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Aither (a Ricardo company) acknowledges First Nations people as the First Peoples of Australia and 

the Traditional Custodians of its lands and waters. We pay respect to the deep connection First 

Nations people hold with Country and celebrate the continuing effect of cultural knowledge and 

practices on Country and communities across Australia.  

We pay our respect to Elders past and present, whose knowledge and leadership has protected 

Country and allowed First Nations spirituality, culture and kinship to endure through the ages.  

We recognise the injustices and hardship faced by First Nations communities and reflect on 

opportunities for all Australians to play a part in reconciliation and the development of mutual 

understanding and respect across cultures. 
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Summary 

Aither (a Ricardo company) was engaged by the Independent Pricing and Regulatory Tribunal (IPART) 

to review WaterNSW’s capital and operating expenditure for Greater Sydney as part of its 2025-2030 

price review. Our approach to this review, and the findings, are summarised below. 

Approach 

Capital expenditure  

We reviewed the business’ planned capital expenditure for 2025-26 to 2029-30, assessing the 

proposed capital program on the basis of selection of capital projects and programs that represent 

the largest capital expenditure items put forward by WaterNSW for the determination period.  

Our recommendations reflect the maturity and effectiveness of the water business’ key business 

systems and processes, and how well they demonstrate prudency and efficiency of the proposed 

expenditure  

We also assessed the deliverability of the proposed capital program with regard to capacity to deliver 

capital, as well as the infrastructure sector’s ability to deliver the program. 

We provided a range of efficient expenditure, rather than a point estimate, for a selection of capital 

projects and programs - as well as guidance to IPART on the factors that would inform how it should 

reach a decision within that range while considering risk, long term costs and performance.  

Operating expenditure 

To support IPART’s price review to determine efficient operating expenditure in each year of the next 

determination period, we assessed the adequacy, appropriateness and efficiency of the business’s 

operating expenditure from 1 July 2025 to 30 June 2030.  

We assessed the efficient level of proposed operating expenditure for the period 1 July 2025 to 30 

June 2030 using the 3Cs framework. This includes the ‘base-trend-step’ approach of WaterNSW from 

which we reviewed all components, assessing whether assumptions are reasonable, and costs are 

efficient.  

Our recommendations consider how a reasonably efficient business in a competitive market might 

respond to the challenges of evolving market forces over time. 

Findings and recommendations 

Our findings and recommendations are based on the best available information that was available 

during our review. In some cases there was insufficient detail with information provided which 

required some high-level assumptions which may lend itself to a degree of inaccuracy.  
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Capital expenditure 

Our overall findings in relation to the proposed capital expenditure are that, of the proposed 

$1,314.7 million of proposed expenditure that the selected projects make up: 

• A number of projects were insufficiently developed to justify the proposed expenditure.  

• Dam safety risks are evident as a driver of projects but the best option to address them was not 

clear, and  

• The approach to renewals prioritisation appeared to lack justification.  

This review has been particularly challenging given the nature of the risks involved - especially those 

relating to dam safety. However, it is important to reinforce that WaterNSW remains responsible for 

meeting its legal and regulatory obligations, including those related to public and asset safety, 

regardless of the outcome of this review. 

The onus is on WaterNSW to manage its capital program prudently and efficiently throughout the 

regulatory period. Where funding has not been approved due to insufficient planning, development, 

or justification available at the time of the submission and review, this does not preclude WaterNSW 

from undertaking necessary works. It simply means that the associated costs will not be funded 

through prices during this period. 

If WaterNSW identifies that certain capital works must proceed during the period - and can 

demonstrate that the decisions were made prudently and efficiently - it may seek the funding through 

the ex-post capital review at the next determination. This mechanism exists precisely to allow 

businesses to respond to emerging needs while preserving incentives for sound planning and 

expenditure governance. 

Ultimately, this highlights the critical importance of long-term capital planning. To ensure alignment 

between regulatory allowances and capital needs, WaterNSW must invest in more rigorous option 

development, justification, and timing of its proposals - particularly for major risk- or safety-driven 

investments. This planning must begin early enough to support a well-developed capital program for 

the upcoming regulatory period and at least one period beyond. 

The result of the findings contained in this report is a recommendation of a range of capital 

expenditure for the selected projects in the forthcoming period that has a lower bound of $230.2 

million (an 82.5 per cent reduction) and an upper bound of $676.2 million (a 48.6 per cent reduction). 

A year-by-year breakdown of the recommended expenditure over the period is provided here, albeit 

estimated based on the cost information provided by WaterNSW during the course of this review. This 

recommendation is subject to IPART’s consideration of each individual project reviewed, each of which 

carries risks and benefits for the level of expenditure determined to be appropriate, as discussed later 

in the review document.  
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Figure 1 Recommended capital expenditure for the upcoming regulatory period for reviewed projects 

Our findings and recommendations are specific to those projects selected for review (of which the 

proposed capex totals $1,314.7 million) and are not designed to be applicable to the balance of 

capital expenditure proposed by WaterNSW (which totals $1,485.8 million). The balance includes 

digital capital expenditure - for which we recommend adopting the relevant recommendations of 

AtkinsRéalis in their review of WaterNSW digital operating and capital expenditure across the Greater 

Sydney, Rural Valleys and WAMC determinations. For the remaining ~$121.2 million we make no 

specific recommendation, having not undertaken detailed review of that expenditure. However, given 

no systemic issues were identified during the review of the selected projects, we believe IPART can, 

with reasonable confidence, allow 100 per cent of that remaining capital expenditure proposed by 

WaterNSW.    

Operating expenditure 

Our recommended operating expenditure for the regulatory period is a reduction in total operating 

expenditure for the regulatory period of 15 per cent for the upper bound range and 23 per cent for 

the lower bound range. It can be seen from Figure 2, our recommended operating expenditure for the 

period (both upper and lower) more closely aligns with the 2023-24 actual operating expenditure for 

Greater Sydney than WaterNSW’s proposed operating expenditure.  
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Figure 2 Recommended ranges and WaterNSW proposal for controllable operating expenditure  

 

The key drivers for the differences between our recommendations and WaterNSW’s proposed 

operating expenditure are:  

• A recommendation to adopt 2023-24 as the base year for operating expenditure compared to 

2022-23.  

We considered that there was insufficient justification from WaterNSW to adopt the 2022-23 

operating expenditure as the base year compared to the IPART guidance which would result in 

2023-24 as the base year. Given that the controllable operating expenditure for 2022-23 was 

materially higher than 2023-24, this has a material impact on the recommended operating 

expenditure for the regulatory period. The choice of 2023-24 as the base year also resulted in 

lower adjustments for cost escalation than that proposed by WaterNSW.  

• A recommendation to not accept (lower-bound) or accept a lower cost estimate (higher-bound) for 

the new operating model 

Our review found that the documentation for WaterNSW’s new operating model was lacking in 

detail and did not sufficiently justify the costs associated with the new model. As a result, the 

lower-bound range recommendation was that no costs should be allowed for the new operating 

model.  

• A recommendation to reduce the increase in digital-related operating expenditure 

Based on analysis undertaken by AtkinsRéalis, we have recommended an upper-bound range that 

reflects a reduction in software licensing and people-related digital costs. WaterNSW proposed an 

adjustment to the base and a trend factor for digital costs, however we have recommended that 

they be treated as one overall step change.  
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• Under the lower-bound range, the proposed step changes for crane safety and electrical safety 

were not recommended 

Based on the IPART requirements for step changes, we considered that there was insufficient 

information to justify the increase in operating expenditure for these two programs. This was due 

to the fact that the obligations referred to were not new obligations being imposed on WaterNSW. 

For the upper-bound range, we acknowledge that there may be some risk to WaterNSW assets (or 

staff) from not undertaking these programs and therefore IPART would need to make a decision on 

where any allowance for the programs would fit within that range.  
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1. Introduction 

The Independent Pricing and Regulatory Tribunal (IPART) engaged Aither to undertake an 

independent review of WaterNSW’s proposed operating and capital expenditure to deliver bulk water 

services in the Greater Sydney area for the pricing period from 1 July 2025 to 30 June 20301. 

The independent review will support IPART in determining the efficient costs of delivering 

WaterNSW’s monopoly services for Greater Sydney and ensuring customers are not charged for 

inefficient or unnecessary expenditure. 

The review includes: 

1. A detailed review of proposed operating expenditure (1 July 2025 to 30 June 2030) 

2. A detailed review of proposed capital expenditure (1 July 2025 to 30 June 2030). 

This review aligns with IPART’s regulatory goals under the 3Cs framework (Customers, Costs, and 

Credibility), ensuring WaterNSW Greater Sydney delivers services efficiently while meeting customer 

and community expectations. 

1.1. Background 

The NSW Independent Pricing and Regulatory Tribunal (IPART) 

IPART is responsible for regulating and setting prices, reviewing policies, and overseeing the 

performance of monopoly services in NSW. IPART’s role includes: 

• Price regulation: IPART sets and reviews the prices of services and utilities to ensure they are fair 

and reasonable. This includes essential services like water, electricity, and gas. 

• Economic regulation: It regulates various sectors to promote competition, efficiency, and 

transparency. This involves overseeing the performance of public and private enterprises and 

ensuring that they meet certain standards. 

• Policy review: IPART reviews and assesses government policies and proposals, providing 

independent recommendations to improve efficiency and service delivery.  

• Consumer protection: It ensures that consumers are protected by making sure prices are fair and 

service providers adhere to set standards. 

• Performance monitoring: IPART monitors and evaluates the performance of utilities and other 

regulated entities to ensure they deliver value for money and meet regulatory requirements. 

• By undertaking these responsibilities, IPART aims to ensure that public services and utilities in NSW 

are delivered efficiently, transparently, and at a fair price for consumers. 

Expenditure reviews 

Expenditure reviews aim to evaluate the prudency and efficiency of the service provider’s capital and 

operating expenditure, with a focus on ensuring that the costs incurred or forecast by the service 

provider are efficient. Such reviews are necessary to ensure that proposed prices are based on 

 
1 Other consultants were responsible for reviewing WaterNSW’s proposed costs for WAMC and Rural Valleys service 

areas. 
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investments and operations that are necessary to deliver against planning, customer, regulatory and 

other requirements, as well as to ensure those investments are being delivered at least cost.  

In the context of this review, expenditure may be considered efficient when it is the best and most 

cost-effective means to meet the customer or community need and may be considered prudent when 

it is aligned with the circumstances existing at the time, and the service providers’ legislative and 

licence obligations and long-term strategic plan.  

WaterNSW 

WaterNSW is a state-owned corporation that owns and operates bulk water storage and delivery 

infrastructure across NSW, ensuring the delivery of reliable and sustainable water services to 

communities, industries, and the environment.2 

Established in 2015 through the merger of the Sydney Catchment Authority and the State Water 

Corporation, WaterNSW provides essential services such as bulk water supply, water licensing, and 

catchment protection.  

WaterNSW’s roles and responsibilities include: 

• Water resource management: WaterNSW oversees water storages, rivers, and catchments to 

ensure sustainable management of water resources, balancing urban, agricultural, and 

environmental needs. 

• Infrastructure operation and maintenance: WaterNSW operates an extensive network of dams, 

pipelines, pumps and weirs to deliver bulk water supplies across NSW. 

• Water allocation and licensing: WaterNSW issues water licences and manages water allocations to 

ensure fair access while complying with water-sharing plans and environmental regulations. 

• Customer service: WaterNSW serves a diverse range of customers, including farmers, urban 

utilities, and businesses, ensuring water needs are met efficiently and equitably. 

• Environmental protection: WaterNSW safeguards water catchments, addresses water quality issues, 

and supports environmental flow requirements. 

WaterNSW operates across three key areas: Greater Sydney, where it provides bulk water supplies for 

urban utilities; Water Administration Ministerial Corporation (WAMC), which oversees statewide water 

licensing and allocations; and Rural Valleys, supporting regional towns, agriculture, industries and the 

environment. 

Project scope 

Aither was engaged to conduct an expenditure review of WaterNSW’s bulk water services to Greater 

Sydney. The scope is to assess the capital and operating costs and efficiency of WaterNSW’s bulk 

water supply and infrastructure operations for Greater Sydney. The findings from this review are 

submitted to IPART to support its regulatory oversight and price setting for Greater Sydney. 

1.2. Review methodology 

Under the new 3Cs framework, IPART requires expenditure reviews to assess efficient operating and 

capital expenditure by providing a range, rather than a point estimate, to account for the inherent 

uncertainty in price proposals. IPART will then take a position, on balance, across the regulatory 

decision. Aither was required to present this range and offer clear guidance on the factors that should 

 
2 About us - WaterNSW (WaterNSW, 2025) 
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inform IPART’s decision within the range. This approach recognises that business proposals are multi-

dimensional, involving a balance between cost, performance, and risk, which leads to uncertainty in 

project scope and costs. 

The range is required to cover two scenarios: the low case (lower range bound), representing the 

minimum expenditure necessary for the business to maintain its essential operations (deferring any 

non-essential projects where possible), and the high case (upper range bound), reflecting the 

efficient expenditure needed for the business to grow and position itself for long-term success. This 

range-based approach was designed by IPART to provide flexibility while considering the varied and 

evolving needs of the business. 

1.2.1. Developing the upper and lower range bounds  

Given this is the first time that IPART has implemented this range-based approach to assess forecast 

expenditure, there is no precedent in how the ranges should be developed. Through discussions with 

IPART, the following was developed as guidance to inform the development of the ranges:  

• Upper range bound: 

Represents the efficient expenditure that may be required to deliver the in-scope activities at the 

proposed service levels under the existing regulatory, policy and legislative framework. The starting 

point for the upper range bound, where appropriate, would be the forecast expenditure from the 

pricing proposal with adjustments made for unregulated activities, uncertain projects or costs 

associated with participating in government policy development. The intent of these adjustments is 

to ensure that the focus is on in-scope activities directly related to the regulated service.  

The upper range bound is to also include efficiency adjustments where appropriate to account for 

duplication, operational inefficiencies and excessive service provision and ensure that assumptions 

are realistic and aligned with market conditions.  

• Lower range bound: 

This reflects the estimated minimum expenditure required to deliver essential services while 

seeking to balance affordability with service quality. This may include the consideration of 

deferring non-essential activities or using alternative assumptions where appropriate.  

It should be noted that it was not always possible to develop ranges. For example, in some cases, we 

have proposed a single recommendation as there was insufficient justification for a range for a 

particular capital project or operating expenditure cost item.  

1.3. Information sources 

A full list of the information relied upon in preparing this report, is set out in Appendix B. 
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2. Assessment of capital expenditure 

2.1. Overview 

2.1.1. Summary of past and proposed capital expenditure 

WaterNSW proposes a total forecast capital expenditure of $1,485.8 million (real, FY25) over the 

determination period for Greater Sydney, representing a 155% increase on the average annual capital 

expenditure of the current period3. 

In the current period, cost increases and labour shortages over the period, and additional unplanned 

expenditure for flood recovery efforts after the March 2022 floods were offset by underspends due to 

significant cancelled and deferred projects, resulting in an overall underspend of $89 million 

compared with IPART’s 2020 determination for Greater Sydney. This includes the deferred 2024-25 

year for which IPART did not make a determination, under the assumption that 2024-25 expenditure 

equals 202324, consistent with the WNSW proposal. 

Some deferred projects, such as the Warragamba E-flows initiative, are proposed for the upcoming 

regulatory period. The Warragamba Dam Wall Raising project was cancelled in the current period. A 

new, and revised Warragamba Resilience Project is proposed in the upcoming regulatory period. 

These two capital projects alone account for almost two thirds of the proposed capital expenditure for 

2025-30. 

Renewals constitute the bulk of the remaining capital expenditure put forward by WaterNSW, with an 

extensive program proposed across diverse asset classes including pipelines, pumps and facilities. 

2.1.2. Capital Expenditure Assessment Framework 

The sample proposed capital projects selected for detailed review include the major capital projects 

with the largest capital expenditure proposed for the period, as well as a cross section of others that 

include dam safety works and the renewals program. The sample projects selected for review are: 

1. Warragamba Dam Resilience Project ($609 million) 

2. Warragamba Dam E-flows ($302 million) 

3. Warragamba Pipeline Renewals ($97.8 million) 

4. Cataract Dam Safety and Upgrade ($35.7 million)) 

5. The balance of the water infrastructure renewals program not reviewed as part of a specific 

project above ($270.4 million4). 

 
3  The total forecast capex over the current 5-year period cannot be compared directly with the previous 4-year 

period, thus comparison is based on the average annual expenditure between the two periods. This has also been 

WaterNSW’s approach.   

4  Value based on based on FINAL - Master Candidate List GS Renewals.xls provided by WaterNSW. Note that this 

does not align with the value designated in the submission from WaterNSW. 
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assessed have a BCR of less than 1 and option estimates all exceed $940 million (nominal)6, with 

expenditure to extend beyond the 2025-30 determination period.  

WaterNSW, in their initial submission proposed $609 million for this project in the 2025-30 period, but 

during the course of this review revised that to $406 million due to new climate modelling 

requirements stemming from new Australian Rainfall and Runoff Guidelines (amended in November 

2024) that will delay the project delivery.  

The broader Warragamba Dam Resilience program is proposed to be phased over the two 

determination periods (2026-30 and 2031-35), with the updated timeline (including climate modelling 

requirements) detailed in Figure 3.  

 

Figure 3 Warragamba Dam Climate Resilience project timeline7. 

The primary documented driver for Warragamba Dam Resilience project is dam safety. A detailed risk 

assessment of Warragamba Dam provided justification for consideration of strengthening aspects of 

the dam to withstand rare, extreme rainfall events, which currently see dam safety risk plotting above 

the safety threshold of the NSW dam regulator’s societal risk assessment.  

A secondary, but significant factor considered by WaterNSW in the development of this project is 

maintaining water supply levels in Warragamba Dam to continue to supply 80% of Greater Sydney’s 

population.  

The assessment of options and justification of the resulting option short list have been the subject of 

some criticism by Infrastructure NSW (INSW) in the Gate 1 Review of the Strategic Business case. 

Issues identified by INSW included: 

• The overall rating for value for money and affordability is weak, an appropriate level of costing, 

assessment of funding risk and overall affordability has only partially been established. 

• Governance risks around network and place integration have only partially been met and a clear 

pathway to realising benefits is not understood and supported by governance. 

• A robust and consistent risk assessment had not been completed for each option. The findings 

identified a lack of mitigation measures for stated risks, and key risks not included such as ‘options 

inconsistent with other Government agencies’ objectives’.  

 
6 WD Resilience Project - Options estimates - Summary for Gate 1 (WaterNSW, 2024) 

7 RFI-39 Response – Attachment 01 – Revised Forecast Expenditure Summary (WaterNSW, 2025). 
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provided by WaterNSW whether other options considered would have incurred different ongoing 

operational expenses, or if this was a factor in determining the preferred option. 

The project is expected to deliver water from the dam to the downstream area below the dam that will 

result in approx. 120GL/a released to e-flows, with a corresponding 10GL reduction in Sydney’s water 

supply system yield. This is considered minor, addressed by the Greater Sydney Water Strategy and 

offset by the potential downstream flood impact reduction resulting from the increased airspace. 

As the project has been developed over such an extensive period of time, we can see the estimated 

costs at various points in time over that period. It is evident that costs have escalated sharply from 

2016 to the present, though this is reasonable in light of labour and material cost increases from over 

recent years. The methodology used to revise 2019 estimates to 2023 dollars is logical, reasonably 

detailed and well represented 

The project is expected to deliver both community and environmental benefits. These are mapped in a 

benefits realisation plan which will be implemented by the NSW Department of Climate Change, 

Energy, the Environment and Water (DCCEEW) once the project proceeds. There are some 

opportunities for improvement in relation to how benefits will be communicated, and the role of 

DCCEEW as the benefits owner from the project, as detailed in INSW’s Gate 2 review of the project. 

WaterNSW have accepted INSW’s recommendations in full.   

Findings 

The project is well developed and has clearly articulated drivers, benefits and costings. Overall, the 

prudency, efficiency and alignment of the project to IPART’s 3Cs have been shown in the documents 

provided, and although there are opportunities to improve some aspects of the project, it generally 

appears sound. This includes: 

1. The project is driven by sound environmental objectives and is supported by broader 

government policy and public sentiment.  

2. The project documentation has undergone review by INSW at Gate 1 and 2 stages, with the 

recommendations accepted and implemented by WaterNSW. 

3. Costing associated with construction, including scheduling impacts, appears reasonable and of 

an appropriate level of detail.   

4. A performance monitoring program has been developed to ensure the realisation of benefits. 

5. It is reasonable to assume that further delays to undertaking the project may result in further 

escalation of costs (as has occurred in recent years), without additional benefit, though this is 

not explicitly described or quantified in the documentation. 

6. The project is considered one of many possible strategies for reaching objectives included in 

the Water Sharing Plan for the Greater Metropolitan Region Unregulated River Water Sources 

202315 under the Water Management Act 2000. It is not a requirement for compliance with the 

Act. It could be deferred on this basis. 

  

 
15 Clause 10. (1)(l) 
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It is evident from conditions assessment outcomes provided in the Options and Concept Design 

Report18 as well as the prioritisation data from the Greater Sydney Final Prioritisation Sheet, 19 that 

remaining Tranche 2 works as well as the civil and mechanical works for Tranche 4 are critical works 

with poor conditions of assets noted and extreme benefits to service delivery noted. The external 

coating works prescribed in Tranche 4 are also noted to have extreme benefits with recent assessment 

indicating that the coatings have reached the end of their useful life. 

Findings 

There is a clear need for the project that is demonstrated by the criticality of the infrastructure, the 

age of the infrastructure, reported failures and condition assessments. Broadly speaking the prudency, 

efficiency and alignment of the project to IPART’s 3Cs have been shown in the documents provided by 

WaterNSW although there is room for some improvement and refinement, including: 

1. The Options & Concept Design report outlines that a long list of options and shortlisting of 

options was not conducted, and states the options presented are to demonstrate the necessity 

of the works rather than being a comprehensive evaluation20. Given the nature of the work to 

renew existing assets, it is not expected that this approach will have a material impact on the 

eventual outcome however it would still be preferable for genuine suite of options to be 

thoroughly assessed. 

2. Evidence of customer engagement and capture of customer feedback is not present in the 

documentation that was reviewed. 

3. Clearer evidence of how the risk of failures described apply across the different parts of the 

pipeline would be beneficial. Note that examples of problems are shown with photographs of a 

single instance per issue however a register or log of these issues across the system is not 

provided beyond the estimates which detail the number of the specific segments of work but 

not their locations. 

4. The low level of detail in the estimates shown in Appendix A of the Options & Concept Design 

is concerning, particularly for the Tranche 4 Coatings and Tranche 5 Coatings which amount to 

a total $35.5 million (excl corporate overheads). Each of these estimates are built up from three 

direct lines which even given the linear nature of the works, this level of detail is not sufficient 

given the lack of drawings and documentation outlining the extent of the work, as noted in 

point 3 above. Accordingly the cost for the Tranche 5 Coatings is removed from the upper 

bound of the recommended range. The Tranche 4 Coating costs remain in the upper bound of 

the recommended range given their higher criticality and the fact that more condition 

assessments have been completed however they have been removed from the lower bound of 

the recommended range. 

  

 
18 WNSW-W898-B-GWG-WM0WP0-RPT-0058  - Options & Concept Design Report – Warragamba Pipeline Corridor 

Restoration tranches – 6/9/2024 

19 FY26-30 Greater Sydney Final Prioritisation inclusive of overheads (version 1).xlsb – 24/7/2024 

20 WNSW-W898-B-GWG-WM0WP0-RPT-0058 - page 43 
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to defer SMM1 without any other controls, and would therefore constitute non-compliance with the 

Dam Safety Act 2015 and Regulations. However, WNSW identify a contingency plan for failure of 

spillway training wall to be implemented as an interim measure until SMM1 is completed25. This 

contingency plan could be expected to constitute 'other controls' and be implemented for the 

duration of the forthcoming determination period should SMM1 be deferred, thereby avoiding non-

compliance with Dam Safety Act 2015 and Regulations. 

Findings 

There are clearly dam safety risks present at Cataract Dam that should be addressed. The level of risk, 

and impact of the identified solution/s remain in question, including: 

1. WaterNSW have provided sufficient evidence that SMM2 can manage the dam safety risks 

identified through the Upper Nepean Risk Review project to an acceptable level (provided 

interim risk mitigation measures are undertaken, including a contingency plan for a failure of 

the spillway wall).  

2. The suite of project documentation that was provided for review does not sufficiently make a 

case for implementation of SMM1. 

3. Recent active failures in the spillway training wall that have not been considered in the broader 

project documentation are likely to have a critical impact on the risk assessment and resulting 

mitigation solutions, and may justify SMM1 or other measures. Because the risk is not known, it 

is not considered reasonable to make a recommendation to undertake SMM1, even under a 

high expenditure scenario. 

4. It would be considered prudent for WNSW to undertake an expedited updated assessment of 

dam safety risk and SFAIRP in light of the recent failures. This may identify the need for a 

permanent solution such as SMM1, or some other solution. Costs associated with investigations 

and interim measures are expected to be absorbed by WaterNSW as business as usual. 

5. Interim risk management actions would need to be undertaken as a result of SMM1 not going 

ahead, and may be significant (such as reduced storage levels) which may impair the Upper 

Nepean Water Supply System to Sydney. 

6. WaterNSW may undertake long term dam safety risk mitigation actions as a result of the 

updated assessment and SFAIRP, even where no expenditure has been allowed by IPART, in 

accordance with their responsibilities as dam owners. 

7. WaterNSW provided advice during the course of this review that approximately 80% of 

proposed costs could be attributed to SMM1, and the recommendations following are made on 

that basis across the forward years of the determination period26. 

  

 
25 WNSW-W898-I-GS-UN-WD0002-RPT-0004_UN270011.13 - Cataract Dam Safety and Upgrade – PSJ (WaterNSW, 2024) 

26 RA-36 - WaterNSW Response.docx (WaterNSW, 2024) 
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2.5.6. Digital capital expenditure recommendations 

We have adopted recommendations on the digital program from AtkinsRéalis. We have adapted the 

recommendations to be applicable for Greater Sydney, resulting in the following recommendations for 

the range:  

• Upper bound: a reduction of $4.31 million across the regulatory period 

• Lower bound: a reduction of $17.90 million across the regulatory period.  

Further details on the recommended changes from the review of the digital program can be found in 

the AtkinsRéalis review of the WaterNSW rural valleys determination.  
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additional land holdings not previously assessed by the Valuer General, potentially further 

increasing WaterNSW's land tax liability. 

• Digital operating expenditure – This has increased due to several factors: 

­ Software Licensing and Support: Rising costs due to increased user numbers, product price 

hikes, regional pricing adjustments, and new regulatory requirements. 

­ Telecommunications and Networks: Costs have increased due to the 3G network shutdown, 

increased bandwidth needs, CCTV installations, telemetry site expansions, customer help desk 

licensing, flood recovery efforts, and telecommunications contract renewals. 

­ Cloud Consumption and Data: Continued migration to cloud-based solutions, as per NSW 

Government directives, has led to increased cloud and data costs. 

Operating Model Related Cost Changes 

WaterNSW implemented a revised operating model in 2022 to streamline decision-making, 

consolidate functions, and clarify accountabilities. The proposed changes in the operating model costs 

for WaterNSW reflect adjustments across the entire operational landscape (i.e. an organisational-wide 

focus), encompassing Greater Sydney, WAMC and the Rural Valleys. Given this, the focus of the 

discussion on the driver for the new operating model from WaterNSW is not specific to Greater 

Sydney. A key outcome from the new operating model involved reducing the number of executive 

and senior management portfolios from ten to seven, with new roles designed to have broader 

responsibilities.  

From a whole-of-business perspective, the most significant cost driver is the addition of new 

headcount, which contributes to a $10 million increase. Vacancy and normalisation adjustments add a 

further $5 million, while capability uplift accounts for a $1.0 million increase. Increased allocation to 

core projects leads to an additional $3.4 million, and investments in digital and ICT platforms and 

systems contribute another $3.5 million. Lastly, other base adjustments amount to $1.8 million.  

Efficiency Improvements – Cost Transformation Program 

WaterNSW has proposed an efficiency adjustment to reflect efficiencies through streamlining of its 

organisational structure, reducing property leasing costs and cutting contract labour. WaterNSW 

projected efficiency savings to be delivered through a reduction in contractor and consultant use, and 

contingent labour costs. Procurement savings and revised scheduling to reduce overtime were also 

projected to deliver efficiency savings.  

Overhead Allocation Adjustment 

WaterNSW states that a greater proportion of corporate costs are being allocated to capital projects 

due to a higher capital expenditure leading to a reduction in regulated operating costs. WaterNSW 

implemented this adjustment to overhead costs to ensure that the allocated costs to the regulated 

operating expenditure reflect the actual resources utilised by each service stream and reflects where 

customers are benefitting. 

Ongoing Compliance Obligation Cost 

WaterNSW incurs costs to ensure it complies with its regulatory obligations. These regulatory 

obligations ensure WaterNSW operates safely, efficiency and sustainably, while protecting public 

health, the environment, and consumer interests. WaterNSW proposes for the Greater Sydney 

determination a base year adjustment for strategic flood modelling. This will support: 

• Long-term strategic planning, mitigation strategies development and prioritisation. 
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WaterNSW engaged Deloitte Access Economics (Deloitte) to forecast key macroeconomic variables 

relevant to WaterNSW’s future operating and capital expenditure, outlined in the attachment, 

‘Macroeconomic analysis for pricing submission’. Deloitte examined the evolution of the NSW 

economy over recent years to forecast macroeconomic variables including inflation, the labour market, 

wages and utilities industry wages. The forecasting of these variables informed WaterNSW’s labour 

trend adjustments to operating expenditure. 

Deloitte’s report projected that expected wage growth, based on the wage price index (WPI), would 

cool in the second half of 2024, reflecting trends in the labour market. CPI was forecast to slow in 

2024, 2025 and 2026. Deloitte outlined that while wage growth has peaked, it was still expected to 

continue to outpace consumer price inflation in each upcoming quarter. In the NSW utilities industry, 

wages are anticipated to grow by 2.9 per cent in 2024 and 3.3 per cent in 2025, remaining below the 

national WPI level. 

Land tax 

Land tax is calculated on the total value of taxable land above the land tax threshold and is 

determined on the average land value from the current year and the two past years as determined by 

the NSW Valuer General. WaterNSW’s land tax costs are anticipated to increase due to the 

continuation of increases in the market value of land as well as greater proportion of WaterNSW land 

holdings to be valued by the Valuer General. 

Insurance 

Global insurance rates are increasing due to escalating climate-related risks and cyber threats. 

WaterNSW states that while the Treasury Managed Fund offers cost-effective coverage, the increasing 

frequency and severity of claims, coupled with rising global insurance costs, have contributed to a 

significant increase in WaterNSW's insurance premiums. The recent introduction of a deductible 

$10,000 per occurrence for Property claims from July 1 2024, has partially mitigated this impact. 

Efficiency Improvement Rate 

WaterNSW’s key areas of focus for both short- and long-term costs efficiencies across the business 

are: 

• Technology 

• Labour including contractors 

• Procurement 

• Operational Efficiencies 

• Capability  

• Property. 

The efficiency improvement rate for Greater Sydney leads to $15.3 million trend component over the 

determination period. The efficiency factor finishes at the end of 2028-29 as WaterNSW states that it 

has not identified efficiency programs beyond this point.  

Digital costs 

WaterNSW states that its adoption of cloud computing, while aligning with industry trends and 

offering scalability and agility, has led to increased operating costs. Cloud operating costs are 

increasing at a rate above inflation with additional data, new functions for customers, improved 

security and vendor price rises. WaterNSW states that through ongoing cost reduction efforts and 
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3.2.4. WaterNSW approach to base-trend-step forecasting 

In reviewing the forecast operating expenditure proposed by WaterNSW, we note that this is the first 

time that it has forecast operating expenditure under IPART’s new regulatory framework. We would 

therefore expect that processes would improve over time through further understanding and practical 

application.  

The new IPART regulatory framework requires WaterNSW to adopt a base-trend-step approach to 

forecasting operating expenditure. This has been designed to enable a clear focus of the analysis on 

the three different elements of the forecast expenditure, the base, trends and step changes. It appears 

from the analysis of WaterNSW’s approach to forecasting operating expenditure has been to 

undertake a standard 5-year budget forecast and then subtract the base year to determine what the 

annual changes would be and then sought to align the outputs with the base-trend-step model.  

This approach has made it difficult to undertake a thorough assessment under the base-trend-step 

approach and we have therefore had to make some adjustments within our analysis to better align 

with the framework’s approach.  
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Figure 4 Actual and forecast controllable operating expenditure for Greater Sydney ($,000) (AIR/SIR) 

In adopting the base-trend-step approach for forecasting of operating expenditure, the choice of the 

base year has a material impact on the allowance for operating expenditure in the upcoming 

regulatory period. Ignoring any adjustments to the base, the selection of 2022-23 as the base rather 

than 2023-24 results in over $50 million in additional operating expenditure over the regulatory 

period. This is a material difference and represents just short of an additional year of operating 

expenditure for WaterNSW.  

It should be noted that the previous IPART regulatory determination did not explicitly separate 

operating expenditure between controllable and non-controllable, therefore it is not possible to do a 

backward-looking comparison of controllable operating expenditure against the IPART allowance for 

the current price period. Figure 5 provides a comparison of the total actual operating expenditure for 

Greater Sydney against the IPART approved allowance for the Greater Sydney determination. It can be 

seen from this that there is a material difference in 2022-23, however 2023-24 operating expenditure 

is similar to the IPART allowance.  
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Figure 5 Total operating expenditure for Greater Sydney ($,000) 

In explaining the overspend compared to the IPART allowance for 2022-23, WaterNSW states that it 

related to a significant flood event and related costs (such as overheads, contractors and salaries and 

wages) that disrupted operations and incurred additional costs (some of which were recovered 

through insurance).    

To understand whether the choice of 2022-23 as the base year is appropriate, we also sought 

additional information from WaterNSW on the current levels of actual operating expenditure for the 

current year – 2024-25. WaterNSW has currently underspent on the 2024-25 proposed budget by 

$10.6 million across the first quarter of the financial year.35 This underspend has been driven by a 

variety of factors such as lower costs, new initiatives being implemented and improvement works. 

WaterNSW states that while there is an underspend currently, it is of the view that the current delayed 

spend will be ‘caught up’ in the remainder of the financial year.  

We acknowledge that the incurring of operating expenditure is not always linear throughout a 

financial year and that there can tend to be an uplift towards the end of the financial year. However, 

the explanations provided by WaterNSW regarding the current underspend appear to relate to 

reductions in costs from initiatives undertaken by WaterNSW and not based on delayed projects that 

are expected to ‘ramp up’ later in the year. This material underspend for the start of 2024-25 results in 

a further loss of confidence that the base year proposed by WaterNSW (2022-23) is appropriate.  

The IPART guidance requires the regulated water utilities (Including WaterNSW) to use the most 

recent year of actual expenditure as the base for forecasting operating expenditure for the regulatory 

period. Given that WaterNSW has adopted a different approach, we need to consider whether there is 

sufficient justification from WaterNSW to adopt an approach that is inconsistent with the Handbook.  

Based on our analysis of the base year operating expenditure, we have concerns regarding the 

efficiency of the proposed use of 2022-23 operating expenditure as the base year. This is driven by a 

combination of factors such as:  

• the considerable increase in costs compared to other years of the current regulatory period 

(especially 2023-24) 

• higher level of expenditure than the IPART determination allowance 

 
35  This is for the whole of WaterNSW, not just the Greater Sydney determination.  
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• the current level of underspend on the budget for 2024-25.

Given this, we do not have confidence that 2022-23 operating expenditure reflects an appropriate 

base year of operating expenditure for the upcoming regulatory period and therefore there is 

insufficient justification to deviate from the guidance. We consider that 2023-24 is likely a better 

reflection of the base operating expenditure for the upcoming regulatory period and is consistent with 

the IPART guidance of using the last year of actual operating expenditure for the base operating 

expenditure. While we note that there are timing issues for WaterNSW in relation to the use of 2023-

24 operating expenditure, sufficient analysis of the base year and subsequent step changes could be 

undertaken prior to the financial audit being finalised (as occurs with other regulated businesses). 

While not a definitive factor, it should also be noted that the 2023-24 is relatively consistent with the 

IPART approved allowance for 2023-24 from the previous review.  

Given this, we recommend that 2023-24 is adopted as the baseline operating expenditure. However, 

this creates a subsequent problem for the review as each of the subsequent base adjustments, trend 

costs and step changes put forward by WaterNSW are based on the use of 2022-23 as the base year. 

3.3.2. Adjustments to the base year operating expenditure 

The recommendation above to adopt the 2023-24 operating expenditure as the baseline for the 

upcoming regulatory period creates a complication when considering any adjustments to be made to 

the base operating expenditure. The adjustments to the base operating expenditure put forward by 

WaterNSW specifically relate to the 2022-23 operating expenditure that it has adopted as the base 

year. This means that any changes to the base year will create a disconnect with the initial adjustments 

put forward by WaterNSW. We understand that this is not ideal from an analysis perspective, however, 

given our findings on the base year for operating expenditure, it is unavoidable. Given this, some of 

our recommendations are based on the best available information which may lend itself to a degree 

of inaccuracy.  

The following provides our assessment of the adjustments that were put forward by WaterNSW. 

Cost Escalation Factors and Provisions 

Where the base-trend-step approach is applied to operating expenditure, it is common practice for 

the base year to be adjusted to the opening year of the regulatory period through the use of existing 

efficiency and growth/cost escalation factors that were set in the previous determination. Given that 

this is the first time that the base-trend-step approach has been applied for WaterNSW, these factors 

had not been previously determined in the same way.  

Without these previous factors, WaterNSW has sought to update the baseline (the proposed 2022-23 

base year) to 2024-25 through the inclusion of explicit escalation factors and other provisions. These 

adjustments were based on a difference of two years – 2022-23 to 2024-25 – however our 

recommendation of adopting 2023-24 as the baseline operating expenditure means that there is only 

one year difference.  

Information provided by WaterNSW provided a breakdown of the increase in labour costs for this 

adjustment. These adjustments were in nominal terms to account for the actual 2022-23 base 

operating expenditure being in nominal and forecast 2024-25 expenditure being in $2024-25. Table 

18 provides a breakdown of the proposed labour cost escalation for the adjustment to the base 

operating expenditure. This adjustment is based on actual wage increases for WaterNSW employees. 
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The Operating Model cost adjustment to the base for Greater Sydney is an increase of $11.973 million. 

This equates to an additional $59.865 million across the regulatory period in operating expenditure. 

We understand that one of the benefits associated with the new Operating Model would be the 

enhanced ability for WaterNSW to achieve its efficiency targets for the upcoming regulatory period, 

however there is a material difference (over $44 million) between the additional cost of the new 

Operating Model and the efficiency improvements that have been put forward by WaterNSW for 

Greater Sydney.36  

For any material change in operating model such as this, we would expect that a detailed business 

case would be developed, similar to capital projects, that demonstrates the justification for the 

investment in the new operating model and how the benefits will outweigh the costs of undertaking 

such internal investment. We did not receive any documentation that demonstrated this type of an 

approach.  

The added difficulty with the recommend shift in the base year from 2022-23 to 2023-24 is that it is 

not clear what the incremental impact would be from the proposed adjustment if it were 2023-24 

rather than 2022-23. We would expect that there would be some difference as WaterNSW has been 

implementing the new Operating Model and would likely have incurred some costs in 2023-24, 

however it is difficult to understand what this difference might be.  

As an example, a Corporate Affairs portfolio was formed as part of the Operating Model in 2022-23, 

bringing together a number of teams that had formerly operated in different areas of the business. 

The new function will, among other things, lead engagement with customers, community and 

stakeholders. The new team has increased in headcount from 24 in 2022-23 to 33 in 2023-24 and 36 

in 2025-25. This highlights that there was an increase in headcount for this portfolio in the 

recommended new base year of 2023-24 (and therefore would be an increase in cost) and therefore 

the original adjustment proposed by WaterNSW based on 2022-23 is no longer appropriate.  

We understand and accept that new operating models are implemented by businesses and are 

sometimes required to achieve desired efficiencies. However, we have concerns regarding the lack of 

detail provided by WaterNSW to justify the material increase in cost to the baseline operating 

expenditure. From the information provided, it is difficult to justify the increase in operating 

expenditure for this adjustment, however it is also difficult to derive an alternative estimate with a 

degree of certainty. Further to this, the recommendation to change the base year to 2023-24 adds 

additional complexity to understanding any justifiable increase in costs associated with the new 

operating model.  

Ultimately, it could be determined that the implementation of the new Operating Model has not been 

justified and therefore no adjustment should be made to the base operating expenditure (however it 

should be noted that this may impact WaterNSW’s ability to achieve the forecasted efficiencies). 

Alternatively, an allowance for additional costs for implementing a new Operating Model to achieve 

the desired efficiencies may be required, however it is difficult to derive an appropriate adjustment 

value given the concerns we have regarding the information provided by WaterNSW.  

In making a recommendation to this adjustment to the baseline operating expenditure, we have 

considered the adjustment as a whole and have not sought to make adjustments to the individual 

elements that make up the costs associated with the new operating model.  

 
36  This high-level comparison only considers the costs and efficiencies related to the forecast regulatory period, it 

should be noted that there are costs and efficiencies proposed by WaterNSW in transitioning from the base year to 

the forecast period.  
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Efficiency improvements 

The proposed efficiency improvement adjustment from WaterNSW was $1,134,835. This was based on 

an efficiency from 2022-23 to 2024-25 (a two-year period) and equates to just under a 1 per cent 

efficiency on the 2022-23 base across the two years.   

As outlined in section 3.2.43.2.4, the standard approach for updating the base year for operating 

expenditure under the base-trend-step approach is to apply the previous growth/cost escalation and 

efficiency factors. While the base-trend-step approach was not in place in the previous IPART review 

for Greater Sydney, we note that IPART applied an ongoing efficiency factor of 1.0 per cent for the 

current regulatory period.  

Based on our recommendation to adopt 2023-24 as the base year and therefore only one year 

between the base year and 2024-25, we recommend that the previous IPART decision of 1 per cent 

efficiency factor is applied to the 2023-24 base operating expenditure to derive the adjusted base 

operating expenditure for determining the forecast operating expenditure. This approach results in an 

efficiency adjustment of $1,008,650.  

Overhead allocation adjustment 

With the recommended change of the base year from 2022-23 to 2023-24, we have reviewed the 

overhead allocations for each of these years. In 2022-23, there was 34 per cent of the overhead pool 

that was allocated to Greater Sydney operating expenditure. In 2023-24, this reduced to 25 per cent. 

The forecast for 2024-25 was relatively consistent with the 2023-24 allocation (26 per cent).  

Given this, we recommend an alternative overhead allocation adjustment to the base operating 

expenditure to reflect this difference. This results in a negative adjustment to the base operating 

expenditure of $2.094 million rather than the proposed $6.915 million.  

Stormwater modelling 

WaterNSW has proposed an adjustment for an increase in costs ($0.6 million) for stormwater 

modelling that had not previously been undertaken. WaterNSW states that the increase in costs 

relates to a variety of modelling that would support:  

• Long-term strategic planning, mitigation strategies development and prioritisation 

• Flood and storage operations in NSW, and  

• Managing asset risks from climate change.  

It has been classified by WaterNSW as an ongoing compliance obligation, however it is not clear from 

the information provided that the obligation is new. Further to this, it is unknown if there are any costs 

from this modelling that were incurred during the recommended base year of 2023-24.  

Given this uncertainty, we have proposed a range whereby the low point of the range is no 

adjustment (due to costs potentially already being captured within 2023-24) and the full amount of 

$591k. The decision for IPART on where the adjustment should be within this range may be 

dependent on further information from WaterNSW or additional understanding of the context of the 

activities from IPART.  

Flood costs 

No flood costs were incurred in 2023-24 and therefore no adjustment is recommended to the base 

operating expenditure of 2023-24.  
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programs to generate further efficiencies beyond 2028-29. While this may be the case, the efficiency 

factor is a top-down adjustment, and it is not expected that WaterNSW will have known efficiency 

programs in place for the entirety of the regulatory period to meet the designated efficiency targets.  

WaterNSW has proposed an efficiency factor of 1.0 per cent in its submission. In reviewing the 

operating expenditure information submitted by WaterNSW, the actual efficiency amount proposed is 

slightly less than the 1.0 per cent (see Table 23 above).  

In considering efficiency factors in other jurisdictions, we reviewed the recent review undertaken by 

the ESC as it also applies the base-step-trend approach for operating expenditure forecasting. Of the 

14 businesses, 8 aimed for a "standard" rating, with 7 submitting Cost Efficiency Improvement (CEI) 

trend factors. Across these 7 businesses, the average annual CEI was 1.2 per cent, with Westernport 

Water recording the highest average efficiency improvement at 1.5 per cent and East Gippsland Water 

the lowest at 0.8 per cent over the period.40  

We consider that the WaterNSW proposed efficiency factor of 1 per cent is appropriate for the lower-

bound range (this is based on applying a 1 per cent efficiency factor rather than the values proposed 

by WaterNSW). We recommend that the upper-bound of the range be based on the average of the 

Standard rated business submissions from the recent PREMO review of 1.2 per cent. The decision on 

where the efficiency factor should be within the range could also take into consideration other 

decisions on operating expenditure, i.e., a decision on the lower-bound range for labour may impact 

on the choice of the efficiency factor within the range.  

3.4.6. Digital 

WaterNSW’s proposed a trend increase in expenditure related to digital is driven by changes in cloud 

computing and software licensing costs. Based on analysis undertaken by AtkinsRéalis, we consider it 

best to review the whole digital program as a specific step change rather than the proposed approach 

which had an adjustment to the base and trend factor. This change was primarily driven by an inability 

to sufficiently assess the different drivers of the expenditure under the proposed approach. 

3.4.7. Recommended range for trends in operating expenditure  

We have sought to make our recommendations in line with the IPART guidance for applying the base-

trend-step approach to forecasting operating expenditure. Given this, we have developed two trend 

factors – efficiency adjustment factor and cost growth factor (Table 28). The efficiency adjustment 

factor is the same as that discussed in the analysis above, while the cost growth factor is a weighted 

trend factor that is designed to achieve the same outcome as the impacts discussed in the analysis 

above. This is required to be undertaken as the trend factors are applied to the base operating 

expenditure and not to individual cost categories.  

In considering the outcome of the trend factors, the lower-bound range has a higher net efficiency 

which results in downward adjustments to the base over the regulatory period, while the upper bound 

range essentially results in the two trend factors cancelling each other out.  

 

 
40  We only focused on the businesses that submitted on a standard rating as this avoids the potential complication of 

the additional revenue that businesses can receive under the PREMO framework with a higher rating. 
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3.5.2. Compliance Uplift with Existing Regulatory Requirements 

WaterNSW proposed three different drivers for this step change:  

• Crane safety improvement 

• Electrical safety program 

• Catchment audit. 

The following is our assessment of each driver.  

Crane safety 

The increase in costs is driven by the development of the WaterNSW Cranes and Lifting Equipment 

Asset Class Strategy that identified opportunities for improvement in the management of crane assets, 

including alignment of existing maintenance strategies to industry best practice. WaterNSW states 

that completion of this activity will ensure compliance with the Work Health and Safety Act 2011 and 

Work Health Safety Regulations 2017 and reduce safety risks associated with these assets.  

We note that neither of the compliance regulations are new obligations on WaterNSW and that 

WaterNSW would be incurring costs associated with crane safety compliance in the current regulatory 

period.  

Considering that the proposed increase in expenditure does not relate to a new obligation being 

placed on WaterNSW, this proposed step change does not satisfy IPART requirements for a step 

change. However, we note that there appears to be potential safety risks associated with these assets 

and therefore it may be prudent to increase the expenditure to reduce the safety risks. Given the 

recommendation to move the base year from 2022-23 to 2023-24, we are not able to determine a 

change in the incremental costs from the base year based on the information provided.  

Our recommended lower-bound range for this program is to not approve the step change given that 

it does not satisfy the IPART requirements for a step change. Our recommended higher-bound range 

is to allow the step change value as proposed by WaterNSW. In doing this, we note that we have 

limited visibility of the impact of the 2023-24 base year and our ability to ensure that the costs 

associated with the proposed step change are indeed incremental.  

Electrical safety program 

This electrical safety improvement program step change is an expansion of the electrical safety 

program that was previously approved for the 2021 determination for rural valleys. WaterNSW states 

that the driver of this step change is to minimise the risk of injury and avoid any Work Health and 

Safety breaches.  

There is currently some level of costs associated with the electrical safety improvement program 

across WaterNSW (in rural but not Greater Sydney) and WaterNSW has provided a breakdown of 

where the program would invest the increase in cost throughout Greater Sydney. Based on the IPART 

requirements for a step change, it is not clear that there is a new obligation that is driving the step 

change for Greater Sydney, nor has it been demonstrated explicitly that customers have driven this 

project.  

We do not disagree with the need for continued investment in electrical safety across WaterNSW, 

however the link to the IPART step change requirements is not perfectly aligned.  

For the lower-bound range we would take the view that the proposed step change in its current form 

does not satisfy the IPART requirements for a step change and therefore should not be allowed. For 

the upper-bound range we consider that there would be a risk to not investing in this program that 
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totals, a review of previous regulatory submission costs is relevant. As shown in Figure 6, the 2024-25 

forecasted regulatory submission cost of $3.5 million is a significant outlier compared to previous 

years of actual expenditure. Given that the pricing submission was due for submission to IPART on 30 

September 2024, we would envisage that a significant proportion of costs associated with the 

regulatory submission would have been incurred during 2023-24 in preparing for the submission and 

subsequent review. The sudden and extreme jump in 2024-25 (noting the regulatory submission was 

delivered in 2023-24) raises concerns about the accuracy of the forecast.   

 

Figure 6 Regulatory submission costs in the current determination period for Greater Sydney 

The average regulatory submission cost proposed by WaterNSW across the upcoming regulatory 

period is projected to be $1.091 million per year. In contrast, the average cost across the current 

regulatory period is higher at $1.174 million, largely due to the significant spike in 2024-25. If 2024-25 

is excluded as an outlier, the average cost for the current period drops to just $397k, which is far 

below the projected future average. This further highlights the inconsistency of the 2024-25 forecast 

and suggests that a reassessment of the cost assumptions may be necessary. 

Given the significant increase from actuals to forecast, we recommend a reduction in the forecast 

regulatory submission costs. With the lumpy nature of the regulatory submission costs, we do not 

propose to change the profile of the step change, but rather the values of the proposed step change. 

Our recommended adjustments reflect the fact that we are not confident that the proposed step 

change values are appropriate or efficient given the actual costs that have been incurred. In 

developing the upper and lower bounds of the range, we have recommended a 25 per cent reduction 

on the proposed step change for the upper bound and a 50 per cent reduction for the lower-bound 

(Table 33). The upper-bound range results in an average expenditure over the forecast period that is 

relative to the actual spend in 2023-24, while the annual average of the lower bound range is 

reflective of the average spend across 2022-23 and 2023-24. Table 34 outlines the rationale for this 

recommendation. 
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3.5.6. Overhead Allocation Adjustment 

There is a significant downward step change adjustment for the Greater Sydney forecast operating 

expenditure for the regulatory period. WaterNSW states that this is primarily driven by the significant 

increase in capital expenditure and the cost allocation framework that is in place for WaterNSW across 

its entire business.  

We understand that WaterNSW is a complex business that is required to allocate costs across multiple 

determinations and a number of geographic regions (e.g. valleys) and therefore requires a unique cost 

allocation approach. The cost allocation method that has been implemented by WaterNSW aligns with 

recommendations from the previous expenditure review undertaken by IPART.  

It should be noted that the current proposal of a significant reduction in operating expenditure due to 

the allocation process is beneficial for customers in the forecast regulatory period as it would put 

downward pressure on prices. However, a longer-term view should also be considered as there are 

likely to be situations in the future where the opposite may be true and there may be an increase in 

the allocation of corporate overheads to operating expenditure.  

Of the 14 businesses that submitted to the ESC as part of the 2023 Price Review, only one business 

(Lower Murray Water) proposed any changes related to overhead allocations – a reduction to the 

baseline operating expenditure of $0.9 million. For the rest of the 13 businesses, they have proposed 

to manage any fluctuations in the allocation of corporate overheads with the existing allocation of 

corporate overheads within the base operating expenditure – this is also consistent with previous 

regulatory submissions within the ESC’s base-step-trend framework.  

Ideally, the allocation of corporate overheads within the revenue requirement should not significantly 

fluctuate on an annual basis, as this would create material impacts to the operating expenditure 

allowance (which then impacts on the revenue required from customers each year). This is difficult to 

manage for the business and makes longer-term trend assessments difficult where variations are 

regularly driven by fluctuations in allocation of costs.  

Figure 7 presents the total overhead pool across WaterNSW and the proportion of those overheads 

that has been allocated to Greater Sydney operating expenditure. It can be seen from this that 2022-

23 resulted in a higher proportion of overheads being allocated to Greater Sydney operating 

expenditure (34 per cent), this then reduces to 25 per cent in 2023-24 and 26 per cent in 2024-25. The 

proportion then remains within the range of 20 to 24 per cent through the forecast regulatory period. 

We understand that this reduction is primarily driven by the increasing capital expenditure program 

and better allocation of resourcing to direct cost categories. This results in a reduction in overheads 

being allocated to Greater Sydney operating expenditure (leading to the negative step change 

proposed by WaterNSW).  

The total overhead pool for WaterNSW sees a reduction in 2024-25 and then a gradual increase over 

the regulatory period, but remains below the 2023-24 level of overheads. While it is not clear from the 

information provided, we would expect that at least some of the proposed expenditure related to the 

new operating model would be classified as corporate overheads in the forecast regulatory period. 

Given our earlier recommendation regarding the costs associated with the new operating model, we 

would expect there to be flow-on impacts to the overall pool of overheads for WaterNSW.  

While it is difficult to understand the exact nature of the overhead expenditure and the 

appropriateness of the allocations, we consider that the cost allocation method is consistent with 

previous IPART recommendations. Given the nature of the cost allocation model for WaterNSW and 

the multiple determinations that are currently underway, it is unlikely that there will be a perfect 

allocation of overheads across the business. In determining the base year and the recommended 
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Upper range scenario 

Software licensing  

WaterNSW anticipates significant increases in software licencing costs, proposing a $33m increase 

over the determination period due to major contract renegotiations (Figure 9). 

 

Figure 9 WaterNSW actual software licensing costs from FY20 to FY24. WaterNSW's proposed 

software licensing costs from FY25 to FY30.43 

AtkinsRéalis acknowledged that rising software costs are an industry wide trend but argues 

WaterNSW assumes a worst-case scenario. Instead, AtkinsRéalis recommends a more reasonable 

increase aligned with observed industry trends. They first estimated the appropriate step change for 

WaterNSW as a whole and determined the difference between their proposed step change and 

WaterNSW’s. This difference was then apportioned across the determinations based on overhead 

allocations in 2023-24. This resulted in a $12 million reduction from WaterNSW’s total adjustments 

and a $5.1 million reduction for Greater Sydney across the regulatory period.  

Digital people costs 

WaterNSW proposed a base adjustment increase for digital people costs to support strategic 

objectives and develop critical capabilities that improve efficiency and service delivery over the 

determination period. However, AtkinsRéalis notes that significant capital and operating expenditure 

allowances already exist to support these capabilities and that WaterNSW’s digital headcount remains 

stable over the determination period (see Figure 10). 

 
43 Graph from AtkinsRéalis Digital Review chapter, data from WaterNSW RFI W-4A. 
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3.6. Recommended range for operating expenditure 

This is the first time that IPART has applied this new framework and there will undoubtedly be 

amendments to the details of the framework as the industry evolves and everyone begins to gain a 

better understanding of how the framework operates. The choice for IPART regarding what operating 

expenditure allowance it approves for WaterNSW will depend on a variety of factors.  

Figure 11 presents the recommended upper and lower-bound ranges for controllable operating 

expenditure for the upcoming regulatory period. While this is a material reduction from the forecast 

expenditure proposed by WaterNSW, it better reflects the last year of actual controllable operating 

expenditure (2023-24).  

 

Figure 11 Recommended ranges and WaterNSW proposal for controllable operating expenditure  

 

Figure 12 provides an overview of the recommendations for the upper and lower-bound ranges for 

Greater Sydney operating expenditure against the initial WaterNSW proposal.  
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Appendix B - Information sources 

The documents listed below form the basis for this review. 

Document Name 
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Document Name 
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Document Name 
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