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We have released draft maximum prices that WaterNSW would charge
Essential Water and offtake customers for the delivery of water via the

Murray River to Broken Hill Pipeline. This is the first time we have set
prices for the Pipeline and we have made a draft decision to set prices for
three years, from 1 July 2019.

Under our draft decisions, the maximum prices
WaterNSW could charge Essential Water and
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offtake customers would be lower than WaterNSW on our draft decisions.
had proposed. The draft report is available
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of the Pipeline.

Our key draft decisions

To set prices for transporting water To set a structure of prices To allow WaterNSW to generate
through the Pipeline that are lower that is different to that proposed 8.3% less revenue per year
than those proposed by WaterNSW by WaterNSW than it proposed, on average

How did we reach our key draft decisions

1. WaterNSW made a pricing proposal to us in 2. We determined WaterNSW'’s revenue needs. 3. We set prices for Essential Water and offtake

June 2018 se'_:ting out its proposed revenue We reviewed WaterNSW/'s past expenditure for customers.
needs and prices. prudency and proposed expenditure for efficiency. We made draft decisions on:
V¥ e released an Issues Paper in September We engaged industry experts to advise us. ¥V fixed access charges for Essential Water and offtake
2018, We also considered other factors, such as the customers.
V¥ e sought public submissions and held a appropriate rate of return on the Pipeline assets. ¥V variable usage charges for Essential Water and

Public Hearing in Broken Hillin November 2018 offtake customers.

We are seeking stakeholder views on an alternate option for setting the

usage charge for offtake customers - see page 3 of this fact sheet.
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What price would Essential Water pay?

The access charge paid by Essential Water would remain constant in real terms (ie,
without inflation) over the three years. The usage charge would change each year, in
line with our estimates of the volume of energy (and its cost) required to operate the
Pipeline.

Our draft access charges are slightly lower than WaterNSW proposed, and the
draft usage charges are significantly lower:

V¥ This reflects our draft decisions on the amount of energy required to move water
through the Pipeline and the efficient cost of that energy.

Draft prices for Essential Water ($2018-19 ie, without inflation)

IPART draft decision

Access charge ($/day) 75,162.81 75.368.73 75.368.73
Usage charge ($/ML) 194.78 200.39 105.04
WaterNSW proposal

Access charge ($/day) 80,500.63 80,171.34 79.,470.65
Usage charge ($/ML) 327.80 304.07 256.04
Difference

Access charge ($/day) -5,346.82 -4,802.61 -4,101.92
Usage charge ($/ML) -133.01 -103.67 -61.01
Difference (%)

Access charge ($/day) -6.6% -6.0% -52%
Usage charge ($/ML) -40.6% -34.1% -23.8%

aCalendar year 2020 is a leap year (ie, 2019-20 has 366 days)
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What are our draft decisions?

We adopted price structures that are cost reflective:
v

v

v

We set access charges to recover fixed costs and usage charges to recover
variable costs.

The access charge for Essential Water recovers the efficient fixed costs of the
Pipeline.

The usage charge reflects our estimate of the efficient (energy) costs of delivering a
megalitre of water to Essential Water.

We allocated the fixed costs of the Pipeline between Essential Water and offtake
customers on the basis of each party’s contribution to the need to incur the cost of
the Pipeline:

v

The Pipeline was built (and designed) to supply Essential Water (and its customers in
Broken Hill. This is reflected in Essential Water's guaranteed right to the Pipeline's
transportation services (offtake customers do not have such a guaranteed right).

On this basis, under our draft prices Essential Water would pay for the fixed costs
of the Pipeline, whereas offtake customers would pay the incremental fixed costs
associated with their own supply.

We did not accept WaterNSW'’s proposed declining charge for Essential Water's
usage charge:

v

v

We did not consider that WaterNSW/'s proposed price structure for this charge was
cost reflective.

Instead we set a single usage charge, to be paid by Essential Water for each
megalitre of water delivered to it.
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What price would offtake customers pay?

The access charge paid by offtake customers would remain constant in real terms (ie, We adopted price structures that are cost reflective.
without inflation) over the three years. The usage charge would change each year in v
line with our estimate of the efficient energy costs required to operate the Pipeline.

What are our draft decisions?

We set access charges to recover fixed costs and usage charges to recover variable
costs.

V¥ The access charge recovers the incremental fixed costs of serving offtake customers.
Both our draft access charges and our draft usage charges are significantly lower v

than WaterNSW proposed: The usage charge is based on our estimate of the cost of delivering a megalitre of

water to Essential Water.
V¥ For usage charges, as this charge is based on the charge for Essential Water, this
reflects our draft decisions on the amount of energy required to transport water
through the Pipeline to Essential Water and the efficient cost of that energy. We are interested in stakeholder views on an alternate option for setting the usage

h for offtak st CH
V Foraccess charges, it reflects our draft decision that offtake customers should only charge for ofitake customer

pay the incremental fixed costs associated with their supply. V¥ Usage charges could be set by quarter and reflect the cost of delivering water in
peak, shoulder and off-peak electricity periods, which we think may provide offtake

customers with increased flexibility and reliability of water.
Draft prices for offtake customers ($2018-19 ie, without inflation)
V¥ Offtake customers would be charged on the basis of when water was delivered to

2019-20° 2020-21 2021-22 them.

IPART draft decision Alternate option for usage charges ($2018-19 ie, without inflation, $ /ML)
Access charge ($/day) 20.45 2051 2051 Calendar Year Quarter Off-Peak Shoulder Peak
Usage charge ($/ML) 194.78 200.39 105.04 2019 3 1824 2378 254.6
WaterNSW proposal 2019 4 166.2 204.8 224.4
Access charge ($/day) 2721 27.02 27.46 2020 1 199.4 2589 297.8
Usage charge ($/ML) 321.27 208.73 251.38 2020 2 174.5 235.0 2590.4
Difference 2020 3 188.6 245.2 2673
Access charge ($/day) -676 -6.51 -6.95 2020 4 165.0 2033 226.8
Usage charge ($/ML) -126.48 -08.33 -56.35 2021 1 213.0 2637 3533
Difference (%) 2021 2 1759 235.8 266.0
Access charge ($/day) -24.8% -24.1% -25.3% 2021 3 1834 2364 2577
Usage charge ($/ML) -30.4% -32.0% -22.4% 2021 4 1636 1994 2249
2022 1 204.5 254.5 3438
aCalendar year 2020 is a leap year (ie, 2019-20 has 366 days) 2022 2 169.9 2239 2527



