SWCM Act

State Water &
SWCM Acts?®

SWCM Act

SWCM Act

State Water Act®

SWCM Act

SWCM Act

Function

1

a)

d)

k)

For the purposes of this Act, the listed functions of Water NSW are as follows—

to capture and store water and to release water—

(i) to persons entitled to take the water, including release to regional towns, and
(ii) for any other lawful purpose, including the release of environmental water,

to supply water to the Sydney Water Corporation,

to supply water to water supply authorities and to local councils or county councils
prescribed by the regulations,

to supply water to licensed operators and licensed retailers within the meaning of the
Water Industry Competition Act 20086,

to supply water to other persons and bodies, but under terms and conditions that
prevent the person or body concerned from supplying the water for consumption by
others within the State unless the person or body is authorised to do so by or under an
Act,

to construct, maintain and operate water management works (including providing or
constructing systems or services for supplying water),

to protect and enhance the quality and quantity of water in declared catchment areas,
to manage and protect declared catchment areas and water management works vested
in or under the control of Water NSW that are used within or for the purposes of such
areas,

to undertake flood mitigation and management,

to undertake research on catchments generally, and in particular on the health of
declared catchment areas,

to undertake an educative role within the community.

a. Under the Sydney Water Catchment Management Act this ‘specific function’; was "to construct, maintain and operate water management
works (including providing or constructing systems or services for supplying water) for the Sydney Catchment Area,”

b. Under the State Water Corporation Act this function was formerly part of the function ‘capture and store water and to release water, (ii)
for the purposes of flood management.." Under the transitional provisions this was designated as a non-Sydney Catchment function.

Source: Section 7(3), and Schedule 2 Savings, transitional and other provisions schedule, of the Water NSW Act 2014
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D2 WaterNSW's legislative and regulatory instruments

WaterNSW operates within a complex framework of instruments including acts, regulations,
subordinate regulatory instruments (such as the operating licence, reporting manual and other
approvals) and government policies at both the Commonwealth and State level.

D.21 Legislative and regulatory instruments governing WaterNSW's activities

Water NSW Act and regulation

The Water NSW Act 2014 establishes the State Owned Corporation WaterNSW, and sets out its
objectives and functions. It requires WaterNSW to carry out its functions in accordance with an
operating licence. The Act also links to other Acts such as, the State Owned Corporations Act 1989,
the Water Management Act 2000 and the Protection of the Environment Operations Act 1997.

The Water NSW Regulation 2020 relates to the exercise of WaterNSW catchment management
functions within the declared catchment. It provides WaterNSW with the power to legally enforce
access or activity restrictions on land adjacent to water storages in the Greater Sydney drinking
water catchment.

Operating Licence and Reporting Manual

The Operating Licence authorises WaterNSW to conduct its functions (referred to in the Act as
listed functions) and places conditions on the conduct of these functions. It also authorises
WaterNSW to provide facilities or services that are necessary, ancillary or incidental to its listed
functions as well as conduct any business or activity that it considers will further its objectives.

The operating licence contains reporting obligations and arrangements for the audit of the
licence. Non-compliance with the licence is enforceable by monetary penalty or other
enforcement actions requiring WaterNSW to take actions.

The operating licence covers all of WaterNSW's operations relating to its regulated services
covered by the 4 determinations (regional and rural bulk water services, Greater Sydney, the
Broken Hill pipeline and WAMC functions) within its Area of Operations (the State of NSW,
including non-exclusive authority to operate in the Sydney Water, Hunter Water and other water
utilities' area of operations as well as outside of the State of NSW to the extent permitted by law).

The operating licence is a more flexible regulatory instrument than an Act or Regulation. It is
issued for at most 5 years and is regularly reviewed and updated. It is granted by the Governor on
the recommendation of the portfolio Minister?’” who considers IPART's recommendations for
terms and conditions.?”® IPART conducts a review of operating licences approximately every
5years.

The operating licence contains obligations that are auditable and enforceable. IPART calls for
public and stakeholder submissions when setting the audit scope. Agencies such as NSW Health,
the NSW Department of Climate Change, Energy, the Environment and Water and the NSW
Environment Protection Authority can provide comment on their observations of public water
utility compliance with relevant operating licence conditions (e.g. Water quality management or
compliance with Memoranda of Understanding or other agreements).
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The provisions of the operating licence are briefly summarised in the table below. The table also
indicates which of the services of the 4 price determinations the obligations primarily relate to.

Table D.1 Summary of key operating licence conditions as related to
determinations

Determination  Operating licence obligation

ALl Part 1: Licence context: (objectives, definitions and scope) of the licence (minimal cost
impact)
All Part 2: Licence authorisations: Authorises WaterNSW to conduct:

o |ts listed functions

Ancillary functions

Any business or activity it considers will further its objectives
The conferred functions in schedule A of this licence
Metering equipment functions

Part 3: Management systems: (WQMS, AMS, EMS, Fluoridation Code)

GS WNSW must maintain, implement and report on its Water Quality Management System in
accordance with NSW Health requirements and the ADWG.

All WNSW must maintain and implement an ISO 55001 consistent Asset Management System

All WNSW must maintain and implement an ISO 14001 consistent Environmental Management
System

RR WNSW comply with the Fluoridation Code and any other requirements of NSW for fluoridation.

(header indicates Fish River)

Part 4: Performance standards (water supply; water release; Fish River & trades)

GS, RR WNSW must meet Water quality and Service interruption performance standards for direct
water supply services.

RR WNSW must meet Water quality (notification), water delivery and service interruption
performance standards for its water release services.

RR WNSW must meet Water quality performance standards for the Fish River Water Supply
Scheme.

RR WNSW must meet Account processing standards for trades.

Part 5: Raw water quality for drinking water suppliers

RR, GS WNSW must publish a policy about the quality of water it makes available to drinking water
suppliers (LWUs) that specifies roles and responsibilities, processes and its actions under the
policy.

RR, GS From 1 July 2026 WNSW must determine water quantity and quality parameters for each
region.

RR, GS From 1 July 2026 WNSW must maintain, implement and comply with an early warning system
for flow changes from its works.

RR, GS From 1 July 2026 WNSW must publish a summary of its service commitments to drinking water
suppliers.

RR, GS From 1 July 2026 WNSW must maintain and report on an ongoing water quality monitoring

enhancement program, developed in consultation with the Department and considering NSW
Government Roadmap, programs and environmental and cost and benefit matters.

Part 6: Customer agreements and accounts

GS WNSW must establish, maintain and comply with customer agreements with direct water
supply service customers.

RR, GS WNSW must maintain water allocation accounts for each customer licensed under the Water
Act or the Water Management Act.

RR, GS WNSW must determine the volume of water supplied and released to / extracted by
customers for all of its services.

Part 7: Customer support and complaint management
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Determination
RR, GS

RR, GS

RR, GS
RR, GS
RR, GS

RR, GS

GS, RR

GS
GS

GS, RR

GS
GS. RR

GS, RR

GS
GS
GS

ALl

All

All

WAMC, RR

All

Operating licence obligation

WNSW must publish a customer service charter setting out roles and responsibilities of WNSW/,
its customers and customer engagement

WNSW must engage regularly with customers and the community, publish an engagement
policy and comply with.

WNSW must maintain a code of practice on payment difficulties.
WNSW must maintain a family violence policy.

WNSW must maintain an internal complaints handling procedure consistent with AS/NZS
10002:2014 and publish a summary.

WNSW must be a member of EWON or alternative dispute resolution scheme, publish a
summary of the scheme operation and notify customers annually.

WNSW must cooperate with WIC licenses that seek to establish a code of conduct and comply
with any code of conduct.

Part 8: Catchment and river health
Manage and protect declared catchment areas.

By 30 November 2025 develop a catchment and river health research strategy, and maintain,
implement and report on an ongoing research program consistent with the strategy.

From 30 November 2025 WNSW must maintain a community education strategy.
Part 9: Water conservation and planning

System yield - WNSW must regularly complete long-term hydrological modelling and update
it in response to event triggers or regular 5-year review.

Water conservation - WNSW must maintain a water conservation plan covering all its assets
and considers NSW Government policy and strategy documents

WNSW must engage in climate risk assessment and management processes, consider NSW
Government strategy and guidance documents, appoint a climate change risk officer and
designate an executive level sponsor.

WNSW must cooperate with Sydney Water and consult with the department to annually review
and publish a Greater Sydney Drought response plan

Maintain an MoU with Sydney Water for water supply augmentation planning for Greater
Sydney.

Must maintain long-term capital and operational plan for the Greater Sydney and declared
catchment area.

Must cooperate with the Department if requested on any review of water strategies
Part 10: Data management and access

Maintain a framework for data that includes:

o data governance and management consistent with NSW Government policy and legislation

o data quality policy consistent with NSW Government standards and operating licence
conditions

o data sharing policy with third parties consistent with the NSW Government Open Data Policy

e data sharing policy with NSW Government agencies.

o Must maintain systems that allow government agencies to access information and data
relevant to their functions

e Must maintain processes and practices for data and information creations and collection that
enable lawful provision of access to the above systems

e Must provide access to systems within 20 days of a request

e Must consult with agencies on the design and development of modifications to or
replacement systems.

If requested by a NSW Government agency, metering equipment data must be downloaded
Part 11: Government relationships

Must maintain MoUs with:
e NSW Health
o EPA
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Determination = Operating licence obligation

o Department, NRAR and WAMC.

Maintain cooperation protocols with:

¢ NRAR

o NSW Fisheries.

Comply and publish the relationship documents above

Part 12: Environment and climate reporting

All Monitor, compile and report on environmental performance indicators
Make climate related disclosures consistently with the nominated standard

Performance monitoring and reporting

All o Cooperation with IPART and auditors conducting Operational audits
o Record keeping to enable accurate reporting to comply with the reporting manual
o Cooperation with catchment auditor in any catchment audit and maintain sufficient records
and systems to enable information provision to catchment auditor.

Schedule A: Conferred functions of the Water Management Act and the Water Act

Licensing

Approvals

Compliance

Metering

Border Rivers

General administrative functions
Group licences functions

Legal proceedings.

WAMC

Source: IPART Analysis of Water NSW Operating Licence 2024-2028

Note RR refers to the Determination of prices for Regional and Rural Water services; GS refers to the Determination of maximum prices for
WaterNSW's Greater Sydney services and WAMC refers to the Determination of maximum prices for the Water Administration Ministerial
Corporation Water Management services.; WNSW refers to WaterNSW

The reporting manual is an instrument issued under the operating licence by IPART. It contains all
licence related reporting obligations and can be updated more regularly than the operating
licence. It does not require ministerial or the Governor's approval.

Other legislation and subordinate instruments

The Water Management Act 2000 governs the sustainable and integrated management of water
sources in NSW.27¢9 |t establishes the framework for sharing water between the environment, and
water users (including those with a right to water and those with a licence for water).2%°

It creates water sharing plans, licences and approvals that govern the extraction and use of water.
WaterNSW holds licences and approvals and provides water to its customers in accordance with
those customers’ Water Management Act entitlements. Some of the functions of the Minister
administering the Water Management Act and the Water Act 1912 have been conferred upon
WaterNSW through the Operating Licence.

o Water sharing plans - are legally binding plans that establish rules for sharing water
between the environmental needs of rivers or aquifers and extractive water users in specified
water management areas.

WaterNSW must comply with the requirements of water sharing plans, made under the
Water Management Act. These are developed and administered by the NSW Department of
Climate Change, Energy, the Environment and Water but are implemented by WaterNSW in
the regulated rivers and the Hawkesbury Nepean. WaterNSW credits customer water
accounts with their shares of available water and debits accounts on usage.?® Water sharing
plans remain in place for 10 years and are reviewed and replaced when they expire.?8
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— Water Access Licences - In areas where a water sharing plan has commenced a \Water
Access Licence entitles its holder to specified shares of the available water within a water
management area, and to take that water at specified times, rates or circumstances for
specified areas or locations.?83 The majority of Water Access Licences are issued under
the Water Management Act 2000, but some are still issued under the Water Act 1912.2%4
Water Access Licences create the right to a share of available water from a given water
source and are separate from land ownership. This enables trading of these entitlements.
Under the Water Management Act 2000, some exemptions apply to the need for Water
Access Licences for landowners such as water for fire preparedness and firefighting.

— Water supply work approvals are granted to construct and operate water supply works
such as pumps, bores, channels, levees or tanks, and relate to a particular location and
used together with a water access licence.?®s These are not tradeable because they are
specific to a location and infrastructure.?®®

— Water use approvals authorise the use of water for a particular purpose at a particular
location and are not tradeable. Some exemptions may apply to the need to hold a water
use approval if for example water use is authorised as part of a development application.

The Water Act 1912 - creates licences for activities that involve aquifers (groundwater) and allow
construction of a bore, well or work which connect with an aquifer outside the water sharing plan,
monitor bores or artificially recharge into an aquifer.

The IPART Act 1992 -provides for IPART's review and determination of maximum prices that can
be charged for bulk water services by WaterNSW.

The Dams Safety Act 2015 - establishes Dams Safety NSW as an independent regulator
responsible for auditing compliance of dams with safety regulations.

The State Owned Corporations Act 1989 - sets out the governance of State owned corporations.

Public Health Act 2010 - \WaterNSW must ensure that it has safety measures in place to ensure
the drinking water it supplies is fit for human consumption. WaterNSW may be penalised if
drinking water is not fit for human consumption.

WaterNSW must establish and adhere to a quality assurance program which addresses the
elements of the Australian Drinking Water Guidelines 2011, in accordance with clause 45 of the
Public Health Regulation 2022.

In accordance with the Public Health Act 2010 and the Memorandum of Understanding (MOU)
with NSW Health as prescribed under the Water NSW Act 2014, WaterNSW must as soon as
practicable report to NSW Health any events within its area of operations that may have
implications for public health. NSW Health will also inform WaterNSW of any events that it may
become aware of within its area of operations with implications for public health.

Fisheries Management Act 1994 - WaterNSW is required to install infrastructure enabling fish to
migrate along river systems within the catchment area and downstream. The Fisheries
Management Act, 1994 deals with threatened fish and marine vegetation and associated
threatening processes and is administered by the NSW Department of Primary Industries (DPI).
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Security of Critical Infrastructure Act 2018 (Cth) - establishes obligations for licensed owners or
operators of critical water assets to provide operational and ownership information to the Register
of Critical Infrastructure Assets, report cyber incidents and adopt, maintain and comply with a
written critical infrastructure risk management program. The obligation applies to water or
sewerage systems or networks that are managed by a single water utility and ultimately deliver
services to at least 100,000 water connections or sewerage connections. Only 3 water utilities in
NSW supply water and sewerage services to >100,000 connections (Sydney Water, Hunter
Water and Central Coast Council).

D.2.2 Policies and other instruments governing Water NSW activities

o Statement of Expectations - In 2022, the Shareholding Ministers (Treasurer and Portfolio
Minister) issued a statement of expectations to align WaterNSW/'s strategic direction with
Government's key priorities, while it continues to operate its business in a commercial
manner. Government expectations of Water NSW were described under the headings:

— Align with Government's strategic planning (seeking communication and collaboration
with Government Water and drought strategies, regional towns and integrated decision
making with Sydney water)

— Strive for excellence in customer service and experience (with emphasis on customer
accountability, engagements and leveraging technology for customer experience)

— Build trust with the community and stakeholders (with emphasis on sharing data with
customers, stakeholders and community)

— Focus on environmental outcomes (demonstrate consideration of the environment in its
management and operations, operate consistently with the Net Zero plan, support
communities benefit from decarbonisation, and report annually)

— Minimise cost of living pressures (through customer engagement for prioritisation of
investments and efficient operation)

— Ensure the Government’s investment of its capital is used efficiently (optimise business
performance but maintain performance, ensure technology investments account for
government direction on customer experience and integration)

— Deliver services safety (for well-being of employees, customers, community and
environment)

— Maintain high standards of public accountability and corporate governance

— Ensure robust procurement and employment practices that support the economic and
social outcomes of the state.

o NSW Water strategy/regional water strategy - 12 regional water strategies and a Greater
Sydney Water strategy developed by the Department to set out a long-term roadmap of
actions to deliver on the objectives of each region.
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D.3 Price determinations

Until 2025, WaterNSW was subject to both NSW and Commonwealth price regulation in the
Murray Darling Basin under the:

o Water Act 2007 (Cth)

o Water Charge (Infrastructure) Rules 2010 (WCIR) made under section 92 of the Water Act
2007

e Australian Competition and Consumer Commission Pricing principles for price approvals and
determinations under the WCIR of July 2011 (ACCC Pricing Principles) and

e Independent Pricing and Regulatory Tribunal Act 1992 (NSW).

Its services are currently price regulated under 4 separate determinations largely following the
legacy organisations:

e Greater Sydney price determination for the services provided under the then ‘Sydney
Catchment functions’

e Rural Valley price determination for the services provided under the then ‘non-Sydney
catchment functions' of WaterNSW

e The WAMC determination which sets prices for each of WAMC's services, some of which are
conducted by WaterNSW under the conferred functions of the operating licence

e The Murray River to Broken Hill pipeline determination for the maximum prices WaterNS\W
may charge Essential Energy and non Essential Energy customers for the Pipeline Service.

IPART currently makes all these determinations under the IPART Act. Parts of the regional and
rural bulk water determination relating to the Murray Darling Basin Valleys were conducted by
the ACCC and then by IPART under accreditation under the Commonwealth Water Charge
(Infrastructure) Rules over the last decade. In 2022, the ACCC decided that WaterNSW would
cease to be a Part 6 operator under the Water (infrastructure) Charge Rules. Accordingly,
infrastructure charges for all valleys are now determined under the IPART Act as of the

2025 Determination.

Price determinations for each of the legacy organisations set prices for the services of the
respective organisations. These continued to apply immediately after the effective merger.
Subsequent price determinations have continued the structure of the legacy determinations, and
new services (such as the operation of the Broken Hill pipeline) have resulted in a new
determination rather than combining service pricing into a single determination for the entity.
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D4 Major regulatory changes since its formation

Since its formation, the role of WaterNSW has changed beyond the initial concept of the merger
of the two legacy entities (State Water Corporation and the Sydney Catchment Authority).

The mechanisms for these changes have not always involved legislative change but have largely
been effected through the operating licence (such as changes to terms and conditions, conferral
of functions, creations of roles and responsibility protocols, other agreements or memoranda

of understanding).

Other non-statutory mechanisms such as the regional water strategies and their respective
implementation plans have also established implementation activities for WaterNSW. A Minister's
statement of expectations was also issued to WaterNSW to ensure alignment between key
Government priorities in 2022 and appears to remain in place today.

These changes can result in a broadening of WaterNSW's role over time and can incrementally
increase the cost of water services to customers if not carefully tracked and separately funded.

We have identified some of the major regulatory changes to the operations of WaterNSW since it
was established by the effective merger of State Water Corporation with the Sydney Catchment
Authority in 2015. A future review of the WaterNSW Act or its functions may consider how to
ensure WaterNSW's activities and priorities are aligned to its legislative functions.

2015: Establishment of WaterNSW

On 1 January 2015, WaterNSW was established by the effective merger of its legacy entities
Sydney Catchment Authority and the State Water Corporation. The Water NS\W Act enabled
WaterNSW to continue to operate under the authority of the legacy organisations' operating
licences under the transitional provisions of the Water NSW Act.?%7

2016: Stage 2 Bulk Water Reform program

On 1 July 2016 all customer facing functions, operational functions and the management of
surface and groundwater were transferred from DPI Water to WaterNSW. A transfer of 207 staff
and a conferral of certain functions through the existing operating licences intended to position
WaterNSW as the single point of contact for customers and deliver operating efficiencies

for shareholders.

2017: IPART recommended operating licence (2017-2022)

In 2016-17, we conducted a first principles review of the two legacy operating licences and
recommended a single operating licence for all the functions of WaterNSW. During this review
we carefully considered the functions specific to the Sydney Catchment Area and the statewide
functions of WaterNSW. In our Final Report we set out our objectives for the review and stated:
‘we have aimed to design an operating licence which authorises Water NSW to continue to
undertake its current functions and activities within a regulatory framework similar to its current one.
That is, we have sought to avoid increasing Water NSW's regulatory burden without justification."288
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We considered the scope of the existing legacy licences and carefully constructed the definitions
within the proposed licence to ensure that the single licence, which now authorised all activities
across the state, did not create large scope increases.

Where similar or duplicate obligations existed in both licences (such as asset management
systems or environmental management systems) we combined the obligations to minimise
duplicative compliance effort but allowed some flexibility in the wording of the obligations to
allow WaterNSW discretion to decide how to most efficiently meet the organisation

wide obligations.

In its Annual report, WaterNSW described the commencement of the new operating licence:

“The WaterNSW Operating Licence 2017-22 commenced on 1 July 2017. This new single
operating licence replaces the State Water and Sydney Catchment Authority operating
licences and delivers a number of important outcomes for WaterNSW and its customers,
namely greater clarity and transparency and the opportunity to reduce costs through
operational and administrative efficiencies.” 289

We conducted a cost benefit analysis against a base case of replicating the existing operating
licence or reporting manual requirements in the new licence with no change, and adopted
recommendations with a net benefit, after considering any requirements of the Act.

Recommended operating licence requirement into groupings of similar activities and ordered
them according to the obligations around ‘catchment to tap’ supply chain of
WaterNSW's functions.

2017-18: Natural Resources Access Regulator

Some of the staff previously transferred to WaterNSW from the NSW Department of Industry to
conduct some of the conferred functions under the Water Management Act, were transferred to
the newly established Natural Resources Access Regulator (NRAR) after reviews identified
failures of the water compliance regime in NSW.

Some conferred functions were later removed from the WaterNSW Operating Licence, and new
obligations were included within the WaterNSW Operating Licence to establish and comply with
an MoU with NRAR to form an ongoing cooperative relationship between the parties to meet their
joint responsibilities.

2019: Departmental updates (2019)

During 2019 and after the establishment of the NRAR, the Department made recommendations
to the Minister to amend the licence these were made in 2 stages:

February 2019

This amendment created a new obligation to require WaterNSW to establish a new
Memorandum of Understanding with NRAR and changed the conferred functions to reflect the
revised split of water management responsibilities between WaterNSW and NRAR.
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July 2019
This change created 10 new obligations within the licence under “water planning” requiring;

e Joint development of a long-term capital and operation plan with Sydney Water and 5 yearly
review of the plan

o Joint development and implementation of a Greater Sydney Drought Response plan with
annual review

e Implementation of actions within the Greater Sydney Water Strategy

e Data sharing obligations with the Department.

A cost benefit analysis did not accompany the departmental updates.

2022: Deferral of comprehensive operating licence review

In 2021 IPART decided to defer its 5-year review of the 2017-2022 Operating Licence. However, a
new operating licence needed to be issued to authorise WaterNSW to continue to exercise
its functions.

IPART completed a minor review of licence conditions to accompany its recommendations to the
Minister on the form of the new licence. A 2-year licence was recommended, with minimal
changes to the structure of the licence. A cost benefit analysis did not accompany our review, but
the principles applied to our review were to limit changes to those that:

o addressed existing/known issues with the Licence conditions
o did not alter the intended objective of the Licence conditions
e did not directly impose any additional cost to \WaterNSW/.29°

Changes at this review were removal of completed obligations, date changes to maintain
reporting requirements or clarification and editorial changes with corresponding reporting
manual changes.

2023: Comprehensive operating licence review (2024 - 2028 Operating Licence)
In 2023, we commenced our comprehensive review of WaterNSW's operating licence.

This review developed recommendations by considering:

o updates to our regulatory processes since 2017 (e.g. subsequent Hunter Water and Sydney
Water licence reviews)

e submissions during the consultation process, with WaterNSW, its customers, the public
industry bodies and Commonwealth and State government agencies

o applying the Cost benefit approach to options to identify preferred options.

A significant number of changes were recommended to the operating licence.
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These included changes to:

o the organisational management systems (including the water quality management system

e performance standards

e water quality monitoring for drinking water supplies

e customer engagement obligations

e catchment management and education

e water planning and climate risk readiness

e data and information services

cooperative relationships with stakeholders.

Some of these changes expanded the obligations of WaterNSW's operations within the rural
valleys. These have been the subject of further consideration within this review about the cost
impacts of the expanded role. We acknowledge that in particular, the Water Quality Management
System obligation has expanded WaterNSW's obligations within the rural valleys. We discuss
these impacts further in the chapter 4 of this report. These clauses are also the subject of ongoing
discussion with WaterNSW and the Minister.

A timeline of other regulatory changes to WaterNSW's regulatory and policy framework is
summarised in the tables below.

Table D.2 Timeline of regulatory changes

Date

1 July 2010

1 July 2012 - 30June 2016
1 July 2014 - 30 June 2017
16 October 2014

11 November 2014

1 January 2015

7 June 2016
1 July 2016
October 2016

1 July 2016 - 30 June 2020
1July 2017
1 July 2017 - 30 June 2021

April 2018

February 2019

1 July 2019

1 July 2019 - 30 June 2022

2020

Major change event

State Water (IPART) price determination
SCA price determination (IPART)

State Water (ACCC) price determination
WaterNSW bill passes - 2nd reading speech
WaterNSW bill gains assent

SCA is abolished and merged with State Water with a new name “Water NSW".
Transitional provisions of Act and former Operating Licences commence

WaterNSW Amendment Staff Transfers Act 2016 gains assent
Administrative restructure and conferral of WAMC functions to WaterNS\W¥/

Water Management Regulation was amended to make minor operational changes
to the conferred licensing functions

WaterNSW (Greater Sydney) Price determination
Single operating licence commences and transitional provisions cease

WaterNSW (Rural Bulk Water Services IPART & ACCC accredited) price
determination (not replaced until October 2021)

NRAR commenced operation
Department revised operating licence (Stage 1)
Department revised operating licence (Stage 2)

Broken Hill Pipeline determination (under the IPART Act, 1992)
(note this was not replaced until January 2023)

State Water and Regional Water strategies developed
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Date Major change event

1 July 2020 - 30 June 2024 WaterNSW (Greater Sydney) Price determination (not replaced until October
2025)

December 2020 Statutory review of WaterNSW Act concluded, with three minor legislative

changes to improve the clarity and operation of the Act recommended

1 October 2021 - 30 June 2025 WaterNSW (Rural Bulk Water Services IPART & ACCC accredited) price
determination

1 July 2022 Short (2-year) licence commences (minimal changes from the 2017-2022 licence)
1 January 2023 - 30 June 2026 Broken Hill Pipeline determination (under the IPART Act, 1992)

1 July 2024 - 30 June 2028 New licence commences with some, more substantial changes to water quality

1 July 2025 - 30 June 2026 WaterNSW (regional and rural bulk water) IPART Determination

1 October 2025 - 30 June 2029 WaterNSW (Greater Sydney) Price determination

Prices for WaterNSW regional and rural bulk water from 1 July 2026 249



Appendix E

Benchmarking analysis




Benchmarking analysis

We considered whether benchmarking WaterNSW's expenditure against that of other water
businesses might provide insights that could aid our decisions on expenditure. IPART does not
use benchmarking to set allowances for water businesses. Instead, the Tribunal considers
information from many sources, including reviews from external experts which assess the scope
and efficiency of the businesses' expenditure.

This appendix sets out our benchmarking analysis and other considerations on benchmarking.
We found that benchmarking with the information available to us is not currently well suited to
supporting our expenditure decisions for WaterNSW. We note that there are limitations with the
small sample of comparison businesses and the lack of data availability which restricted

our analysis.

However, we consider that benchmarking can provide an indication of how a water business is
tracking over time relative to its peers and point to areas where we may want to seek
further information.

Our analysis showed us that WaterNSW's operating costs had grown in comparison to other
water businesses. We identified some of this increase as being driven by additional services to
government. Using additional information, we made decisions to establish a new cost share
activity (government service activity’) with an 100% government share, and allocate a portion
(7.5%) of WaterNSW's efficient operating expenditure to this activity (see Chapter 8). However, we
did not use results from our benchmarking analysis as the basis for this decision or in setting the
allocation amount.

We encourage WaterNSW to consider benchmarking itself against other rural bulk
water businesses to better understand how its operations compare to its peers.

We consider that benchmarking could serve as a useful tool to inform internal
decision-making on expenditure.

E1  Our benchmarking methodology and analysis

We explored various ways to benchmark WaterNSW's regional and rural bulk water services
against other water businesses in NSW and Australia. We compared changes in expenditure,
outputs and productivity over the past 10 years.

We mostly used data which the water businesses provide to IPART in Annual/Special Information
Returns (AIR/SIRs). Although these information returns are structured similarly, each water
business assigns expenditure categories differently, and not all information aligns between the
businesses. We did not consider capital expenditure in this analysis as it was too variable over
time. We instead used regulatory depreciation and return on capital as capital inputs in our
productivity analysis.
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We note that the businesses we compared in this analysis:

o all provide very different services than the bulk water services provided by WaterNSW to
regional and rural valleys

e may be subject to differing economies or diseconomies of scale and scope

e oOperational complexity may vary relative to WaterNSW's regional and rural bulk water
business.

For these reasons, we note that this analysis only enables a relative and general comparison in
the growth of operating costs over the time frame examined.

E11 We analysed costs per unit of output

We analysed the percentage change in operating costs per unit of output over time relative to
operating costs incurred in 2014-15. We found that WaterNSW's regional and rural bulk water
operating costs per entitlement was around 29% higher in 2024-25 than they were in 2014-15.

Figure E.1 Change in operating costs relative to 2014-15 by measure of output
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a. All costs were adjusted into $2025-26, to control for inflation.
b. Essential Water's operating costs increased significantly in 2019-20 as a result of the Wentworth to Broken Hill pipeline.
c. Hunter Water 20mm meter equivalents were extrapolated from 2018-19 to 2014-15 due to a structural break in the series.

Source: Information returns from Sydney Water, Hunter Water, Essential Water, WaterNSW and IPART analysis.

Figure E.1 shows that from 2020 to 2025, WaterNSW's regional and rural bulk water operating
costs per unit of output were between 20-40% higher than operating costs in 2014-15. It also
shows that its regional and rural bulk water operating costs per unit of output have increased
more than other water businesses, including WaterNSW's Greater Sydney operations.

Prices for WaterNSW regional and rural bulk water from 1 July 2026 252



Benchmarking analysis

We attempted to extend our analyses specifically to corporate or labour costs but encountered
data constraints due to the different ways that the water businesses report this information to us.
We note that these data comparability issues make it challenging to draw robust conclusions
from benchmarking outputs against more granular expenditure categories between the

water businesses.

Although it would be inappropriate to draw specific conclusions from this analysis, the results
suggest that WaterNSW's operating costs for its rural bulk water services may have experienced
greater upward pressure than some of the other businesses we compared it to.

E12 We modelled total factor productivity

We also modelled water businesses' organisational efficiency total factor productivity (TFP)
analysis. TFP measures how much outputs change over time compared to inputs. We used the
Tornqvist method in our TFP calculations, which allows us to aggregate multiple inputs

and outputs.

We considered the following inputs and outputs:

Inputs Outputs

e Operating costs o Bulk water services (WaterNSW's rural valleys)

¢ Return of capital (depreciation) o \Water, wastewater and stormwater services (Sydney
o Return on capital (RAB x WACC) Water and Hunter Water)

Starting from a 2014-15 baseline, we estimated TFP and examined how productivity has changed
compared to this point. We present cumulative TFP calculations, which means that productivity
factors represent how much more productive a business is compared to 2014-15 (i.e.a TFP of 1.2
means that a business is 20% more productive than it was in 2014-15).

In our preliminary analysis we found that uplifts in observed productivity for the water businesses
were mostly driven by decreases in the return on capital component due to declining WACCs in
recent years. To control for movements in the WACC, we adjusted our modelling to reflect a
constant WACC for all water businesses, set to the 2014-15 level for each business.

WaterNSW'’s rural bulk water services appear to have a lower level of productivity
than other water businesses

Figure E.2 shows that Sydney Water, Hunter Water, and WaterNSW's rural bulk water services
had all experienced a decrease in TFP over the past 10 years, although WaterNSW exhibited the
greatest decline.
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Figure E.2 Cumulative total factor productivity relative to 2014-15
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Source: Water business information returns and IPART analysis.

The results of our analysis suggest that Sydney Water, Hunter Water, and WaterNSW's rural bulk
water services were 93%, 84%, and 71% as productive in 2023-24 as they were in 2014-15.

We note that the productivity estimates are based on regulated water output only (bulk water vs
water/wastewater/stormwater services) and do not reflect other non-measurable outputs
including non-commercial activities. It could be interpreted that a portion of the decline in
productivity we observed for WaterNSW's regional and rural bulk water services mirrors an
industry trend, while the rest of the decline in productivity may be due to additional unmeasured
outputs (including additional services to government) or lower efficiency.
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Cost shares activity descriptions

F1

WaterNSW's activities

The list and description of WaterNSW's activities is included in Table F.1. It is based on
information supplied by WaterNSW and is unchanged from the 2021 WaterNSW rural bulk water
services review.?9* \WaterNSW has indicated the Risk Transfer Product has been discontinued and
it has not proposed any capital expenditure for Dam Safety Compliance pre-1997 capital projects
for the 2026 determination period (though there is historical capital expenditure). Based on
WaterNSW's proposal, which includes the Risk Transfer Product, we have decided to retain cost
shares for the full set of activities at the present time.

Table F.1 List of WaterNSW's activities

10

11

12

13

14

15

16

Activity

Customer support

Customer billing

Metering and compliance

Water delivery and other
operations

Flood operations

Hydrometric monitoring
Water quality monitoring

Direct insurances

Corrective maintenance
Routine maintenance

Renewals and
replacements

Asset management
planning

Dam safety compliance

Dam safety compliance
(pre-97)

Environmental planning
and protection

Corporate systems

Description

The management and administration of the Customer Advisory Groups, customer
education and support materials.

Customer enquiries, transaction and complaints services (Helpdesk), invoicing,
receipting, debtor management, system administration, postage to collect
regulated revenue.

Customer water ordering, customer water accounting management, customer site
surveillance, compliance reporting, meter reading, system management and usage
apportionment and licensing issues resolution.

Includes water release from dams to customers, works approval and other
compliance reporting and use of Supervisory Control and Data Acquisition (SCADA)
and manual work required to release water from dams, weirs and regulators. Water
release from dams to customers could include normal environment and system
flows (includes supplementary flow management), short-term and long-term
demand forecasting and resource assessment.

Flood staff training and onsite works required for flood operations.

Monitoring the availability and condition of surface water by measuring water level,
stream flow, rainfall and key water quality indicators.

Water quality monitoring and reporting for storage water. This includes the Fish
River water quality management plan.

Includes insurances such as public liability and building and other asset insurance.

Includes breakdown maintenance of assets that provide services to customers and
other water users.

Includes the planned or condition-based maintenance of assets which provide
services to customers and other water users.

Includes repairs for expected wear and tear and usage of water infrastructure. This
relates to both operating and capital expenditure.

Asset planning, including safety and maintenance planning, asset condition
auditing, operational risk and incident management. It also includes the related
procurement, dam safety compliance and operations.

Dam surveillance and dam safety inspections, reviews, audits and associated risk
assessment. It also reflects the implementation of new obligations under the Dams
Safety Act 2015 and the associated Dams Safety Regulation 2019, which were
implemented subsequent to the preparation of our submission to the 2021 Price
Determination.

Dam surveillance and dam safety inspections, reviews, audits and associated risk
assessment based on 1997 standards of service.

Environmental management which includes strategic and specific planning and
assessment, fish passages, carbon neutrality and cold-water pollution.

Delivery of information services, major projects and improvement initiatives. Some
systems provide services to customers and stakeholders.
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Activity

17 Catchment planning and
operations

18 ICD rebates
19 Risk transfer project

Sources: IPART, WaterNSW.

Description

This activity covers both catchment planning for Greater Sydney and rural land
management. Only projects that relate to rural valleys have been included in this
determination. Rural land management includes works related to fire, biosecurity,
maintenance of roads/trails used for land and water management, and recreational
area management. It may also include maintenance of other assets that form part of
the Land Asset as described in the Asset Class Strategy Land. Catchment planning
relates to protecting and maintaining the declared catchment as defined in the
Source Water Protection Strategy.

Rebate paid to ICDs based on avoided cost incurred in relation to activity 'customer
billing' and 'metering and compliance".

Includes cost of insurance product to manage revenue volatility arising from tariff
structure. The Risk Transfer Product has been discontinued.

F.2 Activities of the MDBA Joint Programs

The Murray-Darling Basin Authority (MDBA) provided us with a list of the activities undertaken as
part of the MDBA Joint Programs (see Table F.2).

Table F.2 Activities of the MDBA Joint Programs

Activity

1 Asset management
strategies

2 Hydrometric monitoring

3 Environmental asset
renewal, replacement,
operation and maintenance

4 Water delivery and river
operations

5 River Murray Operations
asset renewal,
replacement, operation
and maintenance

Source: MDBA.

Description

Activities relating to the MDBA's assurance and oversight role, and the
implementation and maintenance of asset management strategies and plans, as
required under the MDB Agreement, Asset Agreement and Service Level
Agreement, for the River Murray Operations (RMO) Joint Venture assets.

Activities relating to the operation, maintenance and renewal of a comprehensive
hydrometric asset network (as per Joint Venture (JV) asset register) for RMO
system operations; ensuring they are fit for purpose, sustainable, cost-effective
and managed in an efficient manner.

Activities relating to the renewal, replacement, operation and maintenance of the
environmental works and measures Joint Venture assets (as per the JV asset
register) at the River Murray icon sites; ensuring they are fit for purpose,
sustainable, cost-effective and managed in an efficient manner.

Activities relating to scheduling and release of water from dams, locks and weirs
along the River Murray to the South Australian border to meet state water orders.
Includes normal river operations, unregulated flow management, flood operations,
short-term and long-term demand forecasting and water resource assessment
and accounting. Also includes activities to improve and contemporise river
operations strategies, rules and processes.

Activities relating to the renewal, replacement, operation and maintenance of the
RMO JV assets (as per JV asset register and excluding environmental works and
measures assets and the hydrometric network assets); ensuring they are fit for
purpose, sustainable, cost-effective and managed in an efficient manner.
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Water Access Hierarchy

G.1 Overview

This Appendix sets out the hierarchy for different types of water access arrangements under the
Water Management Act 2000 (WM Act).

See Figure G.1 below for a summary of the hierarchy in ordinary circumstances, noting that
priorities for all categories can change under emergency conditions.

Figure G.1 Water access hierarchy diagram
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G.2 What is Planned Environmental Water?

Under section 8(1)(a) of the WM Act, Planned Environmental Water (PEW) is water that is
committed by management plans for fundamental ecosystem health or other specified
environmental purposes, either generally or at specified times or in specified circumstances, and
that cannot to the extent committed be taken or used for any other purpose.

Section 8(1A) of the WM Act provides that management plans (including water sharing plans) are
to commit water to be PEW in at least 2 of the following ways (whether by 2 separate ways or a
combination of 2 ways):

(a) by reference to the commitment of the physical presence of water in the water source,

(b) by reference to the long-term average annual commitment of water as planned
environmental water,
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(c) by reference to the water that is not committed after the commitments to basic landholder
rights and for sharing and extraction under any other rights have been met.

PEW can be ‘discretionary' or ‘non-discretionary'. Discretionary (or account-based) PEW can be
ordered by environmental water managers to be set aside into bulk account storages once
certain conditions are met. These environmental water managers have discretion as to when
water should be released from these accounts for specific environmental purposes.

Non-discretionary (or rules-based) PEW is water required to be released under fixed rules set out
in a water sharing plan. These rules can prescribe automatic water release actions or impose
limits on extraction based on specific criteria.

PEW is not to be confused with held environmental water (HEW), which is water held under a
water access licence for environmental purposes. HEW is managed in line with the same rules
and principles as any other licensed water and has the same priority as the entitlement type upon
which it is based (i.e. a high security, general security or supplementary licence). Some HEW
meets the definition of ‘licensed environmental water' as defined in section 8 of the WM Act by
either being committed by an adaptive environmental water condition or taken under a licence of
an environmental subcategory. However, most HEW does not meet this definition.

G.3 What are Basic Landholder Rights (BLR)?

‘Basic landholder rights' is the collective term for the grouping of domestic and stock rights,
harvestable rights and native title rights. These rights allow landholders to take water without a
licence for defined purposes.

G.3.1 Domestic and stock rights

Section 52(1) of the WM Act provides that an owner or occupier of a landholding is entitled,
without the need for an access licence, water supply work approval or water use approval:

(a) to take water from any river, estuary or lake to which the land has frontage or from any
aquifer underlying the land, and

(b) to construct and use a water supply work for that purpose, and

(c) to use the water so taken for domestic consumption and stock watering, but not for any
other purpose.

G.3.2 Harvestable rights

Section 53(1) of the WM Act provides that an owner or occupier of a landholding within a
harvestable rights area (being any land declared to be such an area by Ministerial order under
section 54(1)) is entitled, without the need for any access licence, water supply work approval or
water use approval, to do each of the following in accordance with the harvestable rights order
by which the area is constituted—

Prices for WaterNSW regional and rural bulk water from 1 July 2026 Page | 260



Water Access Hierarchy

(a) to construct and use one or more water supply works for the purpose of capturing and
storing water of a kind specified by the harvestable rights order,

(b) to take and use that water.

Water supply works may be constructed and used under subsection (1)(a) for the storage of both
water that has been captured in exercise of a harvestable right and other water that has been
lawfully taken from a water source if the capacity of the work or works does not exceed the
maximum harvestable right volume specified by the harvestable rights order.

G.3.3 Native title rights

Section 55(1) of the WM Act provides that a native title holder is entitled, without the need for an
access licence, water supply work approval or water use approval, to take and use water in the
exercise of native title rights.

‘Native title rights' are defined to mean non-exclusive rights to take and use water for personal,
domestic and non-commercial communal purposes (including the purposes of drinking, food
preparation, washing, manufacturing traditional artefacts, watering domestic gardens, hunting,
fishing and gathering and recreation, cultural and ceremonial purposes). A ‘native title holder' in
the context of the WM Act is a person who holds native title rights in relation to any waters
pursuant to a determination under the Commonwealth Native Title Act 1993.

Section 55 does not authorise a native title holder to construct a dam or water bore without a
water supply work approval, or to construct or use a water supply work otherwise than on land
that the native title holder owns.

G.4 No strict hierarchy between PEW and BLR

The WM Act does not establish a simple priority ordering between PEW and BLR that can apply
across all contexts.

PEW is principally a plan-based environmental commitment (implemented through
environmental water rules), while BLR are statutory rights to take water without a licence in
limited circumstances, and the relative ‘priority’ between them depends on the specific legal
context being considered.

G.4.1 Instances where BLR may be prioritised over PEW

The WM Act expressly allows PEW to be specified as the residual after commitments to basic
landholder rights and other rights (section 8(1A)c)). That statutory structure means the Act itself
contemplates PEW sometimes being quantified as a residual after BLR (and other rights) are
accounted for (i.e. not ‘above’ BLR in a priority sense), depending on the relevant plan's design.

Furthermore, when an order under section 49A or 49B is in effect and management plans are
suspended, sections 60(3) and 60(3A) provide that the taking of water for domestic purposes by
persons exercising basic landholder rights is to be prioritised over the needs of the environment.
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G.4.2 Instances where PEW may be prioritised over BLR

On the other hand, section 331 of the WM Act allows the Minister to issue orders in writing to
landholders taking water pursuant to their domestic and stock rights or harvestable rights to,
among other actions, take specified measures to protect the environment.

Furthermore, the water management principles in section 5(3) provide that in relation to water
sharing:

(a) sharing of water from a water source must protect the water source and its dependent
ecosystems, and

(b) sharing of water from a water source must protect basic landholder rights, and

(c) sharing or extraction of water under any other right must not prejudice the principles set
out in paragraphs (a) and (b).

Section 9(1)(b) then provides that persons exercising functions under the Act are to give priority to
the principles for water sharing set out in section 5(3) in the order in which they are listed (i.e.
environment first, BLR second). Of course, sharing of water to protect the environment
necessarily includes but is not limited to committing PEW for ecosystem health and other
environmental purposes.

G.5 Priorities between different categories of access licence

Section 58 of the WM Act sets out the typical priority order between different access licence
categories. This section does not purport to rank PEW (a plan-based environmental commitment)
or BLR (a bundle of statutory rights that largely sit outside the licensing system) against the
access licence categories.

It is also important to note that the priority ordering in section 58(1) does not apply in all
circumstances. Section 58(4) states that “if a management plan so provides for different rules of
priority, those different rules are taken to have been established by this section.”

Section 58(1) of the WM Act and section 15(1)(a) of the Water Management Regulation 2025
establish the priority order set out below. All licence categories listed at a given level have equal
priority with each other.

1. Local water utility access licences?, major utility access licences® and domestic and stock
access licences (section 58(1)(a))

2. Regulated river (high security) access licences (section 58(1)(b))

@ Local water utility is defined to mean a water supply authority as defined in Schedule 3 of the WM Act: Cobar Water
Board, Sydney Olympic Park Authority, Essential Energy and Water NSW (but only in relation to the Fish River water
supply scheme); a council or county council exercising water supply functions under Division 2 of Part 3 of Chapter 6
of the Local Government Act 1993, or a registered operator for water industry infrastructure under the Water
Industry Competition Act 2006.

The following major utilities are listed in Schedule 2 of the WM Act: AGL Macquarie Pty Limited, Delta Electricity,
EnergyAustralia NSW Pty Ltd, Eraring Energy, Hunter Water Corporation, Sydney Water Corporation, Water NSW.
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3. Regulated river (conveyance) access licences, Murrumbidgee irrigation (conveyance)
access licences and Coleambally irrigation (conveyance) access licences (section 58(1)(c)
and 15(1)(a) of Regulation)

4. All other access licences specified in section 57(1) of the Act and section 12 of the
Regulation (other than those specified above or below) (section 58(1)(c) and 15(1)(a) of
Regulation)

5. Supplementary water access licences (section 58(1)(d)).

G.6 Rules of distribution for available water determinations
under typical and emergency conditions

An available water determination (AWD) is an order in writing made under section 59 of the WM
Act that determines the availability of water for specified categories/subcategories of access
licences (and, during certain severe shortage orders, may be made for individual licences). In
effect, an AWD is the formal allocation decision that credits a defined volume (e.g. % of share
component or ML per unit share) to the water allocation accounts for those licences for the
relevant water source and period.

Section 60(1) of the WM Act provides that the following rules of distribution apply to the making
of an AWD under ordinary circumstances:

(a) the rules of priority established by section 58,

(b) the provisions of any relevant bulk access regime,

(c) the provisions of any relevant management plan,

(d) the provisions of any relevant implementation program.

However, where an order suspending management plans in whole or in part in response to a
severe water shortage under section 49A is in effect, section 60(3) provides that the following
rules of distribution apply to the making of an AWD:

(a) first priority is to be given to—

(i) the taking of water for domestic purposes by persons exercising basic landholder
rights, and

(ii) the taking of water for domestic purposes or essential town services authorised by an
access licence,

(b) second priority is to be given to the needs of the environment,
(c) third priority is to be given to—

(i) the taking of water for stock purposes by persons exercising basic landholder rights,
and

(ii) in the case of regulated rivers, the taking of water for purposes (other than domestic
purposes) authorised by a regulated river (high security) access licence, and
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(iii) the taking of water for the purposes of supply of commercial and industrial activities
authorised by a major utility access licence or local water utility access licence, subject
to the water made available being in accordance with any drought management
strategy established by the Minister for that purpose, and

(iv) the taking of water for the purposes of electricity generation authorised by a major
utility access licence, and

(v) the taking of water for purposes authorised by a domestic and stock access licence
or by persons exercising any other water rights in relation to stock, and

(vi) the taking of water for purposes authorised by a conveyance access licence in
connection with the supply of water for any other purpose or need referred to in this
paragraph,

(d) fourth priority is to be given to the taking of water for purposes authorised by any other
category or subcategory of access licence.

Furthermore, when an order suspending a particular basin management plan in whole or in part
in response to an extreme event is in effect, section 60(3A) provides that the following rules of
distribution apply to the making of an AWD:

(@) first priority is to be given to meeting critical human water needs,

(b) second, third, fourth and fifth priorities are to be given to the matters set out in subsection
(3) (@), (b), (c) and (d), respectively, to the extent that those matters are not critical human
water needs.

In summary:

e emergency conditions (either drought or an extreme event) can overturn the rules of priority
established by section 58 and relevant management plans

o under emergency conditions, the taking of water for domestic purposes by persons
exercising basic landholder rights is to take priority over the needs of the environment (which
includes, but is not limited to, committing water to be PEW), and

o under emergency conditions, the taking of water for domestic purposes by persons
exercising BLR is given higher priority than the taking of water for stock purposes by persons
exercising BLR.
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Weighted Average Cost of Capital

To calculate an allowance for the return on assets in the revenue requirement, we multiply the
value of the regulatory asset base (RAB) in each year of the determination period by an
appropriate rate of return. To do this, we estimate a weighted average cost of capital (WACC).

This appendix sets out the WACC parameters and shows how the WACC is calculated.

IPART plans to commence a review of its WACC methodology in late 2026. Our last review of our
WACC methodology was completed in 2018.

H.1 We considered alternative methods of calculating the WACC for
WaterNSW's MDB valleys

We considered two approaches to calculating the WACC for WaterNSW's Murray Darling Basin
(MDB) valleys:

1. setting the WACC using our standard WACC method

— For WaterNSW's coastal valleys we decided that our standard WACC method is the only
suitable option, as these valleys have already completed their transition to trailing
average.

2. applying a transition to trailing average of 5 years for current debt and 10 years for
long-term debt.

In its submission to our 2025 Discussion Paper, WaterNSW requested that we apply a transition
to trailing average to the cost of debt in setting the forward-looking WACC for its MDB valleys
over the 2026 determination period.?® It also requested that we apply a transition to trailing
average to the cost of debt in setting a backward-looking WACC true-up for the 2025
determination period (see Appendix H.3.5 for further details).

Our decision for WaterNSW's MDB valleys is to apply our standard WACC method in setting the
forward-looking WACC. This means that we would set the same WACC for both \WaterNSW's
coastal and MDB valleys, which we have calculated using our standard methodology
(Appendix H.2).

H.2 We used our standard approach to calculate the WACC

We used our standard 2018 \WACC methodology to calculate the WACC for the MDB and coastal
valleys. 293 Under this approach, we estimate one WACC based on current market data and one
based on long-term average data. When our uncertainty index, which indicates the level of
volatility in capital markets, is within one standard deviation of its mean value, we select the
mid-point of the current and long-term WACC values. The uncertainty index was within this range
at the time we calculated the WACC (see section H.4 for more detail).

Table H.1 sets out the parameters we used to derive the post-tax real WACC of 3.8% for
WaterNSW (both coastal and MDB valleys).
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Table H.1 WACC calculation using IPART's standard approach

Step 1 - Market data Step 2 - Final WACC range
Current Long-term Lower Mid-point Upper

Nominal risk-free rate 4.3% 3.0%

Inflation 2.6% 2.6%

Implied Debt Margin 1.9% 2.0%

Market Risk premium 5.9% 6.0%

Debt funding 60% 60%

Equity funding 40% 40%

Total funding (debt + equity) 100% 100%

Gamma 0.25 0.25

Corporate tax rate 30% 30%

Effective tax rate for equity 30% 30%

Effective tax rate for debt 30% 30%

Equity beta 0.70 0.70

Cost of equity (hominal post-tax) 8.4% 7.2%

Cost of equity (real-post tax) 57% 45%

Cost of debt (nominal pre-tax) 6.2% 5.0%

Cost of debt (real pre-tax) 35% 2.3%

Nominal Vanilla (post-tax nominal) 71% 59% 59% 6.5% 71%
WACC

Post-tax real WACC 4.4% 3.2% 3.2% 3.8% 4.4%
Pre-tax nominal WACC 8.1% 6.7% 6.7% 7.4% 81%
pre-tax real WACC point estimate 5.3% 4.0% 4.0% 47% 53%

Note: 4-year regulatory period. Market observations sampled to end March 2026.

H.3 Our methodology to calculate WACC parameters

This section sets out some of the key methodologies we use to derive the parameters used to
calculate the WACC under our standard approach.

H.31 Gearing and beta

In selecting proxy industries, we consider the type of business the firm is in. If we can't directly
identify proxy firms that are in the same business, then we would consider which other industries
exhibit returns that are comparably sensitive to market returns.

We adopted the standard values of 60% gearing and an equity beta of 0.7. We undertook proxy
company analysis on several different types of industries with risk profiles similar to water
businesses. Our analysis supported continuing to use an equity beta of 0.7 when 60% gearing

is used.
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For further information on equity beta, please refer to our factsheet (Fact sheet - IPARTs equity
beta for the water industry - June 2026 | IPART).

H.3.2 Sampling dates for market observations

For the Final Report, we applied a sampling period to the end of March 2026.

For earlier years in the trailing average calculation of the historic cost of debt, we sampled to the
end of March in each year.

H.3.3 Taxrate

We assumed the Benchmark Equivalent Entity is a large public water utility. The scale economies
that are important to firms of this type suggest that the Benchmark Equivalent Entity would be
likely to be well above the turnover threshold at which a firm becomes ineligible for a reduced
corporate income tax rate. Therefore, we used a tax rate of 30%.

H.3.4 Regulatory period

We applied the WACC estimate for the duration of the determination period. For this review, our
decision is to set the determination period to 4 years (see section 2.6).

H.3.5 We have not applied a transition to trailing average for WaterNSW's
forward-looking WACC

Our 2018 review of the WACC method introduced a decision to estimate both the long-term and
current cost of debt using a trailing average approach, which updates the cost of debt annually
over the regulatory period. For some entities that do not already have a trailing average debt
structure, our WACC methodology includes a provision for transitional arrangements to allow
them to move from their existing structure to a trailing average structure.

In May 2024, IPART wrote to WaterNSW agreeing to allow a 10-year transition to trailing average
for its long-term cost of debt and a 5-year transition for its current cost of debt (for its
MDB valleys).

In September 2024, when IPART received WaterNSW's pricing proposal, it became clear that
these transitional arrangements would lead to a WACC for the MDB valleys that exceeds the
WACC for coastal valleys.

IPART notified WaterNSW in early 2025 that the Tribunal was reconsidering its earlier transition to
trailing average decision in light of the new information in the pricing proposal. IPART told
WaterNSW that it would defer making changes to its May 2024 advice for the time being,
indicating that these issues may be better considered in a future price review.

We did not update the WACC to set prices for the 1-year Determination to provide pricing
certainty for customers while allowing further work to be undertaken on WaterNSW's cost base
given the unique legal circumstances.
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In its submission to our Discussion Paper, WaterNSW requested we apply the transition to trailing
average to the cost of debt for its MDB valleys. It also requested these transitional arrangements
be applied in setting it a WACC true-up for the 2025 determination period.294

WaterNSW's requested transitional arrangements for this review were:
e ab-year transition to trailing average for current debt
e al0-year transition to trailing average for long-term debt

e The transitions in its forward-looking WACC be set as resuming from the second year of the
transition, while the transitions for its WACC true-up would be set starting from the first year.

Under these proposed transitional arrangements, the (post-tax real) WACC for WaterNSW's MDB
valleys would be 4.3% (Table H.2). The WACC for WaterNSW's coastal valleys would remain
unchanged at 3.8% (Table H.1) as these valleys have already completed their transition.

Table H.2 WACC calculation with WaterNSW proposed transitional arrangements

Step 1 - Market data Step 2 - Final WACC range
Current Long-term Lower Mid-point Upper

Nominal risk-free rate 4.6% 45%

Inflation 2.6% 2.6%

Implied Debt Margin 1.2% 1.3%

Market Risk premium 59% 6.0%

Debt funding 60% 60%

Equity funding 40% 40%

Total funding (debt + equity) 100% 100%

Gamma 0.25 0.25

Corporate tax rate 30% 30%

Effective tax rate for equity 30% 30%

Effective tax rate for debt 30% 30%

Equity beta 0.70 0.70

Cost of equity (nominal post-tax) 8.7% 8.7%

Cost of equity (real-post tax) 6.0% 59%

Cost of debt (nominal pre-tax) 5.8% 5.8%

Cost of debt (real pre-tax) 31% 31%

Nominal Vanilla (post-tax nominal) 7.0% 7.0% 7.0% 7.0% 7.0%
WACC

Post-tax real WACC 4.3% 4.2% 4.2% 4.3% 4.3%
Pre-tax nominal WACC 8.0% 8.0% 8.0% 8.0% 8.0%
pre-tax real WACC point estimate 52% 52% 52% 52% 52%

Note: 4-year regulatory period. Market observations sampled to end March 2026.
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H.4 Uncertainty index

IPART's uncertainty index for market observations to the end of March 2026 is within one
standard deviation of its mean value (see Figure H.1). Therefore, we have set our Final Report
WACC based on the mid-point of the current and long-term WACC values.

We acknowledge the impact of global conflicts and the consequential implications on
commodities and financial markets at the time of publication. We observed a modest uptick in
the uncertainty index in March 2026, but so far, the uncertainty index has remained well below
the threshold of more than one standard deviation from the mean.

Figure H.1 IPART's long-term uncertainty index, standard deviations
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Source: Refinitiv and IPART calculations.

H.5 Our decision is to allow a WACC true-up for 2025-26

In its submission to our Discussion Paper, WaterNSW requested that IPART apply a WACC
true-up.2% This would allow it to recover the difference in revenue resulting from IPART's decision
to not update the WACC in setting prices for the 2025 Determination. WaterNSW also requested
that we base this true-up on an MDB valleys' WACC incorporating its proposed transition to
trailing average (see Appendix H.3.5 and Table H.2).

Our decision to set prices for 2025-26 was based on escalated 2024-25 prices?® which we set in
our 2021 Determination. This means that prices in 2025-26 reflect our 2021 WACC estimates for
WaterNSW. These implied WACCs are 1.8% for MDB valleys and 3.0% for coastal valleys.2%°

Had we decided to update the WACC for the 2025 Determination, we would have updated these
estimates to 3.6% for MDB valleys and 3.1% for coastal valleys.

@ With adjustments for safety related expenditure and updated demand forecasts.
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In calculating these updated WACCs we used observations sampled up to the end of March
2025 and assumed a 1-year regulatory period. We also applied a 5-year transition to trailing
average for current debt and a 10-year transition for long-term debt.

Under these updated WACCs WaterNSW's return on assets for 2025-26 would have been higher
and (all else being equal) its NRR for that period would also have been higher.

H.51 WaterNSW's NRR includes the WACC true-up

For each valley, we calculated the WACC true-up by applying the change in the WACC between
the 2021 and 2025 price reviews to the customer and government RABs for that valley as at

1 July 2025. This results in a total WACC true-up amount of $23.1 million which is split broadly
evenly between customers and government. Of this amount, $11.6 million relates to the
government share and $11.5 million relates to the customer share.

We allocated the government share of the WACC true-up to the first year of the 2026
determination period (i.e. 2026-27). The customer share of the true-up for each valley is
incorporated into full cost reflective prices for that valley over the 2026 determination period (i.e.
2026-27, 2027-28, 2028-29 and 2029-30). As prices transition towards full cost reflective levels,
at up to 10% per year before inflation (see section 11.1), the proportion of the customer share
funded through the affordability subsidy declines, while the proportion funded by customers
increases.

Table H.3 NRR impacts of WACC true-up by valleys ($m, $2025-26)

NRR without WACC NRR with WACC Difference Difference
true-up (2026-30) true-up (2026-30) ($) (%)
MDB valleys
Border 20.6 20.7 01 0.6%
Gwydir 80.7 8338 31 3.8%
Namoi 103.2 107.8 46 45%
Peel 354 37.0 16 45%
Lachlan 984 102.0 37 3.7%
Macquarie 729 753 24 32%
Murray 1456 147.0 14 0.9%
Murrumbidgee 135.0 138.6 35 2.6%
Lowbidgee 87 91 04 4.8%
Fish River 60.0 62.2 22 3.7%
Coastal valleys
North Coast 93 9.3 0.0 0.1%
Hunter 441 442 01 0.1%
South Coast 89 89 0.0 0.1%
Total 8227 845.8 231 2.8%

Notes:

Includes bulk water, MDBA and BRC NRRs

Values represent the sum of the NRR over the three years of the determination period

Values represent total NRR, i.e., they are inclusive of the user share and the government share

Source: IPART analysis.
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Notional revenue requirement

1 Building blocks and notional revenue requirement

11 Total notional revenue requirement

Table I.1 Decision on total notional revenue requirement for the 2026
determination period ($ millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
Total NRR proposed by WaterNSW 239.0 260.6 276.2 282.0 1,057.8

IPART decision (building block components)

Operating expenditure 72.8 72.6 735 716 2905
ICD rebate 19 19 19 19 7.6
Return on assets (including return on working capital) 55.0 581 60.7 622 236.0
Return of assets (depreciation) 318 351 376 395 144.0
Tax allowance 28 31 34 42 135
UOM payback 19 19 18 0.0 5.6
IPART decision — NRR before adjustments 166.2 172.7 179.0 179.3 697.2
Cost of debt true-up 0.2 0.2 0.2 0.2 0.7
WACC true-up 231 0.0 0.0 0.0 231
IPART decision - NRR after adjustments 189.5 172.9 179.2 179.5 7210
MDBA and BRC NRR 303 307 305 332 124.8
NRR including MDBA and BRC 219.8 203.6 209.7 212.7 845.8
Difference between the proposed and IPART decision -19.2 -57.0 -66.5 -69.3 -212.0
total NRR ($)

Difference between the proposed and IPART decision -8.0% -21.9% -24.1% -24.6% -20.0%
total NRR (%)

User share of IPART decision on total WaterNSW NRR 142.2 135.4 140.5 141.8 559.9
User share of IPART decision on total WaterNSW NRR (%) 64.7% 66.5% 67.0% 66.6% 66.2%

Note: Totals may not add due to rounding. In this table, the regulatory depreciation is a mid-year figure (i.e. the RAB roll-forward depreciation
figure is discounted by half a year of WACC).
Source: IPART analysis.

1.2 Return on assets

Table 1.2 Decision on return on assets for the 2026 determination period
($ millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
WaterNSW proposal 64.4 69.5 726 738 280.3
IPART decision 55.0 58.1 60.7 62.2 236.0
Difference ($) -94 -114 -11.8 -116 -44.3
Difference (%) -14.6% -16.4% -16.3% -157% -15.8%

Note: Totals may not add due to rounding.
Source: IPART analysis.
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Table 1.3 Decision on regulatory asset base for the 2021 and 2025 determination
periods ($ millions, $nominal)

Opening RAB for WaterNSW
Plus Efficient capital expenditure
Less Asset disposals

Less Regulatory depreciation
Plus Indexation

Closing RAB

WaterNSW proposal

Difference ($)

Difference (%)

Note: Totals may not add due to rounding.
Source: IPART analysis.

2021-22 2022-23 2023-24 2024-25 2025-26

9922 1,050.1 11322 12312 12637
J9.3 44.9 83.2 36.6 747
19.6 03 0.0 0.0 0.0
239 26.9 289 30.3 26.7
621 64.3 44.6 26.2 625

1,050.1 11322 12312 1,263.7 13743
1,046.9 11291 12257 1306.2 1,458.0
3.2 3.2 54 -42.5 -83.7
0.3% 0.3% 0.4% -3.3% -5.7%

These figures include finance leases and exclude RAB adjustments.

Table 1.4 Decision on regulatory asset base for the 2026 determination period ($

millions, $2025-26)

Opening RAB for WaterNS\W
Plus Efficient capital expenditure
Less Asset disposals

Less Regulatory depreciation
Plus Indexation

Closing RAB

\¥aterNSW proposal

Difference ($)

Difference (%)

Note: Totals may not add due to rounding.
Source: IPART analysis

2026-27 2027-28 2028-29 2029-30
13743 1,465.9 15455 15925
124.2 1157 85.6 65.3

0.2 0.2 0.2 0.2

324 358 38:3 40.2

0.0 0.0 0.0 0.0
1,465.9 15455 15925 1617.4
15953 16984 1738.6 1756.6
-1294 -152.9 -146.1 -139.3
-81% -9.0% -8.4% -7.9%

1.3 Return of assets (regulatory depreciation allowance)

Table |.5 Decision on allowance for return of assets for the 2026 determination
period ($ millions, $2025-26)

WaterNSW proposal
IPART decision
Difference ($)
Difference (%)

Note: Totals may not add due to rounding.
lower than the values in Table 1.4.
Source: IPART analysis

2026-27 2027-28 2028-29 2029-30 Total
350 394 422 441 160.8

318 351 376 8915 144.0

-33 -4.2 -4.6 -4.6 -16.7
-9.3% -10.8% -10.9% -10.5% -10.4%

The values this table have been mid-year discounted for inclusion in the NRR and as such are
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We maintained our approach for rolling forward asset lives for existing assets

We typically calculate the remaining lives of existing assets by rolling forward our previous
determination to incorporate new efficient assets and accounting for asset disposals. We
maintained this approach for the 2026 determination period. Table 1.6 lists the starting asset lives
for the customer and government RABs.

Table 1.6 Decision on asset lives for existing assets by valley for the 2026
determination period (years)

Water user RAB Government RAB

Border 515 82.7
Gwydir 484 479
Namoi 44.3 513
Peel 48.0 68.9
Lachlan 56.5 512
Macquarie 52.6 522
Murray 489 401
Murrumbidgee 50.0 30.6
Lowbidgee 538 N/A
North Coast 688 88.6
Hunter 70.7 105.0
South Coast 481 63.3
Fish River 358 N/A

Source: IPART analysis.

We assigned asset lives for new assets based on activity

For new assets we decided to assign different asset lives based on the activity that an asset is
used for. This is consistent with our approach in previous determinations.

Table 1.7 lists the new asset lives by activity.

Table .7 Decision on new asset lives by activity for the 2026 determination (years)

Activity WaterNSW proposed IPART decision
Water delivery and other operations 6 6
Corrective maintenance 80 80
Routine maintenance 80 80
Asset management planning 80 80
Dam safety compliance 100 100
Environmental planning and protection 80 80
Corporate systems 7 7
Renewals and replacements 80 80

We weighted these asset lives by activity in accordance with our decisions on the efficient level
of WaterNSW's capital expenditure (including customer cost shares), to derive the expected
asset life for new assets on a by valley and customer and government share basis.
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Table 1.8 Decision on asset lives for new assets by valley for the 2026
determination period (years)

Border
Gwydir
Namoi

Peel
Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter
South Coast
Fish River

Source: IPART analysis.

Long lived assets

Water user RAB Government RAB
815 921
757 86.4
78.0 811
763 83.6
79.2 80.6
62.3 751
90.0 99.0
80.3 86.4
80.0 N/A
64.9 932
813 86.3
827 949
752 N/A

1.4  Working capital allowance

Short lived assets

Water user RAB Government RAB
7.0 7.0
7.0 7.0
7.0 7.0
7.0 7.0
7.0 7.0
7.0 7.0
7.0 7.0
7.0 7.0
7.0 N/A
7.0 7.0
7.0 7.0
7.0 7.0
7.0 N/A

Table 1.9 Decision for the return on working capital allowance for the 2026
determination period ($millions, $2025-26)

2026-27 2027-28 2028-29 2029-30 Total
WaterNSW proposal 0.6 12 2.0 2.7 6.5
IPART decision 14 12 15 16 57
Difference ($) 0.8 01 -05 -11 -0.8
Difference (%) 117.5% 8.3% -24.8% -417% -11.9%
Note: Totals may not add due to rounding.
Source: IPART analysis.
1.5 Tax allowance
Table 1.10 Decision on the tax allowance for the 2026 determination period
($millions, $2025-26)
2026-27 2027-28 2028-29 2029-30 Total
WaterNSW proposal 3.0 33 38 47 14.9
IPART decision 28 31 34 42 135
Difference ($) -0.2 -0.2 -04 -0.6 -14
Difference (%) -6.0% -6.2% -10.9% -12.0% -9.2%
Note: Totals may not add due to rounding.
Source: IPART analysis.
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Prices and bills under full cost recovery

We have calculated full cost recovery (FCR) prices based on our decisions.

In this section, we present current (2025-26), WaterNSW's proposed FCR and IPART FCR prices,
and bills under each set of prices.

In the Draft Report we used our model to estimate WaterNSW FCR prices but adjusted this to
capture WaterNSW's proposed operating and capital expenditure for 2026-27 to 2028-29 in its
September 2024 proposal, rather than our expenditure decisions. \We also carried forward the
regulatory asset bases for Murray-Darling Basin Authority (MDBA) and Dumaresq-Barwon Border
Rivers Commission (BRC) costs but treated all forecast costs as operating costs, consistent with
WaterNSW's September 2024 proposal.

For this Final Report, we have taken WaterNSW FCR prices directly from WaterNSW's pricing
proposal and adjusted them for inflation.

IPART FCR prices assume a one-off increase from 1 July 2026, while WaterNSW FCR prices

follow a transition/glide path.

Table J.1 Full cost recovery bulk water entitlement prices ($/ML, $2026-27)

WaterNSW Change Change IP/I-:\E; Change Change
Current proposed from from prices from from
(2025-26) FCR prices current current (2029- current current
Valley ($2026-27) (2029-30) ($) (%) 30) ($) (%)
High security
Border 831 20.30 1199 144.2% 1144 313 37.6%
Gwydir 21.96 57.37 3541 161.3% 28.99 7.03 32.0%
Namoi 3651 83.66 47.15 129.1% 36.21 -0.30 -0.8%
Peel 7743 343.80 266.37 344.0% 162.52 85.09 109.9%
Lachlan 31.67 206.81 17514 553.0% 4453 12.86 40.6%
Macquarie 2547 61.58 36.11 141.8% 25.26 -0.21 -0.8%
Murray 2.85 6.24 3.39 118.8% 342 0.57 20.1%
Murrumbidgee 526 12.02 6.76 128.6% 6.83 157 29.8%
Lowbidgee N/A N/A N/A N/A N/A N/A N/A
North Coast 1530 902.86 88756 5801.0% 239.88 22458 1467.9%
Hunter 2516 5223 27.07 107.6% 27.36 220 8.8%
South Coast 40.04 515.85 47581 1188.3% 183.37 143.33 358.0%
General security
Border 3.04 7.76 472 155.3% 461 157 51.8%
Gwydir 510 1497 9.87 193.5% 774 2.64 517%
Namoi 1275 3146 18.71 146.7% 16.97 4.22 331%
Peel 7.34 3107 2373 323.3% 15.97 8.63 117.6%
Lachlan 4.68 3518 30.50 651.7% 7.48 2.80 59.9%
Macquarie 4.97 11.68 6.71 135.1% 528 0.31 6.3%
Murray 125 2.84 159 126.8% 169 0.44 35.5%
Murrumbidgee 181 419 238 131.5% 249 0.68 37.8%
Lowbidgee 217 540 323 149.1% 317 1.00 46.0%
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Prices and bills under full cost recovery

Current

(2025-26)

Valley ($2026-27)
North Coast 11.86
Hunter 19.55
South Coast 20.99

Note: Excludes MDBA and BRC costs.

WaterNSW
proposed
FCR prices
(2029-30)

700.06
40.59
270.54

Change
from
current

($)
688.20
21.04
249.55

Change
from
current
(%)

5802.7%
107.6%
1188.9%

IPART
FCR
prices
(2029-
30)

186.00
2126
96.17

Change
from
current

($)
17414
171
7518

Table J.2 Full cost recovery bulk water usage prices ($/ML, $2026-27)

Current

(2025-26)

Valley ($2026-27)
Border 8.87
Gwydir 21.70
Namoi 38.98
Peel 30.93
Lachlan 39.33
Macquarie 27.31
Murray 3.69
Murrumbidgee 6.27
Lowbidgee N/A
North Coast 22.64
Hunter 2415
South Coast 22.43

Note: Excludes MDBA and BRC costs.

WaterNSW
proposed
FCR prices
(2029-30)

24.41
6162
10311
151.87
60.91
84.33
841
14.47
N/A
1,096.63
55.87
28158

Change
from
current

($)
1554
39.92
64.13
120.94
2158
57.02
472
8.20
N/A
1,073.99
3172
25915

Change
from
current
(%)

175.2%
184.0%
164.5%
391.0%
54.9%
208.8%
127.9%
130.7%
N/A
4743.8%
131.3%
1155.4%

IPART
FCR
prices
(2029-
30)

14.09
3165
5100
71.88
63.75
31.33
479
8.61
N/A
304.84
29.22
103.72

Change
from
current

($)
522
9.95

12.02
40.95
24.42
4.02
110
234
N/A
28220
507
8129

Change
from
current
(%)

1468.3%
8.8%
358.2%

Change
from
current
(%)

58.9%
45.8%
30.8%
132.4%
62.1%
147%
29.9%
37.3%
N/A
1246.5%
21.0%
362.4%

Table J.3 Full cost recovery MDBA and BRC entitlement prices ($/ML, $2026-27)

WaterNSW Change Change IP/I-:\E; Change Change

Current proposed from from prices from from

(2025-26) FCR prices current current (2029- current current

Valley ($2026-27) (2029-30) ($) (%) 30) ($) (%)

High security

Border 584 4442 38.58 660.6% 10.96 512 87.7%

Murray 10.37 37.82 27.45 264.7% 10.55 0.18 18%

Murrumbidgee 2.23 8.31 6.08 272.9% 2.39 0.16 7.2%
General security

Border 213 16.99 14.86 697.7% 442 2.29 107.6%

Murray 456 17.22 12.66 277.5% 523 0.67 14.6%

Murrumbidgee 0.77 290 213 276.6% 0.87 0.10 13.4%
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Prices and bills under full cost recovery

Table J.4 Full cost recovery MDBA and BRC usage prices ($/ML, $2026-27)

IPART
WaterNSW Change Change FCR Change Change
Current proposed from from prices from from
(2025-26) FCR prices current current (2029- current current
Valley ($2026-27) (2029-30) ($) (%) 30) ($) (%)
Border 1.04 9.26 8.22 790.7% 225 121 116.4%
Murray 222 878 6.56 295.7% 246 0.24 11.0%
Murrumbidgee 0.44 175 131 297.3% 050 0.06 14.2%
Table J.5 Full cost recovery prices for the FRWS ($/kL, $2026-27)
WaterNSW Change  Change
Current proposed FCR Change Change |IPART FCR from from
(2025-26) prices (2029- from from prices  current  current
Valley ($2026-27) 30) current ($) current (%) | (2029-30) ($) (%)
Bulk raw water
Access charge
Major customers 0.62 0.87 0.25 41.0% 0.81 0.19 30.5%
(other than
Oberon Council)
Oberon Council 0.53 0.87 0.34 64.9% 0.81 0.28 52.7%
Minor customers 0.62 0.87 0.25 41.0% 0.81 0.19 30.5%
First tier water
take charge
Major customers 0.41 0.79 0.38 92.4% 0.62 0.21 50.6%
(other than
Oberon Council)
Oberon Council 0.32 0.79 047 146.5% 0.62 0.30 92.9%
Minor customers 0.41 0.79 0.38 92.4% 0.62 0.21 50.6%
Second tier
water take
charge
Major customers 103 167 0.64 62.5% 143 0.40 38.5%
(other than
Oberon Council)
Oberon Council 0.85 1.67 0.82 96.9% 143 0.58 67.8%
Minor customers 103 167 0.64 62.5% 143 0.40 38.5%
Bulk filtered
water
Access charge
Major customers 108 162 0.54 50.0% 141 0.33 30.5%
Minor customers 108 162 0.54 50.0% 141 033 30.5%
First tier water
take charge
Major customers 0.67 104 0.37 55.9% 0.88 0.21 31.2%
Minor customers 0.67 104 0.37 55.9% 0.88 0.21 31.2%
Second tier
water take
charge
Major customers 175 2.66 0.91 52.3% 2.29 0.54 30.8%
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Prices and bills under full cost recovery

Valley

Minor customers

Table J.6 Bills by valley including MDBA and BRC costs under FCR prices

($2026-27)

Valley

High security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter

South Coast
General security
Border

Gwydir

Namoi

Peel

Lachlan
Macquarie
Murray
Murrumbidgee
Lowbidgee
North Coast
Hunter

South Coast

WaterNSW

Current proposed FCR

(2025-26)

($2026-27)

175

Current
(2025-26)
($2026-27)

24,060
43,660
75,490
108,360
71,000
52,780
19,130
14,200
N/A
37,940
49,310
62,470

11,116
18,120
36138
25,898
28,278
21,356
9,356
6.606
2,170
25,444
34,040
34,448

prices (2029-

Change
from

Change |IPART FCR

from

prices

30) current ($) current (%)| (2029-30)

2.66

WaterNSW
proposed
FCR prices
(2029-30)

98,390
118,996
186,771
495,672
267722
145,912
61,251
36,553
N/A
1,999,488
108,101
797,431

44,957
51,941
93.325
122196
71724
62,281
30,368
16,817
5,405
1,358,042
74114
439,484

091

Change
from
current

($)

74,330
75,336
111,281
387,312
196,722
93132
42121
22,353
N/A
1,961,548
58,791
734,961

33,841
33821
57187
96,298
43,446
40,925
21,012
10,211
3235
1,332,598
40,074
405,036

52.3%

Change
from
current
(%)

308.9%
172.6%
147.4%
357.4%
2771%
176.5%

220.2%
157.4%

N/A

5170.1%
119.2%

1176.5%

304.4%
186.7%
158.2%
371.8%
153.6%
191.6%

224.6%
154.6%
149.1%

5237.4%
117.7%
1175.8%

2.29

IPART
FCR
prices
(2029-30)

38741
60,639
87,205

234,403
108,283

56,598

21234

18,327

N/A
544,726
56,581
287,090

18,842
26,724
47,569
59,098
45,735
24,083
11,276
8,832
3169
368,908
38,795
158,399

Change
from
current

($)
054

Change
from
current

($)

14,681
16,979
11,715
126,043
37,283
3.818
2104
4127
N/A
506,786
7271
224,620

7,726
8,604
11431

33,200
17,457

2727
1920
2,226

999
343,464
4,755
123,951

Change
from
current
(%)

30.8%

Change
from
current
(%)

61.0%
38.9%
15.5%
116.3%
52.5%
7.2%
11.0%
29.1%
N/A
1335.8%
147%
359.6%

69.5%
47.5%
316%
128.2%
617%
12.8%
20.5%
33.7%
46.0%
1349.9%
14.0%
359.8%

Note: Based on 1,000ML of entitlements and 100% usage for high security customers, and 1,000ML of entitlements and 60% usage for

general security customers.
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Prices and bills under full cost recovery

Table J.7 Bills for FRWS customers under FCR prices ($'000, $2026-27)

WaterNSW Change Change Change Change
Current proposed from from | IPART FCR from from
(2025-26) FCR prices current current prices current  current
($2026-27) (2029-30) ($) (%) | (2029-30) ($) (%)
Bulk raw water
EnergyAustralia 5707 8,408 2,701 47.3% 7,897 2,190 384%
WaterNSW 2,897 4,604 1707 58.9% 4,076 1179 40.7%
Greater Sydney
Oberon Council 767 1,437 670 87.3% 1,307 540 70.4%
Lithgow 103 166 63 61.4% 149 46 44.5%
Council
Individual minor 0.61 0.99 0.38 62.1% 0.88 0.27 44.5%
customers
Bulk filtered
water
Lithgow 2,338 3539 1,201 51.4% 3182 844 36.1%
Council
Individual minor 0.65 0.99 0.34 52.3% 0.88 0.23 36.2%
customers
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Glossary

Term

Assessment tool

Base-Trend-Step approach
(BTS)

Building block model

Cost pass-through

Customer

Determination period

Discount factor

Early engagement

Efficiency factor

EPA
ESC

Expenditure review

Financial incentives

Incentive payments
IPART Act

Line in the sand (LIS)

Net present value (NPV)
NSW DCCEEW

Notional revenue requirement
(NRR)

Operating Licence

Price controls

RAP

Regulatory asset base (RAB)

Definition

Guidance material to assist businesses preparing pricing proposals. It sets out, for
each of the 12 principles in the framework, the key considerations IPART is going to
make when assigning a grade to a proposal.

The approach IPART uses when setting operating expenditure allowances. 'Base'
refers to the efficient recurring expenditure required each year, calculated from recent
past data. Trend' refers to predictable changes in expenditure over time due to known
factors such as demand growth or inflation. 'Step' refers to changes in expenditure
caused by new requirements or new processes.

IPART's standard method for calculating a business's required revenue. Costs are
broken down into 5 components to establish the amount of revenue needed to recover
them.

Tool to allow businesses to pass some costs directly to customers within the
determination period, under limited circumstances.

In the context of this report, ‘customer’ refers to direct bill payers as well as end users
who might not be in a direct paying relationship with a water business (for example, an
occupant or tenant of a serviced property).

The period of time over which a determination of maximum prices applies.
The factor used to modify an annual amount to convert it to net present value terms.

Opportunity for businesses to engage with IPART 1to 2 years before submitting their
proposals.

Factor applied to a business's forecast expenditure, when appropriate, to adjust it for
ongoing productivity improvements.

Environment Protection Authority, the primary environmental regulator for NSW.

Essential Services Commission, the independent regulator of essential services in
Victoria.

IPART's method for reviewing a business's expenditure to ensure customers are only
paying efficient costs.

Mechanisms to adjust a business's revenue requirement based on its performance, for
example, by rewarding the quality of a proposal (ex-ante incentives) or realised
improvements in efficiency (ex-post incentives).

The amount calculated through the application of an incentive scheme that is used to
modify the revenue requirement in a subsequent determination period.

The Independent Pricing and Regulatory Tribunal Act 1992, which establishes IPART's
regulatory role and functions in NSW/.

Line in the sand. The LIS value is equal to the present value of future free cashflow and
is used to establish the value of a business's initial regulatory asset base.

Net present value is the discounted value of a stream of benefits (or costs) taking into
account the time value of money.

The Department of Climate Change, Energy, the Environment and Water of NSW.

Notional revenue requirement, the revenue needed by a business to recover the cost
of providing their services.

A regulatory instrument that authorises a water business to undertake its functions.
Issued under the requirements of an Act by a Minister or the Governor, it contains
terms and conditions governing a water business's operations. Not all water
businesses are subject to a licence.

Methodologies used by water businesses and the regulator to set prices charged to
customers. Main examples are price caps, and revenue caps.

Regulators Advisory Panel. IPART established the RAP with the aim of promoting better
collaboration between water regulators in NSW for the benefit of customers and water
businesses. The RAP consists of IPART, NRAR, NSW DCCEEW (Water Group), EPA, and

NSW Health.

The regulatory asset base is calculated as the economic value of all assets the
business owns. The RAB is used as a basis to calculate the revenue we provide to
businesses in our determinations.
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Glossary

Term

Re-opener

Revenue requirement
Revenue risk

Sharing ratio
Stakeholder submission
True-up

Underspend

Weighted average cost of
capital (WACC)

Definition

Option to reopen a determination and replace it partially or entirely. This is a last resort
solution in case unforeseen cost changes materially impact a business's capacity to
carry out its services.

Amount of revenue a business should recover from customers to cover its costs, as
calculated by IPART during a price determination.

The risk of businesses not collecting enough revenue from customers because of
unforeseen increases in expenditure that aren't reflected in the revenue allowance.

The fixed ratio of sharing of gains (or losses) between customers and a water business.

Submission prepared by stakeholders in the sector (such as water businesses,
advocacy groups, and other regulators) in response to our Draft Report or Discussion
Papers.

Mechanism to allow businesses to pass some unexpected costs to consumers in the
following determination period. This is reserved for limited circumstances.

Actual expenditure savings in any year of a determination period compared to forecast
expenditure. A negative underspend is an overspend.

The WACC is the post-tax real cost of capital as determined by IPART as part of a
regulatory review.
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Glossary

10
1
12
13
14
15
16
17

18
19
20
21
22
23
24
25

26
27

28
29
30
31
32
33
34
35
36
37
38
39
40
4
42
43
44
45
46
47
48
49
50

51

52

53
54

55

NSW Irrigators’ Council, Submission to IPART Discussion Paper, November 2025, pp 24-25; eastAUSmilk, Submission
to IPART Discussion Paper, November 2025, p 3; Quambone Pastoral Co. Pty Ltd, Submission to IPART Discussion
Paper, November 2025, p 3.

NSW Government, Submission to IPART Draft Report, May 2026, p2-3.

Murrumbidgee Irrigation, Submission to IPART Discussion Paper, November 2025, p 9.

Submissions to IPART Discussion Paper from Murray Irrigation, p 4, NSW Farmers, p 5; Coleambally Irrigation Co-
operative Limited, p 13; and NSW Irrigators’ Council, p 8.

Lachlan Valley Water, Submission to IPART Discussion Paper, November 2025, p 7.

IPART, Review of WaterNSW's regional and rural bulk water prices from 1 July 2026 - Draft Report, May 2026, pp 25-
34

Macquarie Food and Fibre, Submission to IPART Draft Report, May 2026, p 3.

Gwyder Valley Irrigators Association Submission to IPART Draft Report, May 2026, p 6.

Murray Valley Private Diverters, Submission to IPART Draft Report, May 2026, p 9.

Tamworth Regional Council, Submission to IPART Draft Report, May 2026, pp 3-4.

Hunter Valley Water Users Association, Submission to IPART Draft Report, May 2026, p 2.

Oberon Council, Submission to IPART Draft Report, May 2026, p 1.

Tamworth Regional Council, Submission to IPART Draft Report, May 2026, p 3.

Commonwealth Environmental Holder, Submission to IPART Draft Report, May 2026, p 2.

Jemalong, Irrigation Ltd, Submission to IPART Draft Report, May 2026, p 5.

Ricegrowers association of Australia, Submission to IPART Draft Report, May 2026, pp 7-8.

RMCG (on behalf of Murray Irrigation, Murrumbidgee Irrigation and Coleambally Irrigation Co-operative Limited),
Submission to IPART Draft Report, May 2026, p 9.

Bega Valley Water Users Association, Submission to IPART Draft Report, May 2026, p 3.

Ricegrowers association of Australia, Submission to IPART Draft Report, May 2026, pp 7-8.

Lachlan Valley Water, Submission to IPART Draft Report, May 2026, pp 3, 8.

Wyonga Pastoral Co, Submission to IPART Draft Report, May 2026, p 2.

Lachlan Valley Water, Submission to IPART Draft Report, May 2026, p 8.

WaterNSW, Submission to IPART Draft Report, May 2026, p 4.

Tamworth Regional Council, Submission to IPART Draft Report, May 2026, p 5.

RMCG (on behalf of Murray Irrigation, Murrumbidgee Irrigation and Coleambally Irrigation Co-operative Limited),
Submission to IPART Draft Report, May 2026, pp 2, 10.

Rice growers Association of Australia, Submission to IPART Draft Report, May 2026, p 5.

RMCG (on behalf of Murray Irrigation, Murrumbidgee Irrigation and Coleambally Irrigation Co-operative Limited),
Submission to IPART Draft Report, May 2026, pp 11-12.

NSW Irrigators’ Council, Submission to IPART Draft Report, May 2026, pp 15-16.

Policy Watchdog Australia, Submission to IPART Draft Report, May 2026, p 7.

Ricegrowers Association of Australia, Submission to IPART Draft Report, May 2026, p 6.

WaterNSW, Submission to IPART Draft Report, May 2026, p 27.

WaterNSW, Submission to IPART Draft Report, May 2026, p 7.

NSW Government, Submission to IPART Draft Report, May 2026, p 2.

State Owned Corporations Act 1989, Section 20(A) and Schedule 5.

NSW Government, Statement of Expectations for WaterNSW/, 26 April 2022, p 1.

Water NSW Act 2014, (Long Title) and section 4.

WaterNSW, Annual Report 2016-17, p 4.

WaterNSW, Annual Report 2022-23, p 93.

WaterNSW, Annual Report 2020-21, p 79.

WaterNSW, Annual Report 2020-21, p 79.

IPART, Water Regulation Handbook, July 2023, pp. 42-43.

IPART, Final Report - WaterNSW Rural Valleys prices from 1 October 2021, September 2021, p 39.

AtkinsRéalis, Final Report - WaterNSW Rural Valleys Expenditure Review, June 2025, pp 40-45.

WaterNSW/, Submission to IPART Information Paper, 3 June 2025. p 10.

AtkinsRealis, Final Report - WaterNSW Rural Valleys Expenditure Review, June 2025, p 10.

FTI Consulting, WaterNSW Systems and Process Review. Final Report, 13 December 2023. p 5.

EY, WaterNSW Rural Valley operating expenditure review, Final Report, March 2026, pp 17, 19.

WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, 30 September 2024, p 127.
WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, 30 September 2024, p 23.
WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, Attachment 8, 30 September
2024, p 32.

WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, Attachment 8, 30 September
2024, p 33.

WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, Attachment 8, 30 September
2024, p 32.

WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, 30 September 2024, p 24.
WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, Attachment 8, 30 September
2024, p 33.

WaterNSW, Pricing Proposal to the NSW Independent Pricing and Regulatory Tribunal, Attachment 8, 30 September
2024, pp 16-17.
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https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-NSW-Irrigators-Council-Name-suppressed-28-Nov-2025-101908218-%281%29.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-eastAUSmilk-R.-Kydd-27-Nov-2025-141906161.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-eastAUSmilk-R.-Kydd-27-Nov-2025-141906161.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Quambone-Pastoral-Co-Pty-Ltd-D.-Bucknell-18-Nov-2025-143514282.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Quambone-Pastoral-Co-Pty-Ltd-D.-Bucknell-18-Nov-2025-143514282.PDF
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Murrumbidgee-Irrigation-Name-suppressed-28-Nov-2025-110236154.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Murray-Irrigation-Name-suppressed-25-Nov-2025-114020364.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-NSW-Farmers-Name-suppressed-28-Nov-2025-090858469.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Coleambally-Irrigation-Co-operative-Limited-J.-Speed-28-Nov-2025-162357056.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Coleambally-Irrigation-Co-operative-Limited-J.-Speed-28-Nov-2025-162357056.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-NSW-Irrigators-Council-Name-suppressed-28-Nov-2025-101908218-%281%29.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Online-Submission-Lachlan-Valley-Water-Inc-Name-suppressed-20-Nov-2025-125911676.PDF
https://www.ipart.nsw.gov.au/review/water-rural-water/prices-waternsw-regional-and-rural-bulk-water-1-july-2026
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
https://www.ipart.nsw.gov.au/documents/draft-report/draft-report-prices-waternsw-regional-and-rural-bulk-water-1-july-2026?timeline_id=19358
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