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1. Introduction 
1.1 Background 

Ricardo (a member of WSP) was engaged by the Independent Pricing and Regulatory Tribunal (IPART) 

to undertake representative farm financial modelling to assess the potential on-farm impacts of proposed 

WaterNSW price increases on irrigation businesses in rural and regional NSW. The findings were 

presented in a final report dated 11 March 2026: IPART: 2025–26 Review of WaterNSW’s Prices - 

Impacts of potential WaterNSW price increases on representative irrigation farms in regional NSW (the 

Main Report). 

The Main Report modelled gross margin (GM) and net margin (NM) farm budgets for representative 

irrigation enterprises across WaterNSW’s rural valleys under two price increase scenarios: Scenario 1 

(WaterNSW’s proposed 15% per annum cap scenario) and Scenario 2 (WaterNSW’s proposed cost-

reflective prices in 2029–30).  

The modelling assumed that the modelled farms owned 100 per cent of the entitlement to meet their 

needs, that there was a 100 per cent water allocation, and that they therefore used 100 per cent in the 

year of analysis. The modelling adopted representative ‘average’ and ‘small’ farm sizes for each 

commodity and valley. The results and their limitations are set out in full in the Main Report. 

1.2 Purpose of this Supplementary Report  

Following release of the Main Report, IPART convened a stakeholder consultation process in which 

irrigation industry representatives provided initial feedback on the modelling approach, assumptions, and 

findings. This supplementary report has been prepared by Ricardo in response to that feedback. 

The purpose of this report is to address the substantive points raised by stakeholders and to undertake 

agreed additional modelling. Where issues were already addressed in the Main Report, cross-references 

are provided. Where feedback raises new or additional considerations not fully covered in the Main 

Report, expanded qualitative discussion is provided. 

This report is intended to be read alongside that report as a companion document. Ricardo has agreed 

with IPART to undertake additional modelling to test the sensitivity of the results to different water 

allocation levels and update the pricing scenarios. 

Four pricing scenarios provided by IPART are now modelled: 

• Scenario 1: 2025/26 fixed and variable charges increase by 15% per annum out to 2029-30. 

• Scenario 2: Cost reflective by 2029-30 – 2025/26 WaterNSW charges increase to recover the 

expected full cost of WaterNSW providing their services in 2029-30. 

• Scenario 3: 2025/26 fixed and variable charges increase by 5% per annum out to 2029-30. 

• Scenario 4: 2025/26 fixed and variable charges increase by 10% per annum out to 2029-30. 

Water allocation levels of 0%, 20%, 50% and 100% are modelled for all scenarios. The cotton farm 

budget model was updated to reflect current input prices across all modelled scenarios and allocations. 

The results in this report therefore supersede the results in the Main Report. 
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1.3 Structure of this Report  

Section 2 sets out overarching observations on the nature and character of stakeholder feedback 

received. Section 3 addresses individual issues raised by stakeholders in an issue-and-response format, 

organised thematically. Section 4 provides the modelling results. Section 5 provides concluding remarks.  
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2. Overarching observations on stakeholder 
feedback 

The stakeholder feedback received was constructive. Irrigators and their representatives acknowledged 

that the work undertaken in the Main Report was helpful and represented a useful contribution to 

IPART’s understanding of potential farm-level financial impacts. There was acknowledgement that the 

work built upon previous similar efforts and the addition of net margins (not just gross margins) was 

beneficial and informative. 

There was no fundamental challenge to the direction of the findings. Most of the constructive feedback 

focused on the scope of scenarios modelled, the assumptions underlying the representative farm 

approach, and the range of real-world outcomes that the modelling necessarily simplifies. 

The overarching theme of the feedback is one that Ricardo agrees with: individual farm outcomes will 

vary considerably around the representative modelled results, and the distribution of impacts across the 

farming population matters as much as a single estimate. In particular, the farms that face the most 

difficult adjustment decisions (i.e. those considering exit from irrigation, entitlement disposal, or financial 

restructuring) are likely to be those performing at the lower end of the financial distribution, not those at 

the representative average. 

This is an inherent limitation of representative farm modelling, and one that is acknowledged in detail in 

Section 2.10 of the Main Report. The modelling is deliberately designed to provide a practical, 

transparent, and consistent analytical basis for IPART’s consideration of farm financial impacts, not to 

capture the full diversity of enterprise structures, financial positions, debt levels, and seasonal histories 

that characterise real farms. Recognising this, the responses below seek to expand the qualitative 

understanding of how real-world conditions may diverge from the modelled results. 

It is also important to note that farming is inherently dynamic. Input costs, commodity prices, water 

availability, and broader market conditions change continuously. The analysis necessarily reflects a 

point-in-time view of these conditions, and the results are particularly sensitive to assumptions about 

commodity prices and production costs. This context is relevant when interpreting both the modelled 

outcomes and the stakeholder concerns raised about current input cost pressures, and in relation to 

considering affordability over the duration of the price determination period. 
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3. Discussion of issues raised 
3.1 Variability in individual farm performance and the impacts 

on low performing farms  

3.1.1 Issue raised by stakeholders 

Stakeholders noted that the representative farm modelling focuses on average yields, cost and prices 

and does not attempt to capture the situation of farms performing at the lower end of the distribution of 

financial performance outcomes. Irrigators in the lowest quartile of profitability are likely to be those who 

face the most consequential decisions in response to WaterNSW price increases, including decisions 

about whether to continue irrigating, sell water entitlements, or exit the sector altogether. Stakeholders 

asserted that these farms are likely to be more financially stressed than the averages presented in the 

Main Report suggest. 

3.1.2 Ricardo’s response 

Ricardo agrees with this observation. The representative farm approach is a deliberately simplified 

approach, designed to provide a consistent and transparent basis for assessment. It does not attempt to 

capture the full distribution of farm financial performance. As noted in Section 2.10 of the Main Report, 

representative farms reflect a plausible operating scale. However, Ricardo has selected average or 

representative yields, commodity prices and input costs. In practice, many farms will have different input 

assumptions due to differences in land capability, access to other water sources, climatic conditions, 

debt levels, labour availability and enterprise mix. 

Ricardo acknowledges this limitation in terms of customer impact analysis. It is acknowledged that the 

farms that are most financially exposed to WaterNSW price increases are those that are already 

operating at or near the margin. For these farms, even moderate price increases can be the incremental 

cost that tips a business from viability to non-viability.  

The modelled results for average representative farms therefore only provides an indication of the 

proportion of real-world farming enterprises for which the proposed price increases represent a critical 

threshold. 

This is particularly relevant for commodities and valleys where the modelled net margins are already 

small, notably lucerne in the Peel Valley, cotton in the Namoi and Lachlan valleys, and dairy on the North 

Coast. In these cases, a lower-quartile farm would start from a weaker financial position than the 

representative average, meaning that any WaterNSW price increase would have a proportionately more 

severe impact. 

The agreed additional modelling of water allocation scenarios (at 0%, 20% and 50% allocation levels) 

provides some insight into the range of outcomes experienced across farms in different seasonal 

conditions and serves as a partial proxy for understanding the directional impact of operating in more 

constrained financial circumstances. See Section 4.5 for analysis on the new modelled outcomes. 
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3.2 Water allocation sensitivity and the impacts of dry years 

3.2.1 Issue raised by stakeholders 

Stakeholders noted that the assumption of 100 per cent water allocation to General Security entitlements 

and 100 per cent usage represents a best-case scenario that does not reflect typical or average seasonal 

conditions across most valleys. The financial impact of WaterNSW price increases is better understood 

across a range of allocation levels. Stakeholders also highlighted the particular vulnerability of farms during 

sequences of two or three consecutive dry years, when reduced or zero water allocations combine with 

fixed WaterNSW entitlement charges to create severe cash flow and viability pressure, and when the 

additional burden of higher WaterNSW charges could tip more farms toward exit from irrigation. 

3.2.2 Ricardo’s response 

Ricardo agrees with this feedback. The 100 per cent allocation assumption was adopted as a practical 

baseline scenario that captures the maximum potential revenue from irrigation in a given year, enabling a 

consistent cross-commodity and cross-valley comparison. As explicitly noted in Section 2.5 and Section 

2.10 of the Main Report, the modelling does not capture seasonal variability in water availability. In 

extended droughts, irrigators can go multiple seasons with little to no water, and this has not been 

modelled. The 100 per cent allocation assumption therefore represents an upper bound on revenue for 

the farm sizes and other assumptions adopted, and the modelled net margins should be interpreted 

accordingly. 

The agreed additional modelling at 0%, 20% and 50% allocation levels directly address this concern and 

further inform the affordability analysis.  

The approach adopted for the additional modelling assumes a linear scaling of production (and thus 

revenue and variable costs) with the lower allocation percentage scenarios, so that the gross margin 

percentage remains constant but the absolute gross and net margin values decline proportionally with 

lower allocations. Fixed WaterNSW entitlement charges continue to be payable regardless of allocation 

level, which means that as allocations reduce, these charges represent an increasingly large proportion of 

whatever revenue is generated. Variable WaterNSW usage charges are proportionately lower in the 

reduced allocation scenarios (see Section 4 for the results). 

The point about consecutive dry years is important. Sequences of two or more consecutive low-allocation 

years are not exceptional or unusual events, and they could become more frequent due to climate change. 

For farms that rely on irrigation income to service debt, meet overhead costs, and maintain family living 

expenses, consecutive dry years create acute cash flow stress. Higher fixed WaterNSW entitlement 

charges would compound this stress as they are payable every year regardless of whether any water is 

received, meaning that in a zero- or low-allocation year, a farm incurs the full fixed cost with no 

corresponding revenue from irrigation to offset it. 

Under the proposed price increases, this becomes more severe. For commodities and valleys already 

identified as vulnerable in the Main Report a sequence of two or three dry years under Scenario 1 or 

Scenario 2 would represent a serious financial threat for many operators. It is likely that this scenario, 

rather than a single unfavourable pricing year, will be the trigger for farm exit and structural adjustment 

decisions for a more significant portion of the affected farming population. 

See Section 4.5 for analysis on the new modelled outcomes. 
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3.3 Farm debt and financial stress 

3.3.1 Issue raised by stakeholders 

Stakeholders raised concern that the modelling does not adequately account for the situation of highly 

indebted farming enterprises. Debt servicing obligations can be substantial for farms that have borrowed 

heavily against water entitlements or land. For leveraged farms, the financial impact of WaterNSW price 

increases is likely to be more difficult to absorb. Stakeholders suggested a case study approach to illustrate 

this dynamic. Stakeholders suggest that financing costs could be in the order of 5 to 10 per cent of revenue, 

whilst noting that 10 per cent is not an upper bound.  

3.3.2 Ricardo’s response 

Ricardo agrees that debt and capital structure are important determinants of how WaterNSW price 

increases affect individual farm businesses. The Main Report’s net margin (NM) models do capture these 

dimensions. Cotton farmers financing costs are modelled at 12% of their total cost base and lucerne at 

8%. 

As noted in Section 2.10 of the Main Report, the margin models do not report on balance sheet status, 

debt-to-equity ratios, debt servicing capacity, or access to additional capital if needed to maintain viability 

through consecutive dry years. These factors are unique to each farm and lie beyond the scope of a 

representative modelling exercise. 

3.3.2.1 Case study  

Table 1 illustrates the importance of farm debt on real-world outcomes. Small representative cotton farms 

are modelled under a 100% water allocation level with their original financing costs (12% of total costs) 

increased by 50%, under current WaterNSW prices. We have not modelled the WaterNSW price increase 

scenarios. 

Table 1 Net margin impact of a 50% increase in financing costs on a small representative cotton farm 

with 100% water allocation - current WaterNSW prices ($2025/26) 

Element Border Gwydir Namoi Macquarie Lachlan Murrumbidgee 

Farm size (Ha)  450   375   300   300   225  100 

Current NM with 12% 

financing costs ($) 

 813,907   654,683   469,210   511,777   365,799  170,256 

New NM - 50% increase in 

financing costs ($) 

 657,637   524,458   365,030   407,597   287,664  135,530 

NM impact ($)   (156,270)  (130,225)  (104,180)  (104,180)  (78,135) (34,727) 

Note: Debt servicing estimates are illustrative only. Actual servicing costs will vary significantly by farm. 

This case study clearly illustrates that a more highly leveraged irrigators net financial position will be 

significantly worse off than those enterprises with less debt. Namoi and Lachlan irrigators remain the 

most exposed to input cost price increases, but all cotton enterprises with high levels of debt will be 

vulnerable.  

Whilst we have not modelled the specific impact of the WaterNSW price scenarios, those farms that are 

most exposed and would remain nominally ‘net margin positive’ under the representative farm analysis in 
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the Main Report, may in practice be generating insufficient cash flow to meet their debt obligations after 

absorbing the WaterNSW price increase. Similar results would be expected across all water allocation 

scenarios (e.g. 20%, 50%).  

Many farm businesses in regional NSW carry significant debt against their water access entitlements, 

which have historically been valued as productive assets. As noted in Section 4.1 of the Main Report, the 

proposed price increases are likely to reduce water entitlement values over the medium term. This creates 

a compounding financial risk for leveraged farms in that their operating margins are reduced due to higher 

water charges at the same time as the asset values that underpin their loan security may be declining. 

This could trigger breaches of loan-to-value ratios and require additional capital at a time when farm 

profitability is under pressure. 

3.4 Input cost volatility and current conditions 

3.4.1 Issue raised by stakeholders 

Stakeholders highlighted that there have been recent increases in fuel and fertiliser costs driven by energy 

market pressures and that these have added significant cost pressure not fully reflected in current 

modelling assumptions. They noted that the economic environment has changed materially since some of 

the benchmark data underlying the farm budgets was collected, and that the modelled results may 

understate the current cost pressures facing irrigators. 

3.4.2 Ricardo’s response 

Ricardo acknowledges that input cost volatility is a real and ongoing challenge for irrigated agriculture, and 

that transport, fuel and fertiliser costs in particular, have been subject to significant upward pressure in 

recent periods. The Main Report addressed this in part by escalating historical farm budget cost inputs to 

$2025-26 terms using the Producer Price Index (PPI), as described in Section 2.6 of the Main Report. 

However, the PPI is a broad index and does not fully capture the specific cost increases experienced by 

irrigating farm enterprises in relation to diesel, electricity, and fertiliser. It also does not reflect the most 

recent cost spikes.   

Ricardo’s view is that the recent cost pressures observed in fuel and fertiliser markets may reflect short-

term disruptions rather than permanent structural shifts in the long-run cost of these inputs. The analysis 

is intended to assess the long-term structural impact of WaterNSW price changes on farm financial viability, 

and it would not be appropriate to base long-run regulatory modelling on short-term cost spikes. However, 

the extent and duration of the impacts is unclear at this stage. 

3.4.2.1 Case study  

Table 2 andTable 3 illustrate the significant impact that these recent price spikes will have on a small 

representative cotton irrigators net margins in the short term. Increases in fuel, fertiliser and transportation 

are modelled under a 100% and 50% water allocation.  

Cost inputs modelled: 

• Fuel and oil cost increase of 40%1 

• Fertiliser increase of 75%2 

 

1 Diesel price assumptions are based on regional retail diesel price trends and consultation with local industry participants 

2 https://www.graingrowers.com.au/news/fertiliser-report-24-april-2026 (last accessed 15 May 2026). 

https://www.graingrowers.com.au/news/fertiliser-report-24-april-2026
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• Transport from inland NSW to port increase of 50%3  

 

Table 2 Forecast impacts on small representative farm cotton irrigators net margins from recent price 

increases in fuel, fertiliser and transport costs – 50% water allocation 

Element Border Gwydir Namoi Macquarie Lachlan Murrumbidgee 

Current NM ($)  88,035   64,306   15,241   45,733   25,858   12,003  

NM impact from higher 

cost inputs ($) 

 (411,492)  (344,513)  (282,018)  (276,621) (208,960)  (92,781) 

 

Table 3 Forecast impacts on small representative farm cotton irrigators net margins from recent price 

increases in fuel, fertiliser and transport costs – 100% water allocation 

Element Border Gwydir Namoi Macquarie Lachlan Murrumbidgee 

Current NM ($)  813,907   654,683   469,210   511,777   365,799   170,256  

NM impact from higher 

cost inputs ($) 

 (739,156)  (620,135)  (505,760)  (498,227)  (376,862)  (166,135) 

 

The results indicate that under 100% water allocation, small representative cotton irrigators will have their 

entire NM eroded with these price increase. Under a 50% water allocation, all small representative cotton 

farmers would be in significant negative territory from a NM perspective. 

If fuel and fertiliser costs remain elevated beyond the short term, the gross and net margins reported in 

the Main Report would be lower than modelled, and the capacity of farming enterprises to absorb 

WaterNSW price increases would be correspondingly reduced. This reinforces the importance of the 

findings regarding thin net margins for water-intensive, lower-value commodities, particularly cotton in the 

Namoi and Lachlan valleys, lucerne in the Peel Valley, and rice, where there is limited financial headroom 

to absorb additional cost increases. 

3.5 Water entitlement price impacts 

3.5.1 Issue raised by stakeholders 

Stakeholders requested further quantification of the impacts of the proposed price increases on water 

entitlement prices. They also raised the point that current Commonwealth water purchasing activity under 

the Murray-Darling Basin Plan may be sustaining entitlement prices at elevated levels, meaning the water 

entitlement market is not currently in a steady state. If Commonwealth purchasing activity reduces or 

ceases, entitlement prices may fall independently of WaterNSW pricing decisions. Under lower entitlement 

prices, the proportionate impact of higher WaterNSW fixed charges on entitlement values would be 

proportionately greater than current market prices suggest. 

 

 
3 Price estimate informed by discussions with NSW fertiliser distributors and irrigated cropping advisers 
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3.5.2 Ricardo’s response 

The Main Report provides a substantive analysis of the likely impacts of WaterNSW price increases on 

water entitlement and allocation prices in Section 4.1, including an illustrative worked example 

demonstrating how increasing fixed charges reduce the present value of entitlement assets. Ricardo refers 

stakeholders to that section for the analytical framework underpinning these conclusions. Ricardo’s main 

finding is that water entitlement and allocation prices will likely fall in most valleys over the medium term 

as a result of the proposed price increases. 

On the question of Commonwealth water purchasing, Ricardo acknowledges the validity of this 

observation. Active Commonwealth purchasing under the Murray–Darling Basin Plan has added demand 

to the water entitlement market in recent years and may have supported entitlement prices above their 

underlying steady-state level in some valleys. If Commonwealth purchasing activity concludes, there could 

be downward pressure on entitlement prices. In this scenario, the combined effect of higher holding costs 

and reduced Commonwealth demand could produce more significant falls in entitlement values than would 

be expected from the WaterNSW price change alone, and the proportionate impact of the WaterNSW price 

increases would be higher if the baseline entitlement price was lower. This has important implications for 

leveraged farm businesses (Section 3.3) who borrow against entitlement values. 

3.5.2.1 Case study 

To illustrate the theoretical impacts of higher WaterNSW charges on current entitlement prices across 

various valleys, Ricardo has used the used the following formula: 

 

𝑉 = 𝑃 − (𝐶 ∗
1 − (1 + 𝑟)−𝑛

𝑟
) 

Where: 

V = adjusted value of the entitlement 

P = current entitlement price ($) 

C = annual increase in fixed charges ($/ML) 

r = discount rate (7%) 

n = number of years (30) 

Table 4 andTable 5 present the impacts of increases in WaterNSW fixed entitlement charges on current 

entitlement values across selected valleys for Scenario 4 (10% Cap) and Scenario 2 (FCR).  
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Table 4 Theoretical impacts of a 10% Cap increase on WaterNSW fixed entitlement charges (7% 

discount rate) 

Element 
Murrumbidgee 

GSE  
Murray (11) 

GSE  
Lachlan 

GSE 
Macquarie 

GSE  
Peel GSE 

P - Current GS entitlement price ($/ML) 2,400 2,400 1,800 4,000 1,800 

Current WaterNSW fixed charges per ML GSE 2.58 5.81 4.68 4.97 7.34 

Scenario 3 - 10% cap increase 3.13 6.53 6.23 5.14 9.77 

C - Annual increase in fixed charges ($/ML) 0.55 0.72 1.55 0.17 2.43 

Entitlement price impact ($/ML)  (6.82)   (8.93)   (19.23)   (2.11)  (30.15) 

V – Adjusted value of entitlement ($/ML)  2,393.18   2,391.07   1,780.77   3,997.89  1,769.85 

% change in P (0.28%) (0.37%) (1.07%) (0.05%) (1.68%) 

 

Table 5 Theoretical impacts of FCR increase on WaterNSW fixed entitlement charges (7% discount rate) 

Element 
Murrumbidgee 

GSE  
Murray (11) 

GSE  
Lachlan 

GSE 
Macquarie 

GSE  
Peel GSE 

P - Current GS entitlement price ($/ML) 2,400 2,400 1,800 4,000 1,800 

Current WaterNSW fixed charges per ML GSE 2.58 5.81 4.68 4.97 7.34 

Scenario 2 – FCR increase 6.78 19.25 16.17 10.44 29.49 

C - Annual increase in fixed charges ($/ML) 4.20 13.44 11.49 5.47 22.15 

Entitlement price impact ($/ML)  (52.15)   (166.72)   (142.57)   (67.93)   (274.91)  

V – Adjusted value of entitlement ($/ML)  2,347.85   2,233.28   1,657.43   3,932.07   1,525.09  

% change in P (2.2%) (6.9%) (7.9%) (1.7%) (15.3%) 

Under Scenario 4, minimal impacts are expected on entitlement prices as the increase in WaterNSW 

fixed entitlement charges are relatively minimal compared to their current prices. Under Scenario 2 

(FCR) the Peel is the most impacted (15.3% decrease in value) and the Lachlan (7.9% decrease) and 

Murray (6.9%).  

This analysis has only considered the impact of increases in the fixed component of WaterNSW charges. 

In practice, increases in the volumetric component are also likely to place downward pressure on GSE 

prices. Higher annual water delivery costs increase operating expenses, reduce irrigator profitability and, 

over time, lower the willingness of purchasers to pay for water entitlements. 
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3.6 Impacts on NSW Irrigation Corporation viability 

3.6.1 Issue raised by stakeholders 

Stakeholders sought more detailed commentary on the potential impacts of the proposed WaterNSW price 

increases on the financial viability of NSW Irrigation Corporations (ICs), which provide water delivery 

services to irrigators across some of the regulated river valleys. The concern is that if higher WaterNSW 

charges lead to farm exit, entitlement sales or forfeitures, or reduced water use, ICs will face a declining 

customer base and/or water use over which to recover their high fixed infrastructure costs potentially 

creating a spiral of rising charges for remaining customers and further exits. 

3.6.2 Ricardo’s response 

Ricardo generally accepts this concern, and the matter is addressed in Section 4.6 of the Main Report. 

Ricardo notes that the impacts on ICs will vary depending on the responses of the irrigators within their 

district. Ricardo also notes that termination fees are in place to enable ICs to recover up to ten times the 

annual network charges, providing time for ICs to adjust their network and reduce network costs (e.g. 

through rationalisation) and impacts on remaining customers. That said, it is also acknowledged that 

irrigation businesses may not be able to pay termination fees if they do not have any equity left in their 

businesses.  

Building on the analysis in Section 4.6 of the Main Report, Ricardo provides the following analysis of 

possible irrigator decisions and associated impacts on ICs: 

3.6.2.1 Pathway 1: Entitlement sold to another irrigator within the district 

If an irrigator exits and sells their entitlement to another irrigator within the same IC district, water use 

broadly remains within the district. The physical network continues to serve approximately the same 

demand, and the IC retains a similar revenue base. However, the seller may or may not terminate their 

delivery share, and the buyer may need to acquire additional deliver shares. Network utilisation in some 

parts of the system may reduce, and there may be localised infrastructure underuse, but the overall risk 

to IC viability is limited under this pathway. 

3.6.2.2 Pathway 2: Entitlement sold to an irrigator outside the district 

If entitlement is sold to an irrigator outside the IC district, or to a non-water user, the physical water use 

and associated variable revenue may leave the district. The delivery network remains in place but serves 

a reduced number of active irrigators, or a reduced volume of use.  

In this pathway, the termination provisions applying to delivery shares/entitlements are relevant. If the 

water access entitlement seller does not terminate, then ongoing fixed charges are still applied, and the 

IC will simply face reduced usage charges (typically reflective of variable costs). If the entitlement seller 

does terminate access, termination fees provide ICs with a medium-term revenue buffer that gives them 

time to reconfigure or rationalise the cost base of the network. If such rationalisation cannot occur or 

replacement customers found, then there would be impacts on the remaining customers as fixed 

infrastructure costs must then be recovered from a smaller customer base, placing upward pressure on 

individual delivery charges. This dynamic could accelerate further exits as the cost burden rises for 

remaining users, consistent with the stranded asset risk described in the Main Report. 

3.6.2.3 Pathway 3: Entitlement surrendered or abandoned 

In the most extreme scenario, entitlement values may fall to a level where holders effectively regard them 

as liabilities rather than assets (Section 3.5.2.1). This is unlikely to be the case in the Murray and 
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Murrumbidgee valleys (where the major ICSs are located), given the value of the entitlements compared 

to the WaterNSW price impacts (Table 6).  

In this case, entitlement holders may seek to surrender entitlements to the State or simply cease paying 

entitlement charges. This would not extinguish the obligation to pay their delivery share charges to the 

ICs. In such extreme cases, bankruptcy or foreclosure may be initiated and the IC may not be able to 

recoup the termination fees. Legal advice would be required on the exact mechanisms that might play out 

in this circumstance, and it is beyond the scope of Ricardo’s advice. However, it is acknowledged that this 

level of customer hardship would likely have negative impacts on the IC and remaining customers. 

3.7 Coastal system structural vulnerabilities 

3.7.1 Issue raised by stakeholders 

Stakeholders emphasised that irrigators in the North and South Coast systems face additional 

vulnerabilities that go beyond the financial impacts presented in the Main Report. It was noted that the 

absence of an active water entitlement market and the lack of brokers operating in these regions means 

that water market adjustment options are much more limited.  

3.7.2 Ricardo’s response 

Ricardo’s Main Report highlighted the significant financial impacts on irrigators in the North and South 

Coast systems. The Main Report’s financial modelling for the North and South Coast dairy systems 

assesses the magnitude of the proposed price increases under each scenario and their projected impact 

on gross and net margins. Under Scenario 2, the modelled price increase for the North Coast 

(approximately 57 times increase in fixed charges) and the South Coast (approximately 12 times increase 

in fixed charges) is of a fundamentally different magnitude to the price increases in other valleys. This 

underpins the historical rationale to not price at full cost recovery. 

Further discussion about the reduced WaterNSW price scenarios is discussed Section 4.5.5, including in 

relation to the impacts of low allocation scenarios.   

Ricardo acknowledges that there is an important distinction beyond the magnitude of the price impacts 

under each scenario given the more limited access to water markets in the coastal systems. In inland 

valleys, the water market provides a mechanism through which irrigators can progressively adjust their 

water entitlement holdings in response to changing economics. They can also choose to sell allocations 

or leasing entitlements as part of a managed exit. These mechanisms allow irrigators in these inland 

systems to use water markets to absorb economic stress gradually and avoid abrupt exit. These benefits 

will not be available in the coastal systems to the extent that they lack functioning water markets and serve 

small and relatively homogeneous user communities of dairy irrigators. Irrigators facing financial difficulty 

under higher WaterNSW charges would be more likely to be forced to either continue irrigating at a loss 

or exit entirely. It is more likely that irrigators would forfeit their entitlements in these systems, if the higher 

fixed charges meant that entitlements were a liability rather than an asset.  
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4. Additional GSE allocation and scenario 
modelling  

This section provides the additional modelling results requested by stakeholders (Section 3.2.1) and 

IPART (5% and 10% scenarios). GSE allocations of 0%, 20%, 50% and 100% were modelled for cotton, 

lucerne, rice and dairy. The 15% and cost reflective scenarios (FCR) have been included for reference. 

Wine in the Hunter Valley was excluded from the change in water allocation level analysis, as this 

commodity had previously been modelled using HSE water and is not expected to be impacted to the 

same degree from reduced allocations as GSE holders. Section 4.5 discusses the results. 

Four pricing scenarios provided by IPART were modelled: 

• Scenario 1: 2025/26 fixed and variable charges increase by 15% per annum out to 2029-30 

• Scenario 2: Cost reflective by 2029-30 – 2025/26 WaterNSW charges increase to recover the 

expected full cost of WaterNSW providing their services in 2029-30 (FCR) 

• Scenario 3: 2025/26 fixed and variable charges increase by 5% per annum out to 2029-30 

• Scenario 4: 2025/26 fixed and variable charges increase by 10% per annum out to 2029-30. 

The Scenarios were assessed at their full implementation (price increases expected in 2029/30). Table 6 

displays WaterNSW’s current prices and the four proposed price increase Scenarios. 

Table 6 Current and WaterNSW price increase Scenarios ($2025/26)4 

 
 

Table 7 describes the elements modelled across all commodities for these scenarios.  

 
4 These were provided by IPART in 2025/26 real terms 

Fixed Volumetric Fixed Volumetric Fixed Volumetric Fixed Volumetric Fixed Volumetric

Border ($) 5.17 9.91 5.99 11.47 6.89 13.19 22.11 25.77 23.58 32.98

Gwydir ($) 5.10 21.70 5.90 25.12 6.79 28.88 9.70 41.25 14.09 66.27

Namoi ($) 12.75 38.98 14.76 45.12 16.18 48.61 24.24 74.11 29.26 104.38

Peel ($) 7.34 30.93 8.50 35.81 9.77 41.17 13.96 58.80 29.49 150.63

Lachlan ($) 4.68 39.33 5.42 45.53 6.23 52.35 8.90 74.78 16.17 135.92

Macquarie ($) 4.97 27.31 5.14 30.48 5.14 30.48 7.20 51.92 10.44 80.71

Murray ($) 5.81 5.91 6.34 6.57 6.53 6.94 18.91 15.46 19.25 16.69

Murrumbidgee ($) 2.58 6.71 2.92 7.73 3.13 8.46 6.22 13.60 6.78 16.07

North Coast ($) 11.86 22.64 13.73 26.21 15.79 30.13 23.85 45.54 672.49 1,053.44

Hunter ($) 25.16 24.15 26.33 27.96 26.33 28.11 41.02 44.00 50.17 53.67

South Coast ($) 20.99 22.43 24.30 25.97 27.94 29.85 42.22 45.11 259.88 270.49

Valley
Current 5% 10% 15% FCR
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Table 7 Elements modelled in this analysis 

Element Description  

GM (Year) Annual gross margin modelled for each allocation under current WaterNSW prices 

NM (Year) Annual net margin modelled for each allocation under current WaterNSW prices 

WaterNSW impact (Year) Value of the WaterNSW price impact in annual terms 

% GM impact Percentage impact on gross margin  

% NM impact Percentage impact on net margin 

NLP When gross and net margins are no longer profitable 
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4.1 Cotton  

The cotton farm budget model was updated to reflect current input prices across all modelled scenarios 

and allocations.5  

4.1.1 Small farms 

Table 8 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for small representative farms.  

Table 8 Price impacts on cotton farm profitability across 100%, 50%, 20% and 0% allocation entitlement 

– small representative farms ($2025/26) 

 
 

 
5 https://www.cottoninfo.com.au/sites/default/files/FINAL%20Furrow%20irrigated%202025-26.pdf (last accessed 14 May 2026). 

Element Border Gwydir Namoi Macquarie Lachlan Murrumbidgee

Farm size (ha) 450             375             300             300             225             100                

GM (Year) $1,451,745 $1,180,755 $907,938 $932,088 $679,883 $316,506

NM (Year) $813,907 $654,683 $469,210 $511,777 $365,799 $170,256

WaterNSW impact (Year) $7,497 $11,078 $17,115 $7,014 $10,931 $952

% GM impact 1% 1% 2% 1% 2% 0%

% NM impact 1% 2% 4% 1% 3% 1%

WaterNSW impact (Year) $15,750 $23,284 $27,426 $7,014 $22,948 $1,610

% GM impact 1% 2% 3% 1% 3% 1%

% NM impact 2% 4% 6% 1% 6% 1%

WaterNSW impact (Year) $103,311 $63,408 $97,896 $56,379 $62,482 $7,378

% GM impact 7% 5% 11% 6% 9% 2%

% NM impact 13% 10% 21% 11% 17% 4%

WaterNSW impact (Year) $130,668 $140,580 $172,008 $123,635 $170,217 $9,491

% GM impact 9% 12% 19% 13% 25% 3%

% NM impact 16% 21% 37% 24% 47% 6%

GM (Year) $725,873 $590,378 $453,969 $466,044 $339,941 $158,253

NM (Year) $88,035 $64,306 $15,241 $45,733 $25,858 $12,003

WaterNSW impact (Year) $5,040 $6,589 $10,668 $3,686 $6,048 $595

% GM impact 1% 1% 2% 1% 2% 0%

% NM impact 6% 10% 70% 8% 23% 5%

WaterNSW impact (Year) $10,584 $13,860 $17,315 $3,686 $12,695 $998

% GM impact 1% 2% 4% 1% 4% 1%

% NM impact 12% 22% NLP 8% 49% 8%

WaterNSW impact (Year) $78,336 $37,742 $61,015 $30,535 $34,563 $4,965

% GM impact 11% 6% 13% 7% 10% 3%

% NM impact 89% 59% NLP 67% NLP 41%

WaterNSW impact (Year) $94,336 $82,087 $103,335 $67,566 $94,156 $6,216

% GM impact 13% 14% 23% 14% 28% 4%

% NM impact NLP NLP NLP NLP NLP 52%

GM (Year) $290,349 $236,151 $181,588 $186,418 $135,977 $63,301

NM (Year) -$347,489 -$289,921 -$257,141 -$233,894 -$178,107 -$82,949

WaterNSW impact (Year) $3,566 $3,896 $6,800 $1,688 $3,119 $381

% GM impact 1% 2% 4% 1% 2% 1%

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $7,484 $8,206 $11,248 $1,688 $6,543 $630

% GM impact 3% 3% 6% 1% 5% 1%

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $63,351 $22,343 $38,886 $15,029 $17,812 $3,517

% GM impact 22% 9% 21% 8% 13% 6%

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $72,536 $46,991 $62,131 $33,924 $48,520 $4,251

% GM impact 25% 20% 34% 18% 36% 7%

% NM impact NLP NLP NLP NLP NLP NLP

GM (Year) $0 $0 $0 $0 $0 $0

NM (Year) -$637,838 -$526,072 -$438,728 -$420,311 -$314,084 -$146,250

WaterNSW impact (Year) $2,583 $2,100 $4,221 $357 $1,166 $238

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $5,418 $4,436 $7,203 $357 $2,441 $385

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $53,361 $12,077 $24,133 $4,691 $6,644 $2,551

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $58,003 $23,594 $34,662 $11,497 $18,095 $2,942

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

10%

15%

FCR

50%

Price 

Scenario

Current

Current

20%

Current

5%

10%

15%

FCR

5%

Allocation

5%

10%

15%

FCR

0%

100%

10%

15%

FCR

Current

5%

https://www.cottoninfo.com.au/sites/default/files/FINAL%20Furrow%20irrigated%202025-26.pdf
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4.1.2 Average farms 

Table 9 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for average representative farms.  

Table 9 Price impacts on cotton farm profitability across 100%, 50%, 20% and 0% allocation entitlement 

– average representative farms ($2025/26) 

 

Element Border Gwydir Namoi Macquarie Lachlan Murrumbidgee

Farm size (ha) 1,200           1,050           850             800             650             400               

GM (Year) $3,871,320 $3,306,114 $2,572,491 $2,485,568 $1,964,105 $1,266,024

NM (Year) $2,170,419 $1,833,114 $1,329,428 $1,364,738 $1,056,752 $681,025

WaterNSW impact (Year) $19,992 $31,017 $48,493 $18,704 $31,577 $3,808

% GM impact 1% 1% 2% 1% 2% 0%

% NM impact 1% 2% 4% 1% 3% 1%

WaterNSW impact (Year) $42,000 $65,195 $77,707 $18,704 $66,294 $6,440

% GM impact 1% 2% 3% 1% 3% 1%

% NM impact 2% 4% 6% 1% 6% 1%

WaterNSW impact (Year) $275,495 $177,541 $277,373 $150,344 $180,504 $29,511

% GM impact 7% 5% 11% 6% 9% 2%

% NM impact 13% 10% 21% 11% 17% 4%

WaterNSW impact (Year) $348,449 $393,624 $487,356 $329,693 $491,739 $37,964

% GM impact 9% 12% 19% 13% 25% 3%

% NM impact 16% 21% 37% 24% 47% 6%

GM (Year) $1,935,660 $1,653,057 $1,286,246 $1,242,784 $982,053 $633,012

NM (Year) $234,759 $180,057 $43,182 $121,954 $74,700 $48,013

WaterNSW impact (Year) $13,440 $18,449 $30,226 $9,828 $17,472 $2,380

% GM impact 1% 1% 2% 1% 2% 0%

% NM impact 6% 10% 70% 8% 23% 5%

WaterNSW impact (Year) $28,224 $38,808 $49,058 $9,828 $36,673 $3,990

% GM impact 1% 2% 4% 1% 4% 1%

% NM impact 12% 22% NLP 8% 49% 8%

WaterNSW impact (Year) $208,896 $105,679 $172,875 $81,427 $99,849 $19,858

% GM impact 11% 6% 13% 7% 10% 3%

% NM impact 89% 59% NLP 67% NLP 41%

WaterNSW impact (Year) $251,562 $229,843 $292,782 $180,175 $272,007 $24,865

% GM impact 13% 14% 23% 14% 28% 4%

% NM impact NLP NLP NLP NLP NLP 52%

GM (Year) -$796,349 -$713,064 -$598,020 -$549,962 -$457,928 -$270,333

NM (Year) -$2,497,250 -$2,186,064 -$1,841,083 -$1,670,792 -$1,365,281 -$855,332

WaterNSW impact (Year) $9,509 $10,907 $19,266 $4,502 $9,009 $1,523

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $36,607 $54,875 $78,254 $35,090 $54,691 $6,278

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $168,937 $62,561 $110,176 $40,076 $51,456 $14,067

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $193,429 $131,575 $176,038 $90,465 $140,168 $17,006

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

GM (Year) $0 $0 $0 $0 $0 $0

NM (Year) -$1,700,901 -$1,473,000 -$1,243,063 -$1,120,830 -$907,353 -$584,999

WaterNSW impact (Year) $6,888 $5,880 $11,960 $952 $3,367 $952

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $14,448 $12,422 $20,409 $952 $7,053 $1,540

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $142,297 $33,816 $68,376 $12,509 $19,194 $10,206

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

WaterNSW impact (Year) $154,675 $66,063 $98,208 $30,657 $52,275 $11,766

% GM impact NLP NLP NLP NLP NLP NLP

% NM impact NLP NLP NLP NLP NLP NLP

FCR

15%

FCR

20%

Current

5%

10%

15%

FCR

0%

Current

5%

10%

15%
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4.2 Lucerne 

4.2.1 Small farms 

Table 10 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for small representative farms. 

Table 10 Price impacts on lucerne farm profitability across 100%, 50%, 20% and 0% allocation 
entitlement – small representative farms ($2025/26) 

 

Element Lachlan Peel Murray

Farm size (ha) 75 60 50

GM (Year) $209,244 $170,389 $148,866

NM (Year) $32,388 -$2,141 $21,181

WaterNSW impact (Year) $5,205 $3,624 $595

% GM impact 2% 2% 0%

% NM impact 16% NLP 3%

WaterNSW impact (Year) $10,928 $7,602 $875

% GM impact 5% 4% 1%

% NM impact 34% NLP 4%

WaterNSW impact (Year) $29,753 $20,698 $11,324

% GM impact 14% 12% 8%

% NM impact 92% NLP 53%

WaterNSW impact (Year) $81,056 $85,111 $12,110

% GM impact 39% 50% 8%

% NM impact NLP NLP 57%

GM (Year) $104,622 $85,195 $74,433

NM (Year) -$72,234 -$87,336 -$53,252

WaterNSW impact (Year) $2,880 $2,160 $430

% GM impact 3% 3% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $6,045 $4,530 $618

% GM impact 6% 5% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $16,459 $12,336 $8,936

% GM impact 16% 14% 12%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $44,836 $49,202 $9,414

% GM impact 43% 58% 13%

% NM impact NLP NLP NLP

GM (Year) $3,510 $4,404 $2,905

NM (Year) -$135,007 -$138,452 -$97,912

WaterNSW impact (Year) $1,485 $1,282 $331

% GM impact 42% 29% 11%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $3,116 $2,687 $463

% GM impact 89% 61% 16%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $8,482 $7,319 $7,503

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $23,105 $27,656 $7,796

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

GM (Year) $0 $0 $0

NM (Year) -$176,856 -$172,530 -$127,685

WaterNSW impact (Year) $555 $696 $265

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $1,163 $1,458 $360

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $3,164 $3,975 $6,548

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $8,617 $13,292 $6,718

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP
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15%
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4.2.2 Average farms 

Table 11 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for average representative farms. 

Table 11 Price impacts on lucerne farm profitability across 100%, 50%, 20% and 0% allocation 

entitlement – average representative farms ($2025/26) 

 

Element Lachlan Peel Murray

Farm size (ha) 75 60 50

GM (Year) $627,732 $397,575 $297,732

NM (Year) $97,165 -$4,995 $42,363

WaterNSW impact (Year) $15,615 $8,456 $1,190

% GM impact 2% 2% 0%

% NM impact 16% NLP 3%

WaterNSW impact (Year) $32,783 $17,738 $1,750

% GM impact 5% 4% 1%

% NM impact 34% NLP 4%

WaterNSW impact (Year) $89,260 $48,295 $22,647

% GM impact 14% 12% 8%

% NM impact 92% NLP 53%

WaterNSW impact (Year) $243,168 $198,593 $24,219

% GM impact 39% 50% 8%

% NM impact NLP NLP 57%

GM (Year) $299,354 $182,981 $124,916

NM (Year) -$216,702 -$203,783 -$106,503

WaterNSW impact (Year) $8,640 $5,040 $860

% GM impact 3% 3% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $18,135 $10,570 $1,235

% GM impact 6% 6% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $49,376 $28,785 $17,872

% GM impact 16% 16% 14%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $134,509 $114,804 $18,827

% GM impact 45% 63% 15%

% NM impact NLP NLP NLP

GM (Year) $126,703 $81,189 $62,996

NM (Year) -$403,865 -$321,381 -$192,373

WaterNSW impact (Year) $4,455 $2,990 $662

% GM impact 4% 4% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $9,347 $6,269 $926

% GM impact 7% 8% 1%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $25,445 $17,078 $15,006

% GM impact 20% 21% 24%

% NM impact NLP NLP NLP

WaterNSW impact (Year) $69,314 $64,531 $15,592

% GM impact 55% 79% 25%

% NM impact NLP NLP NLP

GM (Year) $0 $0 $0

NM (Year) -$530,568 -$402,570 -$255,370

WaterNSW impact (Year) $1,665 $1,624 $530

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $3,488 $3,402 $720

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $9,492 $9,274 $13,096

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP

WaterNSW impact (Year) $25,850 $31,015 $13,436

% GM impact NLP NLP NLP

% NM impact NLP NLP NLP
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4.3 Rice 

4.3.1 Small farms 

Table 12 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for small representative farms. 

Table 12 Price impacts on rice farm profitability across 100%, 50%, 20% and 0% allocation entitlement – 

small representative farms ($2025/26) 

 

Element Murrumbidgee Murray

Farm size (ha) 100 100

GM (Year) $277,460 $275,024

NM (Year) $139,133 $125,511

WaterNSW impact (Year) $1,904 $1,666

% GM impact 1% 1%

% NM impact 1% 1%

WaterNSW impact (Year) $3,220 $2,450

% GM impact 1% 1%

% NM impact 2% 2%

WaterNSW impact (Year) $14,755 $31,706

% GM impact 5% 12%

% NM impact 11% 25%

WaterNSW impact (Year) $18,982 $33,907

% GM impact 7% 12%

% NM impact 14% 27%

GM (Year) $138,730 $137,512

NM (Year) $403 -$12,001

WaterNSW impact (Year) $1,190 $1,204

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $1,995 $1,729

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $9,929 $25,020

% GM impact 7% 18%

% NM impact NLP NLP

WaterNSW impact (Year) $12,433 $26,358

% GM impact 9% 19%

% NM impact NLP NLP

GM (Year) $55,492 $55,005

NM (Year) -$82,835 -$94,509

WaterNSW impact (Year) $762 $927

% GM impact 1% 2%

% NM impact NLP NLP

WaterNSW impact (Year) $1,260 $1,296

% GM impact 2% 2%

% NM impact NLP NLP

WaterNSW impact (Year) $7,033 $21,009

% GM impact 13% 38%

% NM impact NLP NLP

WaterNSW impact (Year) $8,503 $21,829

% GM impact 15% 40%

% NM impact NLP NLP

GM (Year) $0 $0

NM (Year) -$138,327 -$149,513

WaterNSW impact (Year) $476 $742

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $770 $1,008

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $5,103 $18,335

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $5,883 $18,810

% GM impact NLP NLP

% NM impact NLP NLP
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4.3.2 Average farms 

Table 13 presents the impacts of the four pricing scenarios on farming margins and profitability across all 

modelled valleys and allocation scenarios for average representative farms. 

Table 13 Price impacts on rice farm profitability across 100%, 50%, 20% and 0% allocation entitlement – 

average representative farms ($2025/26) 

 

Element Murrumbidgee Murray

Farm size (ha) 400 400

GM (Year) $1,109,839 $1,100,095

NM (Year) $556,530 $502,042

WaterNSW impact (Year) $7,616 $6,664

% GM impact 1% 1%

% NM impact 1% 1%

WaterNSW impact (Year) $12,880 $9,800

% GM impact 1% 1%

% NM impact 2% 2%

WaterNSW impact (Year) $59,021 $126,825

% GM impact 5% 12%

% NM impact 11% 25%

WaterNSW impact (Year) $75,928 $135,627

% GM impact 7% 12%

% NM impact 14% 27%

GM (Year) $554,920 $550,048

NM (Year) $1,610 -$48,006

WaterNSW impact (Year) $4,760 $4,816

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $7,980 $6,916

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $39,716 $100,082

% GM impact 7% 18%

% NM impact NLP NLP

WaterNSW impact (Year) $49,730 $105,434

% GM impact 9% 19%

% NM impact NLP NLP

GM (Year) $221,968 $118,435

NM (Year) -$331,341 -$479,618

WaterNSW impact (Year) $3,046 $3,707

% GM impact 1% 3%

% NM impact NLP NLP

WaterNSW impact (Year) $5,040 $5,186

% GM impact 2% 4%

% NM impact NLP NLP

WaterNSW impact (Year) $28,133 $84,036

% GM impact 13% 71%

% NM impact NLP NLP

WaterNSW impact (Year) $34,012 $87,317

% GM impact 15% 74%

% NM impact NLP NLP

GM (Year) $0 $0

NM (Year) -$553,309 -$598,053

WaterNSW impact (Year) $1,904 $2,968

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $3,080 $4,032

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $20,411 $73,339

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $23,533 $75,240

% GM impact NLP NLP

% NM impact NLP NLP

0%

Current

5%

10%

15%

FCR

20%

Current

5%

10%

15%

FCR

50%

Current

5%

10%

15%

FCR

Allocation
Price 

Scenario

100%

Current

5%

10%

15%

FCR
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4.4 Dairy 

The dairy farm budget model was updated to reflect current input prices across all modelled scenarios 

and allocations.6 

Table 14 presents the impacts of the four pricing scenarios on farming margins and profitability across 

the north and south coast valleys and allocation scenarios for average representative farms in each 

valley. 

Table 14 Price impacts on dairy farm profitability across 100%, 50%, 20% and 0% allocation entitlement 

– average representative farms ($2025/26) 

 
 

6 https://assets.dairyaustralia.com.au/api/public/content/DFMP-NSW-Annual-Report-2024-25?v=4c52274b (last accessed 15 May 2026). 

Element North Coast South Coast

Farm size (ha) 320 513

GM (Year) $1,054,383 $2,267,381

NM (Year) $204,406 $874,641

WaterNSW impact (Year) $4,667 $9,421

% GM impact 0% 0%

% NM impact 2% 1%

WaterNSW impact (Year) $9,795 $19,760

% GM impact 1% 1%

% NM impact 5% 2%

WaterNSW impact (Year) $29,920 $60,368

% GM impact 3% 3%

% NM impact 15% 7%

WaterNSW impact (Year) $1,450,573 $669,479

% GM impact NLP 30%

% NM impact NLP 77%

GM (Year) $527,192 $1,133,691

NM (Year) -$322,785 -$259,050

WaterNSW impact (Year) $3,136 $6,984

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $6,584 $14,656

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $20,102 $44,776

% GM impact 4% 4%

% NM impact NLP NLP

WaterNSW impact (Year) $1,008,566 $498,957

% GM impact NLP 44%

% NM impact NLP NLP

GM (Year) $210,877 $453,476

NM (Year) -$639,100 -$939,264

WaterNSW impact (Year) $2,218 $5,523

% GM impact 1% 1%

% NM impact NLP NLP

WaterNSW impact (Year) $4,657 $11,594

% GM impact 2% 3%

% NM impact NLP NLP

WaterNSW impact (Year) $14,211 $35,421

% GM impact 7% 8%

% NM impact NLP NLP

WaterNSW impact (Year) $743,363 $396,644

% GM impact NLP 87%

% NM impact NLP NLP

GM (Year) $0 $0

NM (Year) -$849,977 -$1,392,740

WaterNSW impact (Year) $1,605 $4,548

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $3,372 $9,552

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $10,284 $29,184

% GM impact NLP NLP

% NM impact NLP NLP

WaterNSW impact (Year) $566,560 $328,436

% GM impact NLP NLP

% NM impact NLP NLP

0%

Current

5%

10%

15%

FCR

20%

Current

5%

10%

15%

FCR

50%

Current

5%

10%

15%

FCR

Allocation Price Scenario

100%

Current

5%

10%

15%

FCR

https://assets.dairyaustralia.com.au/api/public/content/DFMP-NSW-Annual-Report-2024-25?v=4c52274b
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4.5 Wine 

4.5.1 Small farms 

Table 15 presents the impacts of the four pricing scenarios on farming margins and profitability of wine in 

the Hunter Valley under the 100% allocation scenario for small representative farms. Wine growers in the 

Hunter typically use HSE water and are not expected to be impacted to the same degree from reduced 

allocations as GSE holders. 

Table 15: Price impacts on wine farm profitability across 100% allocation entitlement – small 

representative farms ($2025/26) 

 

4.5.2 Average farms 

Table 16presents the impacts of the four pricing scenarios on farming margins and profitability of wine in 

the Hunter Valley under the 100% allocation scenario for average representative farms. 

Table 16: Price impacts on wine farm profitability across 100% allocation entitlement – average 

representative farms ($2025/26) 

 

Element Hunter

Farm size (ha) 10

GM (Year) $27,205

NM (Year) $7,225

WaterNSW impact (Year) $75

% GM impact 0%

% NM impact 1%

WaterNSW impact (Year) $47

% GM impact 0%

% NM impact 1%

WaterNSW impact (Year) $536

% GM impact 2%

% NM impact 7%

WaterNSW impact (Year) $818

% GM impact 3%

% NM impact 11%

Allocation Price Scenario

100%

Current

5%

10%

15%

FCR

Element Hunter

Farm size (ha) 45

GM (Year) $122,421

NM (Year) $32,510

WaterNSW impact (Year) $336

% GM impact 0%

% NM impact 1%

WaterNSW impact (Year) $346

% GM impact 0%

% NM impact 1%

WaterNSW impact (Year) $2,411

% GM impact 2%

% NM impact 7%

WaterNSW impact (Year) $3,681

% GM impact 3%

% NM impact 11%

Allocation Price Scenario

100%

Current

5%

10%

15%

FCR
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4.6 Discussion  

As discussed in Section 3.2.2, reduced water allocations will significantly affect farm profitability across 

all commodities and valleys. Under Scenario 3 (5%) and Scenario 4 (10%) the impacts of the proposed 

WaterNSW increases are reduced compared to Scenario 1 (15%) and Scenario 2 (FCR) that were 

modelled in the Main Report. 

4.6.1 Cotton  

The modelled impacts of a 5% or 10% WaterNSW price increase reduces the impacts on cotton 

irrigators compared to Scenario 1 (15%) and Scenario 2 (FCR). The higher proposed WaterNSW price 

increases materially compress cotton profitability as water allocation reduces, particularly at the net 

margin level. This will reduce financial resilience in the valleys that require more irrigation. Impacts are 

less under Scenario 3 (5%) and Scenario 4 (10%). 

As water allocation reduces, the GM and NM will decline across all valleys with the highest impacts 

occurring in the Namoi and the Lachlan, and with the Murrumbidgee being the least affected. Despite 

this, cotton remains profitable on a NM basis with a 50% water allocation across the 5%, 10% and 15% 

scenarios, except in the Namoi and Lachlan. Impacts will be material on a GM basis, but not structural. 

Under FCR all valleys will be negative.  

At a 20% allocation, all valleys become NM negative. For larger farms, a similar outcome is observed. 

Both small and average sized representative farms will see the WaterNSW price increases compress 

operating returns but not eliminate their entire GM. Cotton farming enterprises historically make strong 

returns in good seasons and consecutive dry seasons leaves them extremely vulnerable. At 0% 

allocation all valleys will suffer severe financial losses as expected. 

4.6.2 Lucerne 

The modelled impacts of a 5% or 10% WaterNSW price increase reduces the impacts on irrigators 

compared to Scenario 1 (15%) and Scenario 2 (FCR). But lucerne irrigators are already extremely 

vulnerable and any increase to their cost base will only further exacerbate their situation, irrelevant of the 

location. The Peel Valley will be the most impacted, followed by the Lachlan and then the Murray. 

Lucerne is the most affected commodity from both WaterNSW prices increases and any reductions in 

water allocations, due to its low margins (as documented previously in Section 4.2.1 of the Main Report). 

Under a 100% water allocation, lucerne producers across all valleys and all price scenarios are already 

extremely vulnerable. Under a 50% water allocation and beyond all valleys are unprofitable on a NM 

basis. From the GM perspective, under the 50% water allocation lucerne remains marginally positive 

across all WaterNSW Scenarios, but modelled results indicate that the incentive for irrigators to produce 

crops is extremely low. Outcomes deteriorate further under the 20% and 0% water allocation as 

expected. 

4.6.3 Rice 

The modelled impacts of a 5% or 10% WaterNSW price increase reduces the impacts on rice irrigators 

compared to Scenario 1 (15%) and Scenario 2 (FCR) modelled in the Main Report. Rice remains an 

opportunistic crop for most growers and growing outcomes are very much dependent on seasonal water 

allocations, temporary water prices and expected financial returns. Typically rice growers will expand 

their area of production when there is high GSE allocations and low water prices. And then sharply 
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reduce or cease rice production in dry years, when water is scarce or expensive. Growers will switch to 

lower water use crops (e.g. wheat, barley, canola etc) or dry land farming options. This flexibility is one of 

the defining features of the southern Murray–Darling Basin irrigation economy. 

The results of the modelling at lower allocation levels are not unexpected, with NMs eroded at the 50% 

water allocation level and then worsening beyond this. GMs remain positive at the 20% water allocation 

level with the impact of the WaterNSW price increases eroding margins as the scenarios increase. 

Ricardo would not expect significant amounts of rice to be grown under these lower water allocations.  

4.6.4 Dairy  

The proposed WaterNSW increases have a relatively smaller impact on dairy GMs under the 5%, 10% 

and 15% price scenarios at 50% and 20% water allocation levels (with a maximum impact of 8%). 

However, NMs are more severely affected, turning negative at the 50% allocation across all price 

increase scenarios.  

At a 20% water allocation, profitability declines sharply. GMs remain marginally positive under current 

conditions but fall substantially relative to the 100% allocation scenario. NMs are strongly negative 

across both regions and all pricing scenarios, demonstrating that dairy enterprises become financially 

unviable at very low water availability levels. 

Overall, the modelling demonstrates that: 

• water allocation levels are the primary driver of dairy farm profitability 

• reductions in allocations have a much larger effect on profitability than moderate WaterNSW price 

increases alone except the FCR scenario 

• net margins are considerably more sensitive than gross margins to increases in fixed water charges  

• under low allocation environments, additional fixed cost increases can materially worsen already 

negative financial outcomes. 

 

A caveat should be noted for dairy farming enterprises, where proportional reductions in production in 

response to lower water allocations are often not feasible. In practice, dairy enterprises are more likely to 

maintain herd and milk production levels by purchasing additional feed from external sources, resulting 

in higher operating costs, rather than an equivalent reduction in output. 

4.6.5 Wine  

Wine grape growers that rely on HSE would generally not expect their water allocations to be 

significantly reduced, because HSE are specifically designed to provide a very reliable supply of water, 

even during dry periods. Permanent horticultural industries such as wine grapes, depend on this 

reliability because the vines represent long-term capital investments that cannot easily be fallowed or 

turned off in dry years. Unlike annual crops such as rice or cotton, wine grape growers cannot simply 

cease irrigation for a season without risking long-term damage to vine health, yield and fruit quality. 

As a result, wine grape growers typically purchase HSE specifically to reduce exposure to allocation risk. 

Historically, HSE allocations in the Hunter Valley have historically provided a very high level of reliability 

and have only rarely experienced allocation reductions, remaining close to 100% in most years, including 

during relatively dry conditions.  
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The Hunter system is relatively reliable because: 

• it has comparatively high rainfall compared to the southern and inland systems  

• large storages (Glenbawn and Glennies Creek),  

• lower irrigation demand than the Murray–Darling Basin systems 

• significant industrial and town water priorities built into the system. 

For these reasons, Ricardo has not completed any additional modelling for this commodity. Ricardo 

would expect the conclusions drawn in the Main Report to remain consistent but with a less severe 

impact from the reduced pricing scenarios of 5% and 10% compared to the 15% and FCR modelled in 

the Main Report. 

Growing winegrapes in the Hunter is a challenge already. Whilst these price increases will not help their 

bottom line, water remains a relatively small component of their cost base and these increases should 

not have a material impact on their profitability. But they will add further pressure to an already struggling 

industry. Profitability outcomes are typically stronger for businesses that are vertically integrated, 

particularly those with on-site processing facilities and established cellar door operations, as they 

capture value across both production and downstream sales channels. 
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5. Conclusions and cross references to the 
Main Report 

This supplementary report has addressed the substantive issues raised by NSW irrigation stakeholders in 

response to the Main Report published on 11 March 2026. The following table summarises the issues 

raised and the primary cross-references to the Main Report where relevant analysis was already 

presented. Table 17 summarises the issues and cross-references to the Main Report. 

Table 17 Summary of stakeholder issues and cross-references to the Main Report 

Issue Primary cross-reference 

Variability in farm performance Main Report Section 2.10 (Limitations); Section 3 of this report 

Water allocation sensitivity and dry year 

sequences 

Main Report Sections 2.5, 2.10; Section 3.2 of this report; additional 

modelling (Section 4) 

Farm debt and financial stress Main Report Sections 2.10, 4.1; Section 3.3 of this report 

Input cost volatility (fuel, fertiliser) Main Report Section 2.9; Section 3.4 of this report 

Water entitlement price impacts Main Report Section 4.1; Section 3.5 of this report 

Irrigation Corporation viability Main Report Section 4.6; Section 3.6 of this report 

Coastal system vulnerabilities Main Report Sections 3.4.7 and 4.6; Section 3.7 of this report 

 

Across all the issues raised, Ricardo’s position remains consistent with the findings of the Main Report 

that: 

• the modelling provides a useful and transparent analytical basis for IPART’s consideration of the 

farm-level financial impacts of the proposed WaterNSW price increases  

• the findings demonstrate that both Scenario 1 and Scenario 2 would materially reduce farm 

profitability, particularly for water-intensive, lower-value commodities in the inland valleys and in the 

coastal systems 

• structural barriers to farm adjustment mean that higher water charges are more likely to accelerate 

farm exit and consolidation than to drive a transition to higher-value commodities. 

The new modelling shows that: 

• The lower price increase scenarios of 5% and 10% per annum (in real terms) result in more 

moderate profitability impacts across all commodities modelled, although enterprises already 

operating under financial pressure remain vulnerable.  

• New modelling of lower water allocation scenarios shows that commodities such as lucerne, which 

are already highly exposed to changes in water availability and irrigation costs, become 

increasingly financially vulnerable as allocations decline. Reduced allocations constrain production 

volumes and pasture yields while many operating and overhead costs remain fixed, placing 

significant pressure on farm profitability.  

• The financial implications for farmers can be substantial. As allocations decline, net margins can 

quickly become negative once fixed costs such as machinery, farm financing and water 

infrastructure charges are taken into account. This reduces cash flow, weakens farm resilience and 
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limits the capacity of businesses to absorb additional cost increases like the WaterNSW price 

increases. Prolonged periods of low allocations may also result in reduced on-farm investment, 

increased debt levels, deferred maintenance and lower regional economic activity. For some 

producers, particularly smaller or less diversified operations, persistent low allocation conditions 

may challenge the long-term viability of the enterprise and increase reliance on off-farm income, 

water trading or enterprise restructuring to remain financially sustainable. 

• The modelling demonstrates that recent increases in transport, fuel and fertiliser costs further 

exacerbate the financial pressures facing farming enterprises that are already operating under 

constrained profitability conditions. If sustained over the longer term, these pricing conditions could 

undermine the economic viability of sections of the irrigation industry, particularly enterprises 

already exposed to low margins and high-water dependence.  

The feedback from stakeholders reinforces the importance of a number of qualifications to Ricardo’s initial 

findings:  

• financial impacts will be more severe for financially stressed and debt-leveraged farms 

• current input price volatility is likely to be placing significant pressure on farm businesses above and 

beyond what has been included in the modelling and the persistence of higher input costs will be 

important in determining long term financial and adjustment outcomes  

• multiple dry year sequences will amplify the financial and adjustment pressures of higher WaterNSW 

prices 

• higher WaterNSW prices will likely reduce entitlement prices and the extent of this could influence 

adjustment outcomes and flow on impacts on the viability of Irrigation Corporations in New South 

Wales.  

Ricardo trusts that this supplementary report provides IPART with a useful complement to the Main Report 

and assists in its regulatory determination. 
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Ricardo, a member of WSP, is a global engineering, environmental, and strategic consultancy that 
delivers sustainable, high-impact solutions across transport, energy, and environmental sectors. 
Operating in over 20 countries with more than 3,000 specialists, Ricardo supports over 750 clients 
annually, including governments, infrastructure operators, and multinational organisations. The company 
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Ricardo’s Australian Water and Environment team provides technical and strategic expertise in water 
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team supports clients across Australia—including governments, utilities, and industry—on high-profile 
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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.  
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has protected Country and allowed First Nations spirituality, culture and kinship to 
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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. 

Left: Artwork by Eastern Arrernte artist Scott ‘Rusted Tin’ Rathman 

 

Ricardo's commitment to reconciliation is outlined in our Reflect Reconciliation Action Plan, endorsed by 

Reconciliation Australia, which guides our efforts to build respectful relationships and create meaningful 

opportunities with Aboriginal and Torres Strait Islander communities. 

  

https://www.ricardo.com/en/news-and-insights/campaigns/reconciliation-action-plan
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