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1. Executive Summary

Policy Watchdog Australia (PWA) welcomes the opportunity to respond to IPART's Draft
Report on prices for WaterNSW regional and rural bulk water services from 1 July 2026. We
acknowledge the Tribunal's careful and thorough approach across successive reviews and
the genuine difficulty of the policy challenge it confronts.

Our primary position is that the draft decision to cap price increases at 10% per year plus
inflation is too high and risks causing material, potentially irreversible harm to agricultural
producers, regional communities, and the long-term viability of the rural water sector itself.
IPART's own commissioned analysis confirms that a 15% cap would render lower-value
commodity farming unprofitable across several Northern Basin valleys. The 10% cap,
compounded with inflation currently above 2%, approaches that threshold over multiple
years for small to medium-sized farm businesses. Critically, there is a well-documented risk
that sustained price increases — even at capped levels — can trigger a regulatory death
spiral: as marginal farm enterprises exit, the fixed costs of WaterNSW's infrastructure are
spread across a smaller customer base, driving unit prices higher in the next period,
prompting further exits. Avoiding the onset of this dynamic is a compelling structural reason
to adopt the lower 5% cap and accompany it with a materially higher government
contribution.

We also raise serious concern about the sustained pattern of WaterNSW's operating
expenditure exceeding regulatory allowances — by 13.3% in the 2021 determination period
alone — and the insufficiency of the justification and transparency provided for its proposed
cost increases. Independent expert analysis found that operating costs grew at 9% per year
against wage and price growth of 3-4%. These findings indicate a structural cost
management problem that the current regulatory framework is not adequately incentivising
WaterNSW to address.

This submission also addresses a genuine tension identified in public commentary on the
draft determination: that capping prices may, if unaccompanied by adequate government
funding, create an infrastructure underinvestment trap that defers critical asset renewal and
dam safety expenditure. PWA's position is that this risk does not argue for a higher price cap
— it argues for a higher government contribution. The appropriate resolution is not to
transfer more cost to water users who cannot bear it, but to properly resource infrastructure
maintenance through the government share of the notional revenue requirement.

PWA strongly supports IPART's draft recommendation that the NSW Government undertake
a comprehensive review of the longer-term sustainability of the regional and rural water
sector, and further submits that this review must account for significant concurrent
macro-regulatory uncertainty — including the Basin Plan Review, the replacement National
Water Agreement, and the Commonwealth's ongoing environmental water recovery program
— each of which could materially alter the volumetric assumptions underpinning IPART's
cost recovery model.

PWA's Core Position at a Glance

1. Adopt the 5% per year plus inflation price cap, not 10%, to prevent onset of the
regulatory death spiral.

2. Fund the resulting gap through a materially higher NSW Government contribution —
not through customer price increases.

3. Commission the government review of sector sustainability without delay, and
explicitly scope it to address macro-regulatory uncertainty.



4. Increase the government cost share for dam safety and environmental planning from
50% to no more than 35% (customer share), including as a mechanism to fund proper
infrastructure maintenance.

5. Require valley-level cost attribution and binding performance targets as conditions of
the 2026 determination.

2. About Policy Watchdog Australia

Policy Watchdog Australia is independent and non-partisan, dedicated to the rigorous
scrutiny of Australian public policy. Guided by principles of transparency, accountability, and
national interest, we analyse legislative proposals and government initiatives to ensure they
serve the Australian public effectively. Our analytical framework prioritises, in order: the
interests of directly affected people, the broader Australian public, the relevant jurisdiction's
fiscal and governance position, and global and environmental considerations.

3. Introduction and Context

WaterNSW provides bulk water services across 12 regulated river valleys and the Fish River
Water Supply Scheme, serving agricultural producers and urban water utilities throughout
regional and rural New South Wales. Its infrastructure — dams, storage facilities, and
delivery systems — underpins irrigated agriculture, town water supply, environmental water
delivery, and flood mitigation across much of the state.

IPART last set WaterNSW's rural bulk water prices in 2021. In the subsequent period,
WaterNSW's actual operating expenditure exceeded the 2021 allowance by $33.6 million
(13.3%), a pattern of overrun that also occurred in the preceding 2017 determination period.
When WaterNSW submitted its proposal for the next period (September 2024), it sought a
43% increase in operating expenditure and a 65% increase in capital expenditure relative to
the 2021 determination — increases so substantial that the Tribunal declined to finalise a
multi-year determination and instead made a 1-year decision for 2025-26, increasing prices
by 5.8% plus inflation (8.3% total). This review covers the period from 1 July 2026 to 30 June
2029.

The review occurs against a backdrop of heightened cost pressures across the agricultural
sector, elevated input costs, sustained inflation, and climate-driven uncertainty over water
availability. Regional and rural communities across NSW have repeatedly and consistently
told IPART that they are at or near the limit of their capacity to absorb further real increases
in water charges. These submissions must be weighted seriously.

At the same time, WaterNSW faces genuine cost pressures — higher interest rates,
expanded operating licence requirements, new environmental obligations, and an ageing
asset base — some of which are legitimately outside its control. The regulatory challenge is
to distinguish efficient, unavoidable costs from those driven by organisational expansion,
poor cost management, or policy burdens that should be borne by government rather than
water users.



4. Key Issues and Analysis

4.1 The Price Cap: 10% Is Too High — 5% Should Be Adopted

IPART's draft decision to cap price increases at 10% per year plus inflation is the central
pricing question in this review. PWA submits that the 5% cap is the appropriate final
decision, for the following reasons.

Agricultural viability

IPART engaged Ricardo to analyse the agricultural impacts of WaterNSW's proposed price
increases. Ricardo's analysis found that a 15% annual cap would render lower-value
commodity farming unprofitable for small to medium-sized farms in several Northern
Basin valleys. The 10% cap, combined with CPI inflation currently running above 2%,
effectively delivers cumulative real price increases approaching 37—40% over the three-year
determination period for some valleys — a trajectory not materially different in practical
impact from the 15% scenario for businesses already operating on thin margins.

The affected cohort is not abstract. Small to medium-sized irrigated farm businesses operate
at net profit margins that leave little room to absorb sustained real cost increases. Higher
water charges directly increase the variable cost of production, reduce competitiveness
against interstate and international producers not subject to equivalent charges, and may
trigger decisions to exit production or sell water entittements — further shrinking
WaterNSW's customer base and worsening the cost-recovery problem for remaining
customers.

Efficiency gains are already largely exhausted

A common regulatory assumption is that higher prices will drive irrigators to improve water
use efficiency, thereby partially offsetting cost impacts. In the NSW regional context, this
assumption has limited application. Since the early 1990s, irrigators have invested heavily in
converting from flood irrigation to pressurised drip and centre-pivot systems, implementing
laser levelling, soil moisture monitoring, and automated tailwater recycling. As a result,
irrigation application efficiency across regional NSW is already high by international
benchmarks — the low-cost efficiency improvements have substantially been captured.

Furthermore, the capacity to pivot to higher-value permanent plantings — which could
improve the revenue side of the profitability equation — is structurally constrained.
Permanent plantings (such as tree nuts and viticulture) require High Security water
entitlements to ensure crop survival in drought years, but many regional irrigators hold
General Security entitlements, which fluctuate materially with annual rainfall and cannot
reliably underpin permanent crop investment. For smaller operators, the capital cost of
transitioning production systems runs to millions of dollars with returns taking years to
materialise. The regulatory and economic assumption that higher prices will stimulate
efficiency-driven adaptation is largely unfounded for this cohort.

The regulatory death spiral risk

A structural risk that receives insufficient weight in the current draft determination is the
potential for the rural bulk water network to enter a regulatory death spiral. This dynamic —
well documented in electricity transmission and other high-fixed-cost utility sectors — occurs
when price increases trigger a progressive collapse in the customer base, which in turn
forces unit prices even higher on remaining customers, prompting further exits.

WaterNSW's cost structure is predominantly fixed. Dams, weirs, and delivery channels must
be maintained, insured, and depreciated regardless of how much water is ordered. If
sustained price increases drive marginal agricultural enterprises into insolvency or into
selling water entitlements out of the consumptive pool, the fixed costs of the network are



reallocated across a smaller base. In the subsequent determination, unit prices must rise
further to maintain revenue adequacy. The second shock compromises the next tier of farm
businesses. IPART's own Draft Report acknowledges this dynamic in its discussion of
long-term sector sustainability, as does the Ricardo agricultural impact analysis.

Why this matters for the price cap decision

The death spiral risk does not argue against cost recovery — it argues for managing the
pace of transition. A 5% cap is specifically designed to slow the transition to
cost-reflective prices, buying time for the sector to adjust and for the NSW Government
to commission the broader structural review IPART recommends. A 10% cap
compresses that transition in ways that may, paradoxically, accelerate the very farm exits
that will ultimately worsen WaterNSW's financial position.

The 5% cap is operationally viable and precedented

A 5% cap was applied in IPART's 2024-25 review of Water Administration Ministerial
Corporation (WAMC) prices. As IPART's own Draft Report notes, rural valley customers pay
both WaterNSW charges and WAMC charges — making the cumulative impact of both
reviews directly relevant. Capping WaterNSW at 10% while WAMC charges also increase
compounds total water-related cost increases beyond what the WaterNSW price cap alone
suggests. The combined bill impact across both charges should be the unit of analysis for
affordability, not WaterNSW's charge in isolation.

Government contribution adequacy

IPART's draft decisions require a total NSW Government contribution of $241.4 million over
three years — rising from a base of $47 million in the 2021 determination. This is a
significant increase, and PWA acknowledges this is the appropriate policy lever for
moderating customer bill impacts. If the 5% cap is adopted rather than the 10% cap, the
government contribution would need to increase further. PWA submits this is the appropriate
distribution of burden given the public benefit nature of much of WaterNSW's infrastructure,
the constrained capacity of water users to pay, and the fiscal capacity of the NSW
Government.

4.2 WaterNSW's Cost Management: Persistent Overruns Require Structural
Response

A fundamental problem with this review is the persistent pattern of WaterNSW's actual costs
exceeding |IPART-determined allowances. This occurred in both the 2017 and 2021
determination periods. In 2021-25, WaterNSW overspent its operating allowance by 13.3%
($33.6 million). Independent analysis by EY — commissioned by IPART — found that
operating expenditure grew at 9% per year against wage and price growth of 3—4%, driven
primarily by growth in strategy, performance, and digital functions.

EY's findings are significant. They indicate that:
+ Temporary transformation programs inflated costs without producing verified
enduring efficiency gains.

* Spending on strategy, legal, and finance functions was high as a share of total
expenditure and continued to grow without commensurate increases in requirements.

+ Corporate headcount and costs grew in the absence of any significant increase in
operational requirements.

These findings suggest a structural cost management problem — not merely a response to
external pressures — that the current regulatory framework is inadequately incentivising



WaterNSW to address. When an entity consistently overspends its regulatory allowance and
then returns at the next review proposing an even larger increase, the regulatory incentive
regime has failed in one of its core purposes.

PWA notes that IPART has partially addressed this by setting efficient operating expenditure
at $213.6 million — some $57 million below WaterNSW's proposal. We support this
approach. However, even IPART's allowance is 12.9% higher than the 2021 determination
allowance, and the historical pattern of overrun gives reasonable grounds to expect that
WaterNSW may again exceed its allowed expenditure. Stronger accountability mechanisms
are required — see our recommendations.

4.3 Infrastructure and Operating Cost Pressures: A Tension That Demands
Higher Government Funding

PWA acknowledges a genuine tension in the draft determination that the submission record
reflects: peak water sector bodies have characterised even the 10% cap as potentially
insufficient to fund the full, prudent cost of maintaining WaterNSW's aging infrastructure. This
concern deserves a direct response, because if valid, it would appear to argue against our
recommendation for a lower 5% cap.

The concern rests on two related points. First, regulatory asset base (RAB) valuations are
often set at levels below the actual modern equivalent replacement cost of the physical
assets. Calculating regulatory depreciation from a suppressed RAB yields an allowance that
may not cover real-world renewal needs for aging dams, weirs, and delivery channels.
Second, WaterNSW faces genuine, legitimately non-controllable cost pressures beyond
general inflation — including escalating land tax obligations driven by rising land values,
expanding obligations under critical infrastructure security legislation, mandatory dam safety
audit and compliance costs, and cybersecurity requirements arising from the digital
integration of operational systems. IPART has acknowledged some of these pressures in its
determination.

PWA's position on the infrastructure tension

This concern does not argue for a higher price cap. It argues for a higher government
contribution. If infrastructure maintenance costs are genuinely necessary and not
recoverable from a financially constrained customer base, the appropriate response is
for the NSW Government to fund them — not to impose costs on irrigators and town
water utilities that Ricardo's own analysis shows are at or near the edge of commercial
viability. The infrastructure underinvestment risk is real; the question is who should bear
it, and PWA submits that for public assets serving broad community functions, the
answer is the government, not the user.

PWA therefore submits that if IPART accepts that certain infrastructure and compliance
costs are genuinely necessary and non-deferrable, the government cost share for those
specific categories should be increased — consistent with our broader recommendation on
dam safety and environmental planning cost shares — rather than those costs being passed
to customers through a higher price cap.

PWA also notes that the infrastructure underinvestment risk is itself an argument for the
government sector review recommended by IPART. The appropriate mechanism for
resolving questions about RAB valuation methodology, the adequacy of depreciation
allowances, and the funding of non-commercial infrastructure obligations is a comprehensive
policy review — not a pricing determination made under ongoing cost uncertainty.



4.4 Cost Sharing: Revised Framework Is Directionally Correct, But
Government Share Should Increase Further

IPART's proposed revisions to the cost shares framework represent a meaningful
improvement over the previous approach. The move to a two-step framework — assessing
causal responsibility and then allocating avoidable versus common costs — is more
analytically rigorous than the prior counterfactual-based approach, which stakeholders
widely criticised as overly simplistic and placing an excessive burden on water users.

PWA supports the following elements of the revised framework:

* Increasing the water delivery and operations customer cost share to 100%, reflecting
that these activities primarily benefit bulk water customers.

* Reducing customer cost shares for dam safety compliance and environmental
planning to 50%, recognising broader public benefits.

+ Establishing a new government service activity category (7.5% of operating
expenditure) to be funded by the NSW Government.

» Valley-specific cost shares for Hunter and Macquarie to reflect flood mitigation
benefits.

However, PWA submits that the government cost share for dam safety compliance and
environmental planning should be higher than 50%. Dams in NSW serve multiple public
functions — flood mitigation, environmental water delivery, recreational use, and emergency
response — that benefit the general community irrespective of whether consumptive water
users exist. The 50% allocation still places a burden on water users for activities
fundamentally driven by community safety obligations and environmental policy choices
made by government. A 30-35% customer share for these activities would be more
defensible on first-principles grounds.

PWA also notes that a higher government cost share for policy-driven environmental and
safety obligations would directly address the infrastructure underinvestment concern raised
in section 4.3 — by routing more funding for these activities through the government
contribution rather than the price cap. This is the structurally appropriate mechanism.

Finally, the current framework does not adequately internalise the policy cost-shifting risk:
because the NSW Government bears only a minority share of certain regulatory and
environmental costs, it faces insufficient incentive to design cost-effective policy and
regulatory requirements. A higher government cost share for policy-driven obligations would
improve this incentive alignment.

4.5 MDBA and BRC Charges: Transparency Deficit Must Be Addressed

Multiple stakeholder groups — including peak industry bodies representing irrigators and
agricultural producers — raised concerns about the lack of transparency in Murray—Darling
Basin Authority (MDBA) and Dumaresg—Barwon Border Rivers Commission (BRC) charges.
The central concern is that these costs are passed through to water users without the same
level of independent scrutiny applied to WaterNSW's own expenditure.

IPART has made a draft decision to maintain a building block approach for MDBA and BRC
costs and has reviewed the efficiency of these costs. PWA supports this approach. However,
IPART's own Draft Report acknowledges that the MDBA's current capital expenditure is
below recommended levels to maintain its asset base — suggesting future capital cost
increases are likely. Water users should have access to timely, comprehensive, and
independently assessed information about MDBA and BRC cost drivers before, not after,
they are passed through in pricing determinations.



PWA recommends that IPART require the MDBA and BRC to provide audited, publicly
available expenditure breakdowns as a condition of cost pass-through, and that IPART
publish its efficiency assessments of these costs as part of its standard consultation process
in future reviews.

4.6 Sector Sustainability: A Government Review Is Overdue, Urgent, and Must
Address Macro-Regulatory Uncertainty

The most important observation in IPART's Draft Report is the one that falls outside its
formal powers to resolve: the structural mismatch between rising costs, a financially
constrained and potentially shrinking customer base, and a regulatory framework not
configured to address long-term sector sustainability.

IPART's own draft recommendation — that the NSW Government undertake a review of the
longer-term sustainability of the regional and rural water sector — is well-founded and
reflects an honest acknowledgement that price-setting alone cannot resolve the underlying
policy problem. PWA strongly supports this recommendation and urges the NSW
Government to act on it promptly.

Concurrent macro-regulatory changes introduce material uncertainty

The 2026-29 determination period directly coincides with several major concurrent policy
processes that will materially affect the economics and hydrology of the Murray—Darling
Basin and, by extension, the volumetric assumptions underpinning IPART's cost-recovery
model:

+ Basin Plan Review: The comprehensive statutory review of the Murray—Darling
Basin Authority's overarching framework is due for completion in late 2026 and will
determine future water recovery targets.

* National Water Agreement: The replacement for the National Water Initiative —
expected to be finalised in 2026 — will redefine the principles governing water
market operation and cost-sharing across jurisdictions.

+ Water Act 2007 Review: The federally mandated statutory review is due by the end
of 2027 and may alter the Commonwealth's jurisdiction over Basin water
management.

* Environmental water recovery: The Commonwealth's Restoring Our Rivers Act
2023 seeks to recover an additional 450 gigalitres of environmental water. Further
buybacks from the consumptive pool would reduce the volume of billable
entitlements and usage, directly undermining the water use and entitlement forecasts
on which IPART's cost-recovery calculations depend.

Taken together, these concurrent processes introduce genuine sovereign risk into the
volumetric assumptions underpinning IPART's notional revenue requirement calculations. If
the consumptive pool contracts materially through environmental buybacks during the
2026-29 period, the fixed costs of WaterNSW's network will need to be recovered from a
smaller volume of billable water — accelerating unit price pressure and bringing forward the
conditions for the regulatory death spiral identified in section 4.1.

Implication for the government review

The government review recommended by IPART should be explicitly scoped to address
this macro-regulatory uncertainty — including modelling the impact of alternative Basin
Plan outcomes and water recovery scenarios on WaterNSW's cost recovery position.
Setting prices for 2026—29 while these frameworks are being fundamentally rewritten is a
significant risk that the current determination cannot fully resolve.




The review should examine, at minimum:

*  Whether WaterNSW's operating model and organisational structure remain fit for
purpose given the evolution of its obligations since formation in 2014.

*  Whether the current funding framework is sustainable and equitable over the next
decade under alternative volumetric scenarios.

*  Whether the allocation of responsibilities between WaterNSW, WAMC, the MDBA,
and other agencies produces unnecessary duplication and cost.

*  What level of government subsidy is required to maintain service viability in valleys
where full cost recovery from customers is economically unachievable.

* How the regulatory framework should evolve to manage climate-driven shifts in water
availability and the impact of environmental water recovery on the consumptive
customer base.

Critically, this review must not be used as a reason to delay the current determination or to
defer difficult cost-sharing decisions. The structural review and the pricing determination
must proceed in parallel.

4.7 Performance and Accountability: Stronger Measures Required

Stakeholders across multiple review periods have noted that WaterNSW's increased
expenditure has not produced demonstrably improved service outcomes. This is a legitimate
grievance. When a regulated monopoly is allowed to increase its revenue requirement —
even at IPART-assessed efficient levels — customers are entitled to expect corresponding
improvements in service quality, reliability, and transparency.

IPART has recommended a suite of performance measures. PWA supports these measures
but submits that:

* Performance targets should be binding, not aspirational. Where WaterNSW fails
to meet a target without adequate explanation, there should be a mechanism for
financial consequence — either through the true-up process or through a defined
reduction in the next determination's allowance.

+ Valley-level cost reporting should be mandatory. The current absence of
transparent, valley-specific cost attribution is a structural transparency failure.
Customers in, for example, the Peel Valley face bill increases up to 29.8% over three
years and have a legitimate interest in understanding what specifically drives those
costs in their valley.

* An independent audit of WaterNSW's actual versus allowed expenditure should be
conducted mid-determination (after 2026—27) and published to enable stakeholder
scrutiny before the next pricing proposal is submitted.

5. Recommendations

Policy Watchdog Australia makes the following recommendations to IPART for its Final
Report and, where noted, to the NSW Government.

IPART should adopt a maximum annual price increase of 5% plus inflation (not
10%) for all rural valleys and for the Fish River Water Supply Scheme for the
202629 determination period. The corresponding increase in the NSW
Government contribution should be appropriately budgeted and committed by
the Government before the Final Report is published.
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The NSW Government should formally commit, before publication of IPART's
Final Report, to funding the effective subsidy gap created by the 5% cap —
and to treating infrastructure maintenance costs for public-benefit dam
functions as a government fiscal responsibility rather than a customer cost
pass-through. This directly addresses the infrastructure underinvestment risk
without requiring a higher price cap.

IPART should reduce the customer cost share for dam safety compliance and
environmental planning from 50% to no more than 35%, on the basis that
these activities deliver substantial public benefits and are driven primarily by
government policy obligations rather than consumptive water use. The
additional government share should be directed specifically to funding the
non-deferrable asset maintenance expenditure identified by independent
engineering reviewers.

IPART should require WaterNSW to publish valley-level cost breakdowns —
disaggregating operating expenditure, capital expenditure, and overhead
allocations by valley — as a condition of the 2026 determination, to enable
meaningful customer scrutiny and accountability in the next pricing proposal.

IPART should commission an independent mid-determination audit (after
2026-27) of WaterNSW's actual expenditure against its regulatory allowance.
Results should be published and considered in the next determination's base
year assessment. If WaterNSW again overruns its allowance without adequate
justification, a downward efficiency adjustment should be applied.

The NSW Government should urgently commission the broader sector
sustainability review recommended by IPART in its Draft Report. The scope of
this review should explicitly include: modelling of alternative volumetric
scenarios arising from Basin Plan outcomes and Commonwealth
environmental water recovery; the long-term funding framework for
WaterNSW's public-benefit infrastructure functions; and the interagency
allocation of responsibilities between WaterNSW, WAMC, and the MDBA.

IPART should require the MDBA and the BRC to provide audited, publicly
available expenditure breakdowns as a standard pre-condition of cost
pass-through in future determinations. IPART's efficiency assessments of
these costs should be published as part of its standard consultation process.

IPART should make performance targets binding on WaterNSW for the
2026-29 period, with a defined consequence mechanism (such as a true-up
adjustment or a contribution to a customer benefit fund) where targets are not



met without adequate justification. Aspirational targets without consequence
are insufficient accountability for a regulated monopoly.

6. Conclusion

The pricing of WaterNSW's regional and rural bulk water services is not a technical exercise
in revenue calculation. It is a decision about the viability of Australian agriculture, the
sustainability of regional communities, and the appropriate distribution of costs between the
users of public infrastructure and the governments that built and mandate it.

IPART's Draft Report is thorough and demonstrates genuine regard for the competing
interests at stake. However, on the central question of the price cap, the Tribunal has
proposed a level — 10% per year plus inflation — that PWA submits is too high given the
evidence of agricultural impacts, the cumulative effect of multiple regulated cost increases,
the exhaustion of available efficiency gains, and the structural risk of triggering a regulatory
death spiral that would ultimately leave WaterNSW with a smaller customer base and an
even more acute cost-recovery problem.

The infrastructure and OPEX cost pressures are real and acknowledged. But the answer to
genuine, non-deferrable infrastructure need is not to impose costs on irrigators and local
utilities at the edge of commercial viability — it is a larger government contribution, a more
generous cost share for public-benefit functions, and a comprehensive structural review that
properly scopes the long-term funding challenge.

The deeper challenge — the structural mismatch between WaterNSW's rising costs, its
constrained customer base, and the significant macro-regulatory uncertainty now
overhanging the Basin — cannot be resolved through a three-year pricing determination.
The NSW Government must act on IPART's recommendation for a comprehensive sector
review without delay, and must commit to the fiscal settings that make a 5% cap viable
before the Final Report is published.

7. Under the Magnifying Glass: Glossary of Terms

The following terms are used in this submission and in IPART's Draft Report, explained for
lay readers.

‘ Plain English Explanation

IPART Independent Pricing and Regulatory Tribunal — the NSW statutory
body that sets maximum prices for regulated monopoly services
including water, public transport, and electricity networks.

WaterNSW A NSW Government-owned corporation that owns and operates dams
and related infrastructure to capture, store, and deliver bulk water to
irrigators and urban water utilities across regional and rural NSW.

Bulk water Water supplied at a wholesale level through regulated river systems
and dams, before treatment or retail distribution. Irrigators draw it
directly; urban utilities buy and treat it before supplying households.



Notional Revenue
Requirement (NRR)

Regulatory Asset Base
(RAB)

WACC (Weighted
Average Cost of
Capital)

Regulatory death spiral

Impactor-pays principle

Regulatory Asset Base
(RAB) vs. Modern
Equivalent
Replacement Cost

General Security vs.
High Security
entitlements

Basin Plan

Restoring Our Rivers
Act 2023

Determination period

Cost pass-through

The total revenue IPART determines WaterNSW needs to cover its
efficient costs — operating costs, capital costs, and a return on its
asset base. 'Notional' because actual revenue may differ due to
demand variation.

The total value of WaterNSW's assets recognised for regulatory
purposes. WaterNSW earns a return on this base (akin to interest on
capital) and recovers depreciation over each asset's life. A larger RAB
means higher prices.

The rate of return IPART allows WaterNSW to earn on its asset base
— effectively the financing cost of its infrastructure. A higher WACC
means higher prices for customers.

A self-reinforcing dynamic in high-fixed-cost utilities where price
increases drive customer exits, which force remaining fixed costs onto
fewer users, driving prices higher again, prompting further exits. Well
documented in electricity transmission; directly applicable to rural bulk
water networks with predominantly fixed infrastructure costs.

The idea that whoever causes a cost should bear it. Applied to water, it
means that if irrigators drive the need for certain infrastructure or
activities, they pay for it — even if others also benefit. Widely
contested in this review.

RAB is the historical book value of assets used to calculate regulatory
depreciation and returns. Modern equivalent replacement cost is what
it would actually cost to rebuild the same infrastructure today. When
RAB is lower than replacement cost, the regulatory depreciation
allowance may be insufficient to fund real asset renewal needs.

Two classes of water entitlements in NSW. High Security entitlements
are filled first and fluctuate less — suitable for permanent crops.
General Security entitiements fluctuate significantly with annual rainfall
— suitable for annual crops like cotton but not reliable enough for
permanent plantings.

The Murray—Darling Basin Plan sets limits on how much water can be
taken from rivers and aquifers in the Basin, and governs environmental
water allocations. Currently subject to a statutory review that may alter
future water recovery targets.

Commonwealth legislation that seeks to recover an additional 450
gigalitres of environmental water, primarily through buybacks of water
entitlements from irrigators. Buybacks reduce the volume of water in
the consumptive pool and therefore the number of customers from
whom WaterNSW can recover its fixed costs.

The years for which IPART's price decision applies. This review sets
prices for three years: 1 July 2026 to 30 June 2029.

A mechanism allowing a regulated entity to pass specific cost
increases directly to customers outside the normal determination
process, where those costs are outside the entity's control (e.g.,
changes in MDBA levies).
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