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Review scope

We want to know what you think about the
Hunter Water operating licence

Hunter Water Corporation (Hunter Water) is a natural-monopoly essential services provider to
over 600 000 customers in the Lower Hunter region in NSW. Hunter Water provides drinking
water, wastewater and recycled water services, and stormwater management to its customers. In
the absence of competition, regulation and licensing are important to drive positive outcomes for
customers and consumers.

The 2022-2027 Hunter Water operating licence (Licence) authorises Hunter Water to operate
under terms and conditions which address the safety and quality of products and services, the
protection of public health, and the availability of essential services. The Licence also authorises
the transfer of water between its area of operations and the Central Coast Council local
government area, in accordance with the Hunter/Central Coast Pipeline Agreement.

Hunter Water's prices are regulated through a separate price determination process, also
undertaken by IPART. Price regulation, combined with licensing, protects customers from
excessive (monopoly) prices.

11 About our review

The Licence will expire on 30 June 2027 and contemplates an end-of-term review prior to its
expiry.r Under the Hunter Water Act 1991, IPART is responsible for making recommendations to
the portfolio Minister with respect to granting of a licence, including appropriate terms and
conditions.? Our review of the Hunter Water Licence (Review) seeks to understand if the
obligations continue to be fit-for-purpose and to explore issues that have arisen during the
Licence term which impact its effectiveness. \Where we identify gaps or issues as part of our
Review, we may recommend changes to the Licence to address them.

We will make our recommendation on the terms and conditions of a new operating licence to the
Minister for Water. If the Minister accepts our recommendations, she will endorse the new
operating licence for approval by the Governor of NSW.

111 Our Review also includes the Customer Contract and Reporting Manual

The Licence is supported by a Customer Contract and Reporting Manual.

The Customer Contract sets out the rights and obligations of Hunter Water's customers and
forms part of the Licence.3 IPART has a responsibility to recommend the terms and conditions of
the Customer Contract to the Minister as part of our Review.
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The Reporting Manual (manual) is an IPART document that sets out Hunter Water's reporting
obligations under the licence. It enables us to monitor Hunter Water's compliance with its
obligations in a transparent way. We do not make recommendations on the manual as part of our
Review process. However, given the manual supports the operating licence, we will provide a
draft manual to the Minister at the same time we provide our draft licence recommendations.

We will make the draft Customer Contract and Reporting Manual available for public comment at
the same time as the draft licence.

112 The Review follows our 2025-30 Hunter Water pricing determination

In June 2025, we completed our review of Hunter Water's prices for the 2025-30 period.> That
determination set the maximum prices that Hunter Water can charge customers with the
objective that customers only pay the efficient costs of providing services.

The Licence and price determination are complementary. The Licence sets minimum
requirements to protect customers, public health and service quality. Price regulation then
determines how much Hunter Water can recover from its customers, while allowing scope for the
utility to propose improved services or standards where customers value and are willing to pay
for them.

In preparation for the 2025-30 pricing review, Hunter Water engaged with its customers to
understand customer preferences, priorities and their willingness to pay. This engagement
informed the services and investments included in Hunter Water's proposal. We consider that the
outcomes of that engagement are also relevant to this Review. Hunter Water's customer
engagement confirmed that the existing performance standards appropriately address the
aspects of service most important to its customers.®

We understand that Hunter Water's customers generally agree with the performance standards
set out in the Licence, and the level of service being provided. Given this, we do not propose
changes to the performance standards as part of this Review unless we receive stakeholder
feedback that identifies issues with the current standards. We have also asked Hunter Water to
revisit and verify the engineering cost estimates and the resultant cost-benefit analysis during this
Review to inform our approach to considering performance standards in this Review.

1.2 We value your input and want to hear from you

This paper provides you with an opportunity to submit feedback on the terms and conditions in
the Licence. It also provides an opportunity to raise any issues or areas of concern which have
arisen over the term of the Licence.P This paper poses 20 questions which seek to understand if
changes are required to improve the Licence.©

@ Hunter Water's customer engagement commenced in 2022. The findings of that engagement were confirmed in
2025 by the newly established Community Committee.

P Under clause 3 of the Licence, the Licence term is 1 July 2022 to 30 June 2027.
¢ The full list of questions is available in Chapter 5 of this paper.
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Stakeholder consultation is an important part of our review process as it enables us to understand
customer, consumer and other stakeholder views. Your input is important and will help us
determine what changes we recommend as part of the Review.

We invite all interested parties to make a submission to this paper by responding to questions
posed in this paper or raising other considerations relevant to the Review.¢ Public submissions are
due by 4 September 2026. We will publish all submissions on our website.®

Hunter Water's submission to the paper is due earlier, by 25 August 2026. We will publish
Hunter Water's submission on our website to allow other stakeholders to consider Hunter \Water's
position in formulating their responses to the paper.

Have your say

Your input is valuable to our Review process. Make a submission »

You can be involved by making a submission in Subscribe to IPART »
response to this paper.

You will have multiple opportunities to provide input to the Review. Our public consultation
process starts with this issues paper. We encourage you to include examples, evidence and data
in your submission to enable us to gain a comprehensive understanding of your views. Next, we
will publish a draft licence, customer contract, reporting manual and associated report (draft
licence package). We will seek stakeholder feedback on the draft licence package to inform our
final recommendations to the Minister. Finally, we will hold a public hearing. The public hearing is
an opportunity for stakeholders and members of the public to provide feedback on the Review
directly to the Tribunal and IPART Secretariat.

1.3 Next steps

We will release a draft licence package for public consultation in November 2026. This will
include a draft licence, draft customer contract and draft reporting manual. It will also include a
report setting out our proposed changes to the documents. We will hold an online public hearing
in February 2027 and consultation on the draft licence package will close in February 2027.

We intend to provide our recommendation for a new licence and customer contract to the
Minister in April 2027. This will allow a new licence to commence on 1 July 2027. Figure 2.1 sets
out the Review timeline.

4 Your submission may address some, or all questions posed in this issues paper.

¢ We look forward to receiving your submission to the review process. For more information on our submission policy,
how to make a submission, and how to manage commercially sensitive information in your submission, please refer to
our submission policy on our website.
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Figure 2.1 Our timeline for this Review
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If you would like to be notified when relevant material is released, you can subscribe to receive

updates from IPART.
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2 Review scope

The Hunter Water operating licence is a mature operating licence. The 2022-2027 licence is
Hunter Water's seventh licence since its formation in 1991 We completed our last
comprehensive review of the operating licence in 2022. That review resulted in new or
significantly changed requirements related to water conservation and water planning, water
quality and service interruption performance standards, relevant management systems,
customer protections, stakeholder cooperation, information and services for competitors, and
performance monitoring and reporting. Our preliminary view is that the Licence now strikes an
appropriate balance between customer protections and regulatory burden and provides
sufficient regulatory oversight without imposing unnecessary compliance costs on Hunter Water
and its customers.

We do not propose to review all Licence obligations for this Review. Instead, we will consider if
the operating licence requires any further changes as a result of changes to the regulatory
landscape and operating environment since our last review. In identifying issues to be considered
for this Review, we have looked at Hunter Water's Licence compliance over the licence term,
identified emerging risks and changes to relevant government policy that should be considered
further, and revisited issues identified in more recent public water utility licence reviews.

We will also consider stakeholder feedback during the review. \Where we identify new issues or
new concerns with existing obligations we will consider whether further changes are required.

We will seek your feedback throughout specific points in the process to ensure our review is
targeted, relevant and makes best use of stakeholder and customer time to inform our decisions
(refer Figure 2.1).

2.1  Hunter Water has demonstrated good compliance with its
Licence obligations

Our Review process includes consideration of Hunter Water's compliance with the current
requirements of its Licence.” This helps us to understand any issues that have arisen during the
Licence term. For example, we may consider how obligations should change, that is,
lessened/removed in the case of strong compliance, or tightened/added in response to poor
compliance.

We have not identified any significant issues, areas of complaint or significant non-compliance
during the Licence term.® We consider the Licence is working as expected and therefore do not
propose broad or structural changes to the Licence to address compliance issues unless we
identify additional, relevant compliance issues throughout the Review.

f We set out Hunter Water's compliance against its Licence requirements in our annual compliance reports to the

Minister. The reports are available on our website.
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2.2 Outcomes of our 2023-24 reviews of Sydney Water and
WaterNSW's operating licences are relevant to this Review

In 2023-24, we reviewed the 2017-2024 Sydney Water operating licence and

2022-2024 Water NSW operating licence.? During those reviews, we identified 2 key issues that
we consider are relevant to Hunter Water. These issues relate to climate change and information
for tenants. Our preliminary position on these issues generally remains unchanged. However, the
broader regulatory environment has changed in relation to climate change reporting and we have
adapted our proposed approach as explained in section 4.5, below.

2.3 The Review does not seek to change performance standards

The Act requires that the Hunter Water operating licence include quality and performance
standards.” In general, performance standards define the minimum levels of service that a utility
must meet to satisfy certain regulatory requirements or provide customers with certainty about
the level of service they can expect to receive. While Hunter Water's current performance
standards specify target levels of service, they do not prescribe how the utility must achieve the
outcomes or limit the utility from providing a greater level of service if this aligns with its
customer's preferences. This allows Hunter Water to adapt its systems and processes to varying
local circumstances.

The Licence includes 2 types of quality and performance standards which Hunter Water
must meet:

o water quality standards - this is addressed under Part 3 of the Licence, through obligations
for Hunter Water to maintain and implement drinking and recycled water quality
management systems

e system performance standards - this is addressed under Part 4 of the Licence, under which
Hunter Water must meet standards for water continuity, water pressure and dry weather
overflows for wastewater.

We are not proposing changes to the performance standards as part of this Review unless we
receive stakeholder feedback that identifies issues with the current standards. This is because
we understand that Hunter Water's customers generally agree with the performance standards
set out in the Licence, and the level of service being provided.® Therefore, instead of reviewing
the performance standards and targets set out in the Licence as part of this Review, we propose
to require Hunter Water to:

e Monitor for new engineering insights or data models that may improve our understanding of
the relationship between required expenditure and the existing performance standards. If
relevant information becomes available during the Review period, Hunter Water should
update its previous cost-benefit analysis (CBA) to inform its submissions into the Review.

e Continue to undertake stakeholder consultation to understand its customer’s views,
preferences and willingness to pay. We expect to explore this as part of the next price
determination.

9 We refer to the reviews as the Sydney Water licence review and the WaterNSW licence review in this issues paper.
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3 Our Review will be guided by 5 principles

We have developed 5 principles to guide our decisions. The principles will help ensure that our
recommendations to the Minister are targeted, clear, minimise regulatory burden on Hunter
Water, and support effective enforcement.

Review principles

Set minimum Support efficiency Focus on outcomes
requirements to protect

i We will remove redundancy. Where appropriate, we will
customers, community align licence obligations recommend outcomes-focused
and the environment with other regulatory obligations to allow Hunter Water
‘ i requirements and consider to meet outcomesin a
We will balance the requirement costs and benefits when cost-efficient way.
to provide services with the need recommending changes.

for fair prices for customers.

4 s [

Draft clear and Recognise changes to the
enforceable obligations operating environment
We will ensure that licence conditions We will consider changes to relevant
are clear and enforceable so we can hold policies and frameworks since the most
Hunter Water to account. recent Hunter Water, Sydney Water and

WaterNSW Licence reviews (as relevant).to
meet outcomes in a cost-efficient way.

31 We will consider the costs and benefits of significant changes to
the Licence

Consistent with the principles for this Review, we will seek to minimise significant changes to the
Licence if the costs to customers cannot be justified. Where we consider proposing a significant
change to the Licence (i.e. introducing a new obligation, removing or materially changing an
existing obligation), we will seek to understand the costs and benefits of each change to
determine if they result in a net benefit.
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To do this, we will consider costs and benefits, usually in the form of a cost-benefit analysis (CBA)
for any new or significantly changed licence obligations. Where data is available, we will consider
the quantitative costs and benefits of changed obligations. However, where relevant data is not
available or cannot be reasonably obtained, we will undertake a qualitative analysis or rely on the
CBA findings from relevant past end-of-term licence reviews with appropriate adaptations." The
CBA will inform if our recommended changes provide a net benefit to customers. We summarise
our approach to the CBA in Box 3.1

Box 3.1 Our approach to cost-benefit analysis (CBA)

An operating licence best serves the people of NSW when each condition adds
value to the overall licence. CBA is a method of testing the value of a condition.

Defining the factual and counterfactual scenarios

To perform a cost-benefit analysis we compare 2 situations:

1. aproposed licence condition in force (we call this the factual scenario)
2. the present state or the ‘status quo' (we call this the counterfactual scenario).

For example, the factual scenario may be the introduction of new water quality
standards. In this scenario, the counterfactual would be to maintain the existing
standards.

Comparing benefits and costs

\Xe compare the costs and social benefits between the factual and counterfactual
scenarios. Ultimately, all costs are borne by either water customers or taxpayers and
can include:

e activity costs
e costs of foregone opportunities
e compliance and enforcement costs.

Social benefits include net financial benefits to NSW as a whole, but importantly they
also include non-financial benefits, which could include:

e avoidance of health and safety risks from contaminated water
e avoidance of inconvenience from disrupted or poor-quality services

e ahealthy environment

" We consider that Sydney Water's operating licence provides a similar comparison to Hunter Water's operating licence
and operational context.
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Box 3.1 Our approach to cost-benefit analysis (CBA)

e resilience to extreme weather events.

Some benefits are difficult to measure, especially when they are not monetary
benefits. Where we can measure both costs and benefits, we compare them to
understand if a change is worthwhile and delivers net benefit to customers. If
benefits or costs cannot be quantified, we will consider the qualitative benefits and

Costs.

Hunter Water 2022-2027 operating licence end-of-term review Page |13



Issues

4 Issues

This section of the issues paper identifies focus areas for the Review.

41  Summary of the issues raised in this paper
This issues paper outlines key matters we are considering in our Review. The paper explores if:

1. the Licence objectives should better reflect long-term outcomes (section 4.2)
2. we should recommend public health protections related to fluoridation (section 4.3)

3. we should recommend explicit First Nations engagement requirements, and if we should
make targeted changes to the customer contract and tenant protections (section 4.4)

4. the Licence can better support Hunter Water's management of climate-related risks
(section 4.5)

5. the Licence obligations requiring collaboration with other agencies and stakeholders are
adequate (section 4.6)

6. the requirements for Hunter Water to negotiate in ‘good faith' with competitors can be made
clearer and more auditable (section 4.7)

7. the Licence obligations for management systems continue to provide a net benefit
(section 4.8).

4.2 Licence objectives

Any licence, or regulatory instrument, should clearly set out its objectives to help describe and
clarify the outcomes that the instrument seeks to achieve. For an operating licence, the licence
objectives set the overarching purpose of the licence and provides readers with context and a
framework for interpretation of obligations, including how they are intended to work in practice.!
Clause 1.1 of the Licence sets out the current operating licence objectives (refer Box 4.1).

' For example, an auditor may refer to the licence objectives to determine if Hunter Water's actions are consistent with
the intended outcomes of the licence when testing compliance with the licence, where a compliance finding is not
immediately clear.
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Box 4.1 Objectives of the Licence

1. The objectives of this Licence are to:

a. authorise and require Hunter Water, within its Area of Operations, to provide,
construct, operate, manage and maintain efficient, co-ordinated and
commercially viable systems and services for:

i supplying, in a manner that is resilient, reliable, equitable and sustainable,
water that is healthy and high quality;

i providing sewerage and drainage services that support community
health and a sustainable environment;

i disposing of Wastewater and supporting the sustainable treatment and
utilisation of Wastewater; and

iv. planning, investing and operating its system in the long-term interests of
its Customers, Consumers and community; and

b. set efficient and effective terms and conditions, including quality and
performance standards, that Hunter Water must meet when supplying or
providing services in a way that:

i supports its principal objectives under the State Owned Corporations Act
1989 (NSW) to:

A. be a successful business;

B. have regard to the interests of the community in which it operates;

C. comply with principles of ecologically sustainable development; and
D

in its operations, exhibit a sense of responsibility towards regional
development and decentralisation; and
i does not prevent or hinder competition.
Source: Clause 1(1) of the Licence.

Note: ‘Area of Operations', "Wastewater', ‘Customers’ and ‘Consumers' are defined terms under the
Licence.

In previous reviews of public water utility licences, we have generally sought to align licence
objectives with each utility's principal objectives under its relevant legislation (primarily its

governing Act and corresponding Regulation). The Hunter Water Act 1991 does not explicitly set

out Hunter Water's objectives. However, Hunter Water is a State Owned Corporation and is
subject to the State Owned Corporations Act 1989 (SOC Act). The SOC Act objectives require
Hunter Water to:®

e operate a successful business

o consider the interests of the community in which it operates

o follow the principles of ecologically sustainable development

e actresponsibly in supporting regional development and decentralisation.

The SOC Act objectives are reflected in clause 1.1(b)(i) of the Licence (see Box 4.1).
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421 Intergenerational equity

Intergenerational equity is about making decisions today that do not unfairly shift costs or risks
onto future generations. In the context of Hunter Water, this means considering if current
decisions support reliable, sustainable and affordable services over the longer-term.

The Licence does not expressly refer to intergenerational equity. This Review provides an
opportunity to consider if the operating licence objectives should be updated to better reflect
long-term community and government expectations, including the need to consider future
generations when making decisions under the licence.

4.2.2 Climate change risks and actions

During our 2023-24 reviews of the Sydney Water and WaterNSW operating licences, we
considered if those licences should include explicit climate change objectives to provide greater
clarity and establish clear expectations around Sydney Water and WaterNSW's climate change
obligations under their respective operating licences. We concluded that explicit climate change
objectives would clarify public and government expectations on the utilities to undertake
activities in a manner that considers the impacts of climate change and equity between the
generations. Our view is that these changes were well supported for Sydney Water and
WaterNSW and we should consider similar changes for Hunter Water's licence.

Relevant considerations from the Sydney Water and WaterNSW licence reviews

During our 2023-24 review of the Sydney Water and WaterNSW licences, we recommended
amending licence objectives for both utilities to more clearly define public and government
expectations on those utilities. Specifically, we recommended changes to:

e more closely align the operating licence objectives with principal functions under each
utility's Act and the State Owned Corporations Act 1989

e provide greater certainty and establish clear expectations for the utilities to consider
sustainability of their services, and climate change risks and actions by conducting activities
in a manner that:

— s efficient, resilient, reliable, sustainable and equitable when providing services
— supports the long-term interests of customers, consumers and communities

— considers the impact of their activities on the environment

— considers the impacts of climate change

— considers equity within and between generations, to be able to continue to supply
services into the future

o clarify that the utilities must consider the licence objectives when doing anything authorised
or required by the licence.

Our preliminary position is that there may be benefit in including explicit objectives related to
intergenerational equity and climate change in the Hunter Water operating licence. This is
consistent with our approach to the Sydney Water and WaterNSW licence reviews.
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We seek your input

1. What are your views on updating the licence objectives to include
intergenerational equity? Please describe any benefits or practical barriers to
implementing or applying intergenerational equity-related objectives.

2. What role, if any, should climate change play in the licence objectives? Please
describe any benefits, risks or implementation considerations.

4.3 Public health protections - fluoridation

Fluoridation of drinking water provides public health benefit by reducing the risk of tooth decay.
While this provides a public health benefit, it addresses different risks than those posed by
contaminants such as viruses or bacteria, which can cause serious waterborne disease. If fluoride
levels are too high or too low, there may be some health impacts. However, these risks are
generally lower than those linked to contamination from viruses or bacteria. This means
fluoridation is typically considered a lower-risk aspect of water quality compared to managing
microbial contamination.

In NSW/, fluoridation is governed under the Fluoridation of Public Water Supplies Act 1957
(Fluoridation Act), Fluoridation of Public Water Supplies Regulation 2022 (Fluoridation Regulation)
and the 2018 New South Wales Code of Practice for Fluoridation of Public Water Supplies
(Fluoridation Code). Hunter Water may fluoridate its drinking water supplies with the approval of
NSW Health. Where it does so, Hunter Water must comply with the Fluoridation Code.*® Further,
under its reporting manual, Hunter Water must also provide a fluoridation monitoring monthly
report to NSW Health.*

During our previous review of Hunter Water's operating licence, we considered if the licence
should include explicit obligations requiring compliance with fluoridation requirements. Our
review concluded that the Licence should not specify compliance with the Fluoridation Code as it
duplicates requirements already captured through Hunter Water's drinking water quality
management system (DWQMS). Under the Licence, Hunter Water must maintain and implement
a DWQMS. Fluoridation performance and application of the Fluoridation Code can be assessed
through our operational audit of the DWQMS.
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Relevant considerations from the Sydney Water and WaterNSW licence reviews

During our 2023-24 review of the Sydney Water and WaterNSW licences, we reached a different
conclusion and recommended including obligations requiring both utilities to comply with the
Fluoridation CodeJ Early in our review of Sydney Water's operating licence, we considered if the
obligation could be removed, on the basis that it duplicated NSW fluoridation legislation.
However, we found that the legislation did not explicitly require compliance with all parts of the
Fluoridation Code and concluded that removal of the obligation could result in a regulatory gap.
NSW Health also advised that recent fluoridation approvals to other utilities included
requirements to comply with the Fluoridation Code and we concluded that it was appropriate for
similar requirements to apply to Sydney Water.

Hunter Water's Licence does not explicitly require it to comply with the Fluoridation Code.
However our experience from the Sydney Water and WaterNSW reviews highlights the potential
risk for regulatory gaps or ambiguity, which we consider relevant to this review.

Relevant considerations from the 2025 WaterNSW operational audit

During the 2025 audit of WaterNSW's compliance with its 2024-2028 operating licence, we
identified challenges in assessing compliance against the Fluoridation Code. Specifically, there
were differing interpretations of what compliance with the code requires in practice creating
uncertainty about how the obligation should be assessed and enforced, highlighting the
compliance risk associated with obligations that rely on interpretation of a secondary ‘Code’. This
reduces the effectiveness of the obligation and creates uncertainty for both the water utility and
regulators.

Our preliminary position is that there is benefit in the Hunter Water operating licence
requiring compliance with the Fluoridation Code. However, we consider that there could also
be benefit in NSW Health reviewing the code to avoid misunderstandings or incorrect
interpretation of the requirements under the code and support any new licence obligation to
achieve the objectives.

We seek your input
3. What are your views on whether the licence should explicitly require Hunter

Water to comply with the Fluoridation Code? Please explain reasons for your
response including any practical implications.

I WaterNSW is only required to apply the code to water supplied via its Fish River Water Supply Scheme.
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4.4 Hunter Water's obligations to its customers

4.41 Engagement with First Nations people

While the Licence does not explicitly require Hunter Water to engage with First Nations people,
we understand that Hunter Water aims to engage with First Nations/Aboriginal and/or Torres
Strait Islander communities in its area of operations. Hunter WWater's Community Engagement
Strategy identifies that First Nations peoples make up 6% of its customer base.*? In addition, the
strategy identifies the importance of tailored engagement to build relationships and engage in
meaningful discussions with First Nations stakeholders and to support positive social and
economic outcomes.

Hunter Water is also expected to engage with representative stakeholders via its Stakeholder
Advisory Forum (SAF).X The SAF is intended to support Hunter Water's stakeholder engagement
obligations under clause 29 of the Licence and allow for consultation with a range of
stakeholders, including First Nations representative(s).*3

We do not have a preliminary position about whether there is benefit in including
requirements for Hunter Water to engage with First Nations stakeholders in the Licence and
seek your feedback on the issue.

We seek your input

4. What are your views on whether the licence should include requirements for
Hunter Water to engage with First Nations people? What benefits, risks or
challenges should we consider around the inclusion of such requirements?

4.4.2 Customer contract

The terms and conditions of Hunter Water's Customer Contract must be set out in the operating
licence.* The Customer Contract establishes the rights and obligations for Hunter Water and its
customers, and provides an important mechanism for customer protection. It covers matters
related to service provision, billing arrangements, complaints handling and compensation. These
provisions seek to provide customers with consistent services and ensure appropriate protections
where Hunter Water does not meet its service standards.

Our Review will consider if the current provisions of the Customer Contract continue to provide
clear and effective protections for customers. \We will also consider if changes are required to
address issues identified during the Licence term. For example, some parts of the Customer
Contract may not clearly define Hunter Water's responsibilities in practice (e.g. responsibilities
related to dual reticulation for recycled water schemes and Hunter Water's authority to access
customer meters). This may create uncertainty for both Hunter Water and its
customers/consumers and limit the effectiveness of the protections provided under the Licence.

K The Stakeholder Advisory Forum was previously known as the Customer and Community Advisory Group (CCAG).
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Our preliminary position is that there may be benefit in making targeted changes to the
Customer Contract to clarify Hunter Water's responsibilities to its customers. This includes
clarifying Hunter Water's responsibilities around dual reticulation recycled water schemes and its
legal authority to access meters, including removing obstructions and recovering incurred costs.
These changes seek to improve clarity and operation of the Customer Contract without materially
impacting the level of customer protection it provides.'

Rebates

The Licence includes quality and system performance standards in relation to water quality,*
water continuity, water pressure and dry weather wastewater overflows onto private properties.*
These standards define the level of service that Hunter Water must provide its customers.

The Customer Contract supports these standards by requiring Hunter Water to provide rebates
where certain service standards are not met (i.e. due to service failure). The rebates are an
important mechanism to compensate customers for inconvenience and incentivise Hunter Water
to meet target service levels. Rebates, under the Customer Contract, apply in specific
circumstances - these are set out in Table 4.1, below.

Table 4.1 Rebates in Hunter Water's Customer Contract

Category Conditions

Unplanned interruptions If you experience an unplanned interruption to your drinking water service (not
including your recycled water service) of over 5 hours in duration due to a failure of our
water infrastructure, a rebate of 20 kilolitres will be applied to the water usage
component of your next bill, at the price set by IPART. You will receive this rebate for
each of the first and second events that you experience in a financial year.

If you experience 3 or more unplanned interruptions to your drinking water service
(not including your recycled water service) in a financial year due to a failure of our
water infrastructure, each exceeding 5 hours in duration, a rebate of 32 kilolitres will be
applied to the water usage component of your next bill. You will receive this rebate for
the third event that you experience in a financial year. (You will not receive any rebate
under this clause for a fourth or subsequent event.)

Planned interruptions If you experience 3 or more planned interruptions to your drinking water service (not
including your recycled water service) in a financial year, each exceeding 5 hours in
duration, a rebate of 20 kilolitres will be applied to the water usage component of your
next bill at the price set by IPART. You will receive this rebate for the third event that
you experience in a financial year. (You will not receive any rebate under this clause for
a fourth or subsequent event.)

Low water pressure If we assess your property as having experienced low drinking water pressure due to a
failure of our water infrastructure, a rebate of 20 kilolitres will be applied to the water
usage component of your next bill at the price set by IPART. Only one rebate will be
applied in a financial year.

L We will release a draft Customer Contract along with the draft operating licence for public consultation in

November 2026.
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Category Conditions

\Wastewater overflows If you experience a dry weather wastewater overflow on your property in a financial
year as a result of a failure of our wastewater infrastructure (not including shaft breaks),
a rebate of 40 kilolitres will be applied to the water usage component of your next bill
after the event at the price set by IPART. You will receive this rebate for the first event
that you experience in a financial year.

If you experience 2 dry weather wastewater overflows on your property in the same
financial year due to a failure of our wastewater infrastructure (not including shaft
breaks), a rebate of 80 kilolitres will be applied to the water usage component of your
next bill after the second event at the price set by IPART. You will receive this rebate for
the second event that you experience in a financial year.

If you experience 3 or more dry weather wastewater overflows on your property in the
same financial year due to a failure of our wastewater infrastructure (not including
shaft breaks), a rebate of 280 kilolitres will be applied to the water usage component of
your next bill after the third event at the price set by IPART. You will receive this rebate
for the third event that you experience in a financial year.

You will not receive any rebate under this clause for a fourth or subsequent event.

Discoloured water If you are not provided with clean drinking water suitable for normal domestic
purposes, you should contact us on the Emergency (faults and leaks) Assistance Line on
1300 657 000.

We may provide compensation for damage caused by discoloured drinking water (see
clause 12.4) and we may refund you the cost of water used to flush your water system.

We will undertake an investigation of recurrent discoloured drinking water problems to
determine if there is a suitable long term solution.

Boil water alert If NSW Health issues a boiled water alert due to contamination of drinking water that
has been caused by us, a rebate of 20 kilolitres will be applied to the water usage
component of your next bill at the price set by IPART, where your property is within the
declared boiled water alert area.

Note: Bold terms are defined in the Customer Contract.
Source: Clause 12.2 of the Hunter Water Customer Contract 2022-2027.

If rebates are set too low, there is a risk that:

e customers may not be adequately compensated for service failures
e rebates may not provide an effective incentive for Hunter Water to maintain service standards
e customers may pay for service levels that do not reflect their preferences or expectations.

Conversely, if rebates are set too high, there is a risk of:

e increased costs being passed through to customers without corresponding benefits
o inefficient investment or operational decisions driven by overly strong financial penalties.

Our Review will test if the existing rebate arrangements continue to provide appropriate and
effective compensation for customers. We will also consider if rebate levels remain aligned with
customer expectations and service outcomes. Specifically, the Review will seek to understand if
current rebate levels:

o Appropriately reflect the impact of service failures on customers.
e Provide sufficient incentive for Hunter \Water to maintain service performance.

e Remain consistent with Hunter Water's customers' willingness to pay for improved service
levels.
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Our preliminary position is to review rebates in conjunction with Hunter Water's customer
engagement outcomes to understand if the current arrangements remain appropriate, including
whether they reflect customers’ willingness to pay.

We seek your input

5. Are there any other issues with the Customer Contract that we should consider as
part of the Review? Please provide examples of how the issues have presented
themselves during the current licence term.

6. What are your views on whether the current rebate arrangements appropriately
compensate customers and encourage service performance? Please provide
examples of how the existing rebates could be improved and outline any benefits,
risks and challenges of doing so.

Tenant protections

The Customer Contract primarily applies to Hunter Water's customers (i.e. typically property
owners). However, the Licence extends certain provisions of the Customer Contract to consumers
who are not parties to the contract (i.e. tenants) to ensure that they are given adequate
protections when using Hunter Water's services.” The extended protections include access to
assistance options for payment difficulties, forms of redress, claims for damages and avenues to
complain if the consumer is unhappy with the services they are receiving. The provisions seek to
ensure that consumers are not disadvantaged when accessing Hunter \Water's services.

Relevant considerations from the Sydney Water licence review

During our 2023-24 review of the Sydney Water operating licence, we considered if the
provisions under Sydney Water's customer contract should continue to be extended to
consumers who are not parties to the contract (e.g. tenants or property occupiers that are not
landowners). We also considered if the operating licence should enable a direct billing
relationship between Sydney Water and residential tenants who pay their water usage charges.
We concluded that extending the provisions of the customer contract to consumers provides
adequate protections to consumers under the current legislative framework and recommended
licence obligations that required Sydney Water to make information publicly available clarifying
how it would deal with tenants under the customer contract. That review also concluded that
while there could be benefits in Sydney Water having a direct billing relationship with tenants,
this would require legislative changes to the Residential Tenancies Act 2010 and the Sydney Water
Act 1994.

We consider that the requirement to make information about how the Customer Contract applies
to tenants, included in the Sydney Water Licence, are important and relevant to tenants in
Hunter Water's area of operation.

Our preliminary position is that the Licence should retain the provisions that are extended to
consumers (including tenants) under the Customer Contract, but could require Hunter Water
to provide clearer guidance about which Customer Contract provisions are applicable to
consumers.
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We seek your input

7. What are your views on requiring Hunter Water to make information publicly
available regarding how provisions under the Customer Contract apply to
consumers (i.e. tenants or property occupiers that are not landowners)? Are there
any benefits or risks that we should consider in making our recommendation?

4.5 Climate risk readiness

Climate change refers to long-term changes in average weather patterns including, but not
limited to, temperature, rainfall and extreme weather events. Our climate is projected to change
with increasing frequency, duration and intensity of extreme weather events such as bushfire,
flooding and changing weather patterns.*®

As an essential service provider of water and wastewater services for over 600,000 customers in
the Lower Hunter region, it is crucial for Hunter Water to:

o consider the impact of climate change risks to its service delivery
o develop climate change resilience and adaptation strategies

e reduce greenhouse gas (GHG) emissions wherever possible.

4.51 Obligations related to abatement, adaptation and resilience

Climate abatement actions refer to how utilities are reducing the impact of their operations on
climate change. This is important, given the services provided by water utilities are energy
intensive (e.g. wastewater treatment) and release significant greenhouse gas (GHG) emissions to
the environment.

Climate adaptation refers to actions that utilities take to adjust to actual or expected climate
impacts in a way that minimises impact of changing climate conditions on its assets, systems and
products.

Climate resilience refers to a utility's ability to prepare for, withstand and adapt to changing
climate conditions and recover from climate-related shock in an efficient way.

Climate abatement, resilience and adaptation are critical to enable Hunter Water to continue to
provide essential services into the future.

Relevant considerations from the Sydney Water licence review

Our review of the Sydney Water licence found that its operating licence would not benefit from
obligations requiring Sydney Water to undertake climate abatement, adaptation or resilience
actions. We concluded that doing so would risk duplicating or conflicting with existing or
emerging obligations set out in other government policies and frameworks.

Our experience from the Sydney Water licence review suggests that additional licence
obligations placed on Hunter Water may not provide further benefit and could risk regulatory
duplication.
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Relevant policies and frameworks addressing abatement, adaptation and resilience
requirements for Hunter Water

Hunter Water is subject to abatement, adaptation and resilience requirements similar to Sydney
Water, under the following relevant policies and frameworks:

e Hunter Water's actions under the NSW Government's Lower Hunter Water Security Plan®
(LHWSP) and its objectives under the State Owned Corporations Act 19892° require
Hunter Water to undertake abatement actions.

— Akey focus of the LHWSP centres on improving water security and building resilience to
drought and changed climatic conditions for the Lower Hunter region by 2062. This
includes by reducing drinking water usage, increasing alternate water supplies and
reducing system leakage.®

o The NSW Government has legislated the Climate Change (Net Zero Future) Act 2023 which
sets emission reduction targets for NSW, including net zero by 2050.22 This Act provides for
an independent Net Zero Commission to monitor,™ review, report on and advise on progress
towards the targets for reducing emissions.?3

e The NSW Government's Statement of Expectations for Hunter Water which establishes the
expectation for Hunter Water to operate its business consistent with the NSW Net Zero
Plan.?* The plan targets a 70% reduction in GHG emissions by 2035 compared to 2005
emission levels and aims to reach net zero by 2050.

e Hunter Water's own aspirational organisation net zero targets by 2035 for its scope 1 and
scope 2 emissions.?® These targets exceed those set out in the NSW Net Zero Plan.”

e Requirements under the EPA's Climate Change Action Plan 2023-262° for Hunter \Water, as an
EPL holder, to prepare and implement a Climate Change Mitigation and Action Plan (CCMAP)
to minimise emissions and exposure to climate risks. Hunter. EPA, through Hunter \Water's
EPLs may also require Hunter Water to implement any practical mitigation and adaptation
actions identified in the CCMAP.27

Our preliminary position is that additional licence obligations related to climate change
abatement, adaptation or resilience may not be necessary. \We consider that additional
operating licence requirements are unlikely to provide additional benefit and may conflict with
other relevant policies and frameworks as outlined above. This is consistent with our approach to
the Sydney Water licence review.

M The Net Zero Commission was established in December 2023.

" Hunter Water's net zero target for scope 3 emissions aligns with the NSW State Government's net zero target (i.e. zero
GHG emissions by 2050).
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452 Requirement for climate-related disclosures

Climate-related disclosures seek to drive climate action by enabling transparency of material
climate-related risks and opportunities, and any actions taken to manage risks and harness
opportunities.?®

Requirement for climate-related disclosures under a Hunter Water licence

Disclosures relate to the provision of transparent, honest and timely information to stakeholders
to allow organisations to manage risk and protect customers from adverse impacts. Hunter Water
has publicly established its commitment to making disclosures under its Corporate Governance
Statement?®® and Disclosure Policy.3° These disclosures seek to “promote and adopt a continuous
disclosure culture at Hunter Water" to support its objectives3* and are not limited to financial
disclosures.

In addition, as discussed above, Hunter Water is required to make mandatory disclosures to
NSW Treasury in line with the reporting framework (TPG24-33) commencing in 2025.32 Hunter
Water publishes these disclosures online as part of its annual report.33

Relevant considerations from the Sydney Water and WaterNSW licence reviews

During our 2023-24 review of the Sydney Water and WaterNSW licences, we recommended
including obligations for both utilities to report against the International Sustainability Standards
Board's (ISSB) sustainability-related disclosure standards.3* The licences also specify that where
reporting is required under another law,® and those disclosures have been made publicly
available, then the utilities are not required to duplicate reporting under their operating licences.

At the time of our 2023-24 reviews, the NSW Government was in the process of finalising its
reporting framework for climate-related financial disclosures (TPG24-33). Since the completion of
our review of the Sydney Water and WaterNSW licences, the reporting framework for financial
disclosures has come into effect.P Therefore, as utilities are required to make disclosures to

NSW Treasury3 and if those disclosures are publicly available, the need for disclosures under the
operating licences may no longer be required.

Given Hunter Water is required to make climate-related disclosures under the NSW Government
framework (discussed above) and these disclosures are publicly available, duplicating the
requirements in the licence may not provide additional benefit. Our preliminary position is that
additional obligations requiring Hunter Water to make climate-related disclosures may not be
necessary under the licence.

°  Forexample, a NSW Treasury directive that is legally binding on Sydney Water and WaterNSW.

P The reporting TPG23-33 framework aligns with the Australian Sustainability Reporting Standards (AASB) S2. AASB S2
standard aligns with the international IFRS S2 requirements and requires disclosure of climate-related risks and
opportunities that could reasonably be expected to affect cash flows, access to finance or cost of capital over the
short, medium or long term.
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453 Climate-related planning and risk management

Climate change threatens both quantity and quality of available water. As such, climate change
poses significant risk to a water utility's ability to provide essential services to its customers and
community. This can critically impact NSW communities and the environment. Therefore, water
utilities have a very strong incentive to consider and address climate risks.

Relevant considerations from the Sydney Water and WaterNSW licence reviews

Our review of the Sydney Water and WaterNSW licences found that both utilities had obligations
to manage climate-related risks under existing frameworks including the NSW Water Strategy,
Greater Sydney Water Strategy and the EPA's CCMAP (refer section 4.5.1).3% Further, both utilities
had established risk management frameworks which aligned with their existing management
systems.

Despite this, we concluded that the utilities would benefit from the inclusion of obligations
requiring:

e Ongoing climate risk assessment and management processes consistent with the Climate
Risk Ready NSW Guide.3” Through our review, we identified that climate-related risks were
addressed in the utilities' various management systems. We found that a consistent
approach to managing climate risks would enable Sydney Water and WaterNSW to capture
all climate-related risks in a coordinated manner within each organisation, and ensure they
are visible, clearly identifiable and addressed appropriately.

o Climate change risk maturity level targets, in line with the Climate Risk Ready NSW Guide, by
dates specified in the licences." The obligations strengthen the utilities’ management of
climate-related risks and provide assurance that the risks are being identified and managed
appropriately.®

Hunter Water currently manages climate risks through its existing risk management and planning
frameworks. While these arrangements are in place, the approach adopted for Sydney Water and
WaterNSW suggests there may be benefit in providing greater consistency and visibility through
the licence. Our preliminary position is that there may be benefit in including obligations
requiring Hunter Water to undertake climate risk assessment and management processes
consistent with the Climate Risk Ready NSW Guide.

4 Including, but not limited to water quality, asset and environmental management systems.

" Sydney Water is required to achieve an ‘embedded’ maturity level by 30 June 2027 and make reasonable progress
toward achieving an ‘advanced’ maturity level by 30 June 2028. WaterNSW is required to meet a ‘systematic’ maturity
level by 30 June 2027 and make reasonable progress towards meeting an ‘embedded' maturity level by
30 June 2028.

°  We check utility compliance with obligations under the utility's licence(s) in line with our operational audit process.
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Climate risk maturity

Climate risk maturity measures a utility's capability, performance and commitment to identifying,
managing and reporting climate-related risk. In 2021, the NSW Government released its Climate
Change Risk Ready NSW Guide to allow organisations to determine their climate-risk maturity
levels. The guide was recently updated in June 2026 to provide guidance to better support
relevant organisations reporting and improve alignment with requirements under NSW Treasury's
reporting framework for climate-related financial disclosures.3® The guide provides a framework
to assess and manage climate-related risk that aligns with the general processes and
considerations in ISO 31000:2018 - Risk management guidelines and ISO 14091 - Adaptation to
climate change - Guidelines on vulnerability, impacts and risk assessment.3°

The Climate Risk Ready NSW Guide sets out 5 climate risk maturity levels (Table 4.2) and
recommends that NSW Government organisations should aim to achieve a minimum climate risk
maturity of ‘systematic’.4°

Table 4.2 Descriptions of climate risk maturity levels

Maturity level Climate risk capability description

Fundamental Climate Change Risk and Opportunity Assessments (CCROA)s have been undertaken in isolated
parts of the organisation, but climate-related risks and opportunities are not considered in the
organisation's risk frameworks.

Repeatable CCROAs are undertaken in isolated parts of the organisation, and climate-related risks
and opportunities are considered in the organisation's risk management frameworks
and processes.

Systematic CCROAs are undertaken and coordinated by a project lead in a central corporate
function.
Clear and disciplined climate-related risk and opportunity management processes are
established and proactively managed. Actions to respond to risks and opportunities are
tracked each year.

Embedded Material climate-related risks and opportunities for the organisation have been
identified through a CCROA. An organisation-wide strategy for managing climate-related risks
and opportunities has been established. Monitoring, learning and reporting
on climate-related risks and opportunities is consistent.

Advanced CCROAs and actions to respond to risks and opportunities consider broader economic,
financial, social and environmental resilience. Shared and interdependent risks and
opportunities are actively managed. Monitoring, learning and reporting on climate-related risks
and opportunities drives continuous improvement.

Source: NSW Government, Climate Risk Ready NSW Guide, p20.

A failure in Hunter Water's ability to provide water and sewerage services could result in
catastrophic impact on customers and consumers. As a weather-dependent organisation,
Hunter Water provides essential water and wastewater services through physical assets which
are subject to climate-related hazards (e.g. bushfire and floods). Therefore, there is an increased
risk of significant disruptions to Hunter Water's ability to provide ongoing services when
compared to a typical government agency or department. Under its Sustainability Strategy,
Hunter Water has an aspirational target to achieve an ‘'embedded’ maturity rating by 2030.
However, given the potential impact of adverse climate impacts, we propose to consider if
Hunter Water should seek to achieve an ‘advanced’ maturity level before the licence term
expires as part of our Review.
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Our preliminary position is that the licence should include expectations for Hunter Water to
achieve target climate-risk maturity levels in line with the Climate Risk Ready NSW Guide.
This is consistent with our approach to the Sydney Water licence review which sets the
requirement for Sydney Water to meet an ‘embedded’ maturity level by 30 June 2027 and make
reasonable progress towards an ‘advanced’ level by 30 June 2028.

We seek your input

® s

What are your views on requiring Hunter Water to engage in an ongoing climate
risk assessment and management process consistent with the

NSW Government's Climate Risk Ready Guide? What benefits, risks or challenges
should we consider with respect to this issue?

What are your views on including licence obligations for Hunter Water to achieve
certain climate-risk maturity levels by target dates? If supported, what should
these targets be and what benefits, risks or challenges should we consider in
response to this issue?

. What are your views on requiring Hunter Water to publish climate-related

disclosures under the licence? What benefits, risks or challenges should we
consider in response to this issue?

. What are your views on whether the licence should include obligations related to

climate change abatement, adaptation or resilience? Please explain any benefits,
risks or potential duplication with other frameworks.

4.6 Fostering collaboration with other agencies and stakeholders

Hunter Water regularly engages with a wide range of stakeholders to undertake its functions. The
Licence includes requirements for Hunter Water to develop and maintain cooperative
relationships with certain stakeholders including regulatory agencies such as NSW Health, the
Department of Climate Change, Energy, the Environment and Water (the Department), and
organisations such as Fire and Rescue NSW (FRNSW).

4.6.1 Hunter Water is required to have memoranda of understanding

Part 7 of the Licence requires Hunter Water to use its best endeavours to enter into and comply
with MOUs with specified stakeholders. MOUs are intended to encourage cooperative
relationships between the organisations. We consider that the obligations for MOUs under the
Licence promote alignment of Hunter Water's operations with the expectations of customers,
Government and regulators. Generally, we consider they are a cost-effective way to establish
effective working relationships. They allow flexibility for parties to the MOUSs, to identify needs
and areas of mutual concern in a form that can be easily and regularly updated with agreement
from both parties.
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Relevant considerations from the Sydney Water and WaterNSW licence reviews

Our 2023-24 licence reviews identified that compliance with MOU obligations rely on
cooperation from all parties to the MOUs. As part of those reviews, we considered if the licence
should continue to require Sydney Water and WaterNSW to use ‘best endeavours' to comply
with MOUs, as compliance with the MOUs were not entirely in the utilities’ control. We concluded
that ‘best endeavours' were not required and it was better for utilities to draft MOUs with
flexibility, requiring them to comply with MOUs only to the extent that compliance was within
their control. This minimises the likelihood of licence contraventions due to circumstances
outside of the utilities' control.

The Licence currently requires Hunter Water to use ‘best endeavours' to enter into and comply
with MOUs with specified stakeholders. While we have not identified any compliance issues
against the Licence obligations, we consider that it is worth considering whether the ‘best
endeavours' requirement could create uncertainty for Hunter Water in the future where
outcomes depend on other parties.

Our preliminary position is that there is benefit in retaining the requirement for Hunter Water
to maintain MOUs with certain stakeholders, but the ‘best endeavours’ obligation should be
reconsidered. This is consistent with our approach to the Sydney Water and WaterNSW licence
reviews.

4.6.2 Hunter Water's relationship with NSW National Parks and Wildlife Service

Hunter Water works with NSW National Parks and Wildlife Service (NPWS) to manage drinking
water catchments and special areas such as the Tomago and Tomaree Sandbeds. During the
Licence term, we identified instances where there was a lack of clarity about responsibility (i.e.
Hunter Water or NPWS) for assets located within NSW national parks.#* This created practical
challenges for Hunter Water in undertaking work required under its Environmental Management
System. For example, it was unclear if Hunter Water or NPWS was responsible for undertaking
bushfire preparedness activities and maintaining access roads.

Given the ongoing nature of Hunter Water's and NPWS's relationship, and the ambiguity
identified at the 2024 audit, we consider there is merit in our Review exploring if the licence
should include obligations which require Hunter Water to formalise the relationship with NPWS.
An MOU may improve visibility of, and involvement in, the decision making around what each
party is responsible for.

We do not have a preliminary position on requiring a MOU (or similar) with NPWS. \X/e seek
stakeholder feedback to understand if there are any issues with the existing arrangements, and if
so, if they could be addressed through the licence.

We seek your input
12. What are your views on whether the licence should place obligations on

Hunter Water to formalise its relationship with National Parks and Wildlife
Service? What issues would such an arrangement address?
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13. Are there any other agencies or stakeholders where formal agreements (e.g.
MOUs or protocols) would improve outcomes? Please provide examples and
explain why formal agreements would be beneficial

4.7 Engaging with competitors

The Licence includes obligations to protect competitors (including potential competitors) in their
dealings with Hunter Water. These competitors include water utilities licensed under the Water
Industry Competition Act 2006 (WIC Act) and other potential market entrants. The obligations
include negotiating in 'good faith'.! publishing servicing information and cooperating with WIC Act
licensees to establish a code of conduct.

The WIC Act was introduced to encourage private sector participation and competition for water
and sewerage service provision in NSW. Under the framework, WIC Act utilities can apply for
licences and approvals to provide drinking water, recycled water and/or wastewater services to
customers in defined service areas. In practice, WIC Act utilities may rely on Hunter Water's
infrastructure to provide these services. For example, they may need to connect to

Hunter Water's system to access drinking water or network capacity. As the monopoly provider in
its area of operations, Hunter Water may be the only practical option for these connections.

This means Hunter Water's conduct can impact if competition can develop in practice. In
particular, there is a risk that competitors may be unable to access Hunter Water's network on fair
and transparent terms where obligations are unclear or difficult to enforce, ultimately limiting
market entry and the development of competition. As such, we consider that competitors should
continue to be afforded adequate protections to support fair dealings between relevant parties.

4.71 Requirement to negotiate with competitors in ‘good faith’

The Licence requires Hunter Water to negotiate with its competitors in ‘good faith'.4? This is
intended to support fair and reasonable dealings between Hunter Water and its competitors,
including water utilities licensed under the WIC Act. The Licence defines ‘good faith’ to mean:43

e acting honestly (including not providing false information or concealing material facts);

e acting fairly and reasonably, having regard to the interests of the other party (but not to the
extent of subordinating its own interest), including (but not limited to):

— attending, and participating in, meetings at reasonable times;

— disclosing relevant information (other than confidential or commercially sensitive
information) in a timely manner;

— responding to proposals made by the other party in a timely manner; and

— giving genuine consideration to the proposals of the other party; and

t Good faith is defined under Part 10 of the Licence.
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e acting consistently with the objectives of the Licence, including the objective of providing
services in a way that does not prevent or hinder competition.

While these elements describe the intent of the obligation, they rely on broad concepts that may
be open to interpretation in practice.

Relevant considerations from the Sydney Water licence review and operational audit

Our review of the Sydney Water operating licence included recommendations to clarify the
definition of ‘good faith'. It also included a complementary change in the licence objectives, to
include sewer mining as an authorised ‘service'. The changes sought to ensure that Sydney Water
did not subordinate the interests of its customers, consumers or the community in its negotiations
with competitors for any of its authorised services.

However, our 2025 operational audit of Sydney Water found that the revised definition of ‘good
faith’ did not sufficiently improve clarity of the obligation in a way that was auditable in practice. In
particular, it remained difficult to assess if Sydney Water had complied with the requirement, in a
way that did not prevent or hinder competition, due to the subjective nature of the concepts
involved.

Hunter Water's licence includes similar ‘good faith’ obligations. \While we have not identified
compliance issues against this obligation during the Licence term, our experience from the
Sydney Water review highlights challenges in auditing these obligations in practice. Our
preliminary position is that the obligations requiring Hunter Water to engage with competitors
under this part of the Licence provide benefit. However, we propose to review the definition
of ‘good faith’ to determine if it can be clarified in a way that is specific, practical and
auditable. This is consistent with our intended approach to the Sydney Water licence reviews.
We also consider that the Review should explore if the licence should prescribe a procedure
to guide ‘good faith’ negotiations between Hunter Water and its competitors.

We seek your input

14. What are your views on revising the definition of ‘good faith’ under the licence?
What benefits, risks or challenges should we consider in response to this issue?

15. What are your views on the licence specifying requirements for a procedure to
guide ‘good faith' negotiations between Hunter Water and its competitors? What
benefits, risks or challenges should we consider in response to this issue?
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4.8 Management systems

Part 5 of the Licence requires Hunter Water to maintain and implement organisational
management systems for asset, environmental and quality management. However, these are not
required under the Act and we consider that there may be benefit in assessing whether the
obligation to prescribe that Hunter Water has and maintains environmental and quality
management systems continue to be necessary under the licence.

4.81 Environmental management system

The Licence requires Hunter Water to maintain and implement an environmental management
system (EMS) to manage its environmental responsibilities and environmental impacts of its
services and activities. It also provides a framework for Hunter Water to improve its
environmental performance. The EMS must be consistent with AS/NZS I1SO 14001.2016 or
another standard approved by IPART .44

In addition to EMS obligations under the Licence, Hunter Water's environmental performance is
regulated by the Environment Protection Authority (EPA) and the Department of Climate Change,
Energy, the Environment and Water (Department). Hunter Water holds 17 environment protection
licences (EPLs) issued by the EPA.45 These EPLs impose conditions on Hunter Water related to
pollution prevention and monitoring. As required under the EPLs, Hunter Water publishes
relevant annual pollution monitoring data.“ It also undertakes environmental impact
assessments and follows the relevant approval processes under the Environmental Planning and
Assessment Act 1979.4 In this context, environmental regulators such as the EPA and the
Department may be better placed to prescribe environmental obligations on Hunter Water, if
required, through their respective regulatory instruments.

We consider that strong environmental performance is important. However, an obligation to
maintain an EMS under the Licence may not be necessary to achieve that outcome, given the
extent of environmental regulation applying to Hunter Water through other instruments. Where
multiple instruments impose overlapping obligations, there is a risk of:

e duplication and increased regulatory burden
e inconsistent interpretation across regulatory frameworks
e reduced clarity about which obligations are enforceable under the Licence.

We consider that the Licence should focus on management systems that are directly linked to
enforceable performance outcomes under the Licence (e.g. water quality and asset management
systems), rather than those already imposed through other regulatory instruments. However, we
note that removing the EMS obligation from the Licence would not prevent Hunter \Water from
maintaining its EMS, but it could reduce regulatory burden and costs for Hunter Water and its
customers where the obligation does not deliver additional benefits.Y We do not rely on Hunter
Water's EMS to monitor its environmental performance.

Y Environmental impact assessments may be completed by the Department, local councils and Hunter \Water
depending on the scale and type of works proposed.

v For example, by reducing costs associated with auditing the EMS as part of IPART's operational audit process -
Hunter Water undertakes adequacy and surveillance audits of its EMS to ensure compliance under ISO 14001.
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Our preliminary position is there may be benefit in removing EMS obligations from the
Hunter Water Licence. We seek your feedback on whether there is benefit in retaining the
existing EMS obligations - for example, if you or your organisation relies on Hunter Water having
an EMS to support certain performance outcomes or to mitigate specific risks.

4.8.2 Quality management system

The Licence requires Hunter Water to maintain and implement a quality management system
(QMS) to deliver quality services and outcomes to meet customer expectations and regulatory
requirements. The QMS provides a framework to document processes, procedures and
responsibilities for achieving quality policies and objectives.

We consider that several obligations under the Licence effectively duplicate the requirement for
Hunter Water to maintain and implement a QMS. In particular, the following parts of the licence
result in similar outcomes which should ensure continued quality products and services in the
absence of a QMS;

o Water quality performance standards in the form of a drinking water quality management
system (DWQMS) that complies with the Australian Drinking Water Guidelines and a recycled
water quality management system (RWQMS) that complies with the Australian Guidelines for
Water Recycling."

e Anasset management system (AMS) that complies with relevant standards.*

e Customer protection measures and customer service requirements as set out in the
Customer Contract.Y

These overlapping requirements reduce the need for a separate QMS obligation in the Licence.
Similar to the existing EMS obligations, where multiple obligations address similar outcomes,
there is a risk of:

o duplication without improving service quality outcomes
e increased compliance costs for Hunter Water and its customers
o reduced clarity about how compliance is assessed.

Removing the QMS requirements from the Licence will not prevent Hunter Water from
maintaining a QMS, but it could reduce regulatory burden and costs for Hunter Water and its
customers where the obligation does not deliver additional benefits.

Our preliminary position is that there may be benefit in removing QMS obligations from the
Hunter Water Licence. We seek your feedback on whether there is benefit in retaining the
existing QMS obligations - for example, if you or your organisation relies on Hunter WWater having
QMS to support certain performance outcomes or to mitigate specific risks.

¥ The water quality performance standards are prescribed under Part 3 of the Licence. Clause 15 sets out requirements
for the DWQMS and clause 16 sets out the requirements for the RWQMS.

¥ Hunter Water's AMS aligns with AS ISO 55001:2014 Asset management - Management systems - Requirements.
Y Part 6 of the Licence sets out obligations related to customer protections.

Hunter Water 2022-2027 operating licence end-of-term review Page | 33



Issues

We seek your input

16. What are your views on whether the licence should continue to require
Hunter Water to maintain and implement an environmental management system?
What impact would removing the requirement have and what are the risks?

17. What are your views on whether the licence should continue to require
Hunter Water to maintain and implement a quality management system? \What
impact would removing this requirement have and what are the risks?

18. What other factors should we consider when deciding to recommend whether the
Hunter \Water licence should keep or remove EMS and QMS requirements from
the licence?

4.9 Other matters

Our preliminary position is that unless stakeholder input raises additional issues, other parts of the
licence are working effectively and should remain largely unaltered. Should we identify relevant
issues which compel changes, we will address these in our draft licence and discussion paper
which we will release in November 2026.

We seek your input

19. Are there any other licence obligation(s) that we should consider removing from
the licence as part of our Review? What impact would removing the
requirement(s) have and what are the risks or benefits?

20. Are there any other issues or concerns that we should consider as part of our
Review?
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5

We include the full list of questions, posed in this issues paper, for your comment below.

Full list of questions

We seek your input

10.

11,

What are your views on updating the licence objectives to include intergenerational
equity? Please describe any benefits or practical barriers to implementing or
applying intergenerational equity-related objectives.

What role, if any, should climate change play in the licence objectives? Please
describe any benefits, risks or implementation considerations.

What are your views on whether the licence should explicitly require Hunter \Water
to comply with the Fluoridation Code? Please explain reasons for your response
including any practical implications.

What are your views on whether the licence should include requirements for Hunter
Water to engage with First Nations people? What benefits, risks or challenges
should we consider around the inclusion of such requirements?

Are there any other issues with the Customer Contract that we should consider as
part of the Review? Please provide examples of how the issues have presented
themselves during the current licence term.

What are your views on whether the current rebate arrangements appropriately
compensate customers and encourage service performance? Please provide
examples of how the existing rebates could be improved and outline any benefits,
risks and challenges of doing so.

What are your views on requiring Hunter Water to make information publicly
available regarding how provisions under the Customer Contract apply to
consumers (i.e. tenants or property occupiers that are not landowners)? Are there
any benefits or risks that we should consider in making our recommendation?

What are your views on requiring Hunter Water to engage in an ongoing climate risk
assessment and management process consistent with the NSW Government's
Climate Risk Ready Guide? What benefits, risks or challenges should we consider
with respect to this issue?

What are your views on including licence obligations for Hunter Water to achieve
certain climate-risk maturity levels by target dates? If supported, what should these
targets be and what benefits, risks or challenges should we consider in response to
this issue?

What are your views on requiring Hunter Water to publish climate-related
disclosures under the licence? What benefits, risks or challenges should we
consider in response to this issue?

What are your views on whether the licence should include obligations related to
climate change abatement, adaptation or resilience? Please explain any benefits,
risks or potential duplication with other frameworks.

17

17

18

19

22

22

23

28

28

28

28
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12.  What are your views on whether the licence should place obligations on
Hunter Water to formalise its relationship with National Parks and Wildlife Service?
What issues would such an arrangement address? 29

13.  Are there any other agencies or stakeholders where formal agreements (e.g. MOUs
or protocols) would improve outcomes? Please provide examples and explain why
formal agreements would be beneficial. 30

14, What are your views on revising the definition of ‘good faith' under the licence? What
benefits, risks or challenges should we consider in response to this issue? Sl

15, What are your views on the licence specifying requirements for a procedure to
guide ‘good faith’ negotiations between Hunter Water and its competitors? What
benefits, risks or challenges should we consider in response to this issue? 31

16.  What are your views on whether the licence should continue to require
Hunter Water to maintain and implement an environmental management system?
What impact would removing the requirement have and what are the risks? 34

17.  What are your views on whether the licence should continue to require
Hunter Water to maintain and implement a quality management system? What
impact would removing this requirement have and what are the risks? 34

18.  What other factors should we consider when deciding to recommend whether the
Hunter Water licence should keep or remove EMS and QMS requirements from the
licence? 34

19.  Are there any other licence obligation(s) that we should consider removing from the
licence as part of our Review? What impact would removing the requirement(s) have
and what are the risks or benefits? 34

20. Are there any other issues or concerns that we should consider as part of our
Review? 34
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Contextual information

A  Contextual information

This section provides contextual information for the Review, specifically on the following matters:

e Whois Hunter Water?
e Why does Hunter Water need an operating licence?
o Why are we reviewing the operating licence?

e Who will this Review affect?

51 Who is Hunter Water?

Hunter Water is a State Owned Corporation, wholly owned by the NSW Government and
governed by a Board of Directors. It operates under the Hunter Water Act 1991 (Act) and the State
Owned Corporations Act 1989.

Hunter Water provides drinking water, wastewater, recycled water and some stormwater
services to more than 600,000 people in homes and businesses across the Lower Hunter region.
Figure 5.1 provides a map of Hunter Water's area of operations.
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Figure 5.1 Map of Hunter Water's area of operations
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Source: Hunter Water, What we do, June 2026.
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52 Why does Hunter Water need an operating licence?

Supply of water is an essential service that is regulated in most developed countries. \Water
supply businesses are commonly government-owned, public utilities and are usually monopoly
suppliers within geographic regions. Several large utilities in NSW, including Hunter Water, were
corporatised during the early 1990s as part of wider microeconomic reform of the NSW public
sector. The operating licence was originally established in 1992 to ensure Hunter Water, as a new
corporation, would not exploit its natural monopoly position.

The current operating licence is the seventh licence held by Hunter Water since it was
established as a State Owned Corporation in 1991. The operating licence enables and requires
Hunter Water to provide, construct, operate, manage and maintain systems and services for, in a
defined area of operations in the Hunter region, for:

e supplying water
e providing sewerage and drainage services
o disposing of wastewater.

The operating licence is an enforceable instrument and is subject to a compliance monitoring
regime with penalties for contravention. The operating licence has already been subject to a
number of public reviews, conducted by IPART. We last reviewed the licence in 2021-22. The
current operating licence term is from 1 July 2022 to 30 June 2027. We are responsible for
administering the operating licence including the functions of monitoring, auditing and reporting
to the Minister on compliance.

Hunter Water's operating licence is supported by a Customer Contract and a Reporting Manual.
The Reporting Manual was established so that procedural matters associated with the operating
licence could be more easily updated.

The operating licence contains:

e terms and conditions to regulate how Hunter \Water undertakes its functions in its area of
operations

e a Customer Contract which sets the terms and conditions for how Hunter Water provides
services to its customers,

We issue a Reporting Manual to support the Licence which includes details and deadlines for
Hunter Water's reporting requirements

53 Why are we reviewing the operating licence?

The current operating licence contemplates an end-of-term review prior to expiry.4” We are
conducting this Review to investigate whether the existing operating licence is fulfilling its
objectives, and any issues that have arisen during the term of the licence that may impact its
effectiveness. As part of the Review, we may recommend amendments to the operating licence
to address the issues we identify.

If the Minister accepts our recommendations, the Minister will endorse the new operating licence
for approval by the Governor of NSW.
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54 Who will this Review impact?

As this Review may result in amendments to the current operating licence, it may directly impact
the operation of Hunter Water. The following stakeholders would also be impacted by this
Review because they have direct relationships with Hunter Water under the operating licence:

o all customers and consumers of Hunter \Water's water, sewerage, stormwater, and recycled
water services, particularly where there are amendments to Hunter Water's customer
contract

o some licensees under the Water Industry Competition Act 2006 (NSW)

o NSW Government agencies that Hunter Water has cooperative relationships with (including
NSW Health, Fire and Rescue NSW and the Department of Climate Change, Energy, the
Environment and Water).
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