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I am pleased to submit WaterNSW’s proposal 
to the Independent Pricing and Regulatory 
Tribunal of NSW (“IPART”) for regulated 
prices for NSW rural bulk water services from 
1 July 2021 to 30 June 2022.  This is 
WaterNSW’s second regulatory pricing 
proposal for NSW rural bulk water services 
since its formation on 1 January 2015.   
 
This pricing proposal is aligned to our ongoing 
commitment to be recognised and valued by 
our customers for excellence in efficiently 
delivering their water needs to help make our 
communities healthy and prosperous.   
 
At the time of preparing this proposal, and 
noting the much needed recent rainfalls in 
parts of NSW, drought conditions remain in 
many valleys and storage inflows remain low.  
We are assessing a number of drought supply 
options in close collaboration with the NSW 
Government to secure water supply for our 
rural customers should drought conditions 
continue.  We are committed to ensuring a 
safe and secure water supply during one of 
the worst droughts on record. 
 
We propose to cap our revenue requirement 
from the current determination in ‘real’ terms 
for a one-year determination, and only 
adjust prices to account for inflation, actual 
water usage and cost sharing decisions made 
by IPART. This results in a 5% price 
increase per annum to water management 
charges.  
 
While lower interest rates are putting 
downward pressure on prices, the overall 

 
costs of providing bulk water services have 
increased above the current regulatory allowances.   
 
In recognition of the impacts that drought and the 
global pandemic have on our customers, we are 
proposing to not pass through these cost increases 
in 2021-22. 
 
To provide customers with drought relief while also 
recognising the impacts of COVID-19, we are 
providing a streamlined regulatory pricing proposal 
that maintains the key elements of IPART’s 2017 
Determination to limit the areas of contention, and 
regulatory costs, commensurate with the shorter 
regulatory period.  We anticipate seeking a four-year 
determination period from 1 July 2022 that reflects 
the long-term sustainable costs of supplying rural 
customers. 
 
Our customer engagement suggests that customers 
are supportive of a one-year determination period 
as, in addition to drought relief and COVID-19, it 
would allow sufficient time for us to undertake 
consultation to ensure our customers have an active 
say in the development of our next pricing proposal.  
This will help us better understand our customers’ 
expectations and shape our future price-service 
offerings.   
 
This pricing proposal therefore replicates, where 
possible, the outcomes from the 2017 
Determination, updated as required to meet our 
obligations under Commonwealth and State 
legislation. 
 
This pricing proposal includes preliminary planning 
and other costs relating to our three major dam 
projects and other drought relief projects that we are 
undertaking at the request of the NSW Government.  
The associated costs are proposed to be recovered 
through Government charges, rather than customer 
prices for the 2021 Determination period. 
 
We are committed to ensuring that our NSW bulk 
water services meet the needs of our customers and 
are committed to driving the further reform of our 
services and pricing arrangements to meet 
customer needs at the lowest cost. 
 
 
 
 
Andrew George  
Acting Chief Executive Officer 
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Executive summary 
 
WaterNSW is pleased to submit this pricing proposal to the Independent Pricing and Regulatory 
Tribunal (“IPART”) to enable IPART to determine maximum prices to customers for bulk water 
services in rural NSW for one year from 1 July 2021 to 20 June 2022.  WaterNSW’s pricing 
proposal for the Murray Darling Basin (“MDB”) valleys is a transitional application made under 
clause 24 of the Water Charge (Infrastructure) Rules 2010 (“WCIR”) and the transitional 
provisions of Part 11 of the Water Charge Amendment Rules 2019 (“WCIR Amendment”) that 
were given effect by the Water Charge Amendment Rules 2019.  Our pricing proposal for the 
IPART valleys is made under Section 11 of the IPART Act 1992 (the “IPART Act”). 
 
WaterNSW was formed on 1 January 2015 under the Water NSW Act 2014 (NSW), effecting a 
merger of the former Sydney Catchment Authority and the former State Water Corporation.  
WaterNSW is Australia’s biggest water supplier and is the major supplier of raw water in NSW, 
delivering raw water from 42 large dams, pipelines and the State’s rivers.  
 
In rural NSW, Water NSW maintains, manages and operates major infrastructure to deliver bulk 
water to licensed water users on the State’s regulated rivers.  There are approximately 6,300 
customers in 14 regulated river systems.  WaterNSW owns and operates 20 dams and more 
than 280 weirs and regulators to deliver water for town water supplies, industry, irrigation, stock 
and domestic use, riparian and environmental flows.  
 
WaterNSW ensures that the water supplied is reliable and, where that water is to be used by 
end-use customers for drinking, that it is safe.  We plan, investigate and develop water 
infrastructure solutions to water security and reliability issues and then plan, develop, operate 
and maintain that infrastructure.  
 
This proposal is aligned to our ongoing commitment to be recognised and valued by our 
customers for excellence in efficiently delivering their water needs to help make our 
communities healthy and prosperous. We are committed to be a modern, efficient and highly 
customer centric organisation.  Our focus on continuous improvement will lead to ongoing 
increases in efficiency, enabling delivery of our objectives at the lowest possible cost to 
customers. 

Proposal overview 

We are in a time of heightened uncertainty 

Our rural customers are undergoing a period of significant uncertainty and challenge.  While 
drought conditions have broken in Greater Sydney, the rural valleys of NSW are still 
experiencing harsh drought conditions. COVID-19 is also disrupting normal consumer and 
business behaviour, further contributing to the uncertainty faced in rural areas.  We are 
proposing a one-year regulatory period to provide short-term pricing relief for our customers and 
to take the opportunity to undertake extensive customer engagement to better understand the 
practical impacts for our customers of these uncertainties and challenges and inform our next 
pricing proposal.  
 
To further mitigate these issues, WaterNSW proposes to keep our current user share revenue 
requirement constant in real terms for the 2021 Determination period.  We are only updating 
prices to reflect external factors outside our control – i.e. for volume changes due to the drought 
and changes to IPART’s cost sharing arrangements.  Capping our revenue requirement will 
reduce the impact of drought on customer prices.  We also propose to maintain the approach 
from the 2017 IPART Determination to separately pass through the costs of Government 
charges for the Murray Darling Basin Authority (“MDBA”) and the Dumaresq-Barwon Border 
Rivers Commission (“BRC”) that are outside of our control and that are proposed to increase. 
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This proposal to keep the revenue requirement constant in real terms reflects that higher 
operating costs are only partially offset by lower interest rates due to a decline in the weighted 
average cost of capital (“WACC”).  Our recent budgeting process has identified that higher 
operating and capital costs are required in the future to meet appropriate customer service 
standards.   
 
A one-year determination period will permit WaterNSW to fully engage with customers to 
determine and assess the long term sustainable costs moving forward and customers’ 
willingness and ability to pay for these levels of service, to fully inform our 2022 Determination.   
 
WaterNSW intends on seeking full cost recovery of our long term sustainable costs at the 
subsequent 2022 Determination in order to meet our customers’ expectations of appropriate 
service delivery.   
 
This pricing proposal reflects WaterNSW’s position as an organisation with considerable 
economies of scale and scope that enables us to provide a diverse range of regulated services 
to our customers across four separate regulatory pricing determinations.  These economies 
enable us to provide regulated services to our rural customers at least cost while meeting 
minimum service obligations and acceptable financeability outcomes.  The prices proposed, if 
maintained in the long-term, would not be sufficient to allow us to provide these services while 
maintaining an acceptable credit rating.  
 
Of note, our customers continue to benefit from the economies of scale that have arisen as a 
result of a number of mergers in the last five years (including from our establishment in 2015) 
and organisational growth, including the construction of the Broken Hill Pipeline, the provision of 
licensing and water monitoring services on behalf of the Water Administration Ministerial 
Corporation and our recent activities in supporting the NSW and Commonwealth Governments 
in the planning of three new major dam projects. 

Why we are proposing this 

For many valleys, we are experiencing higher business operating costs and higher costs of 
complying with legislative obligations and maintaining customer service standards.  However, 
our rural customers are facing considerable uncertainty and hardship due to drought.  This has 
been intensified by the lasting impacts of recent bushfires and the COVID-19 global pandemic.  
An increase in water prices due to our higher costs in such times would have a detrimental 
effect on our customers and exacerbate hardship.  
  
Rural NSW is experiencing record-levels of drought, with water supply in our dams at critical 
levels and, unlike the Greater Sydney region, for many valleys there is no expected respite in 
the form of predicted rainfall.  Climatic conditions are markedly hotter and drier than long-term 
averages and in 2019, NSW suffered its lowest rainfall on record.  Higher temperatures and the 
lack of rainfall have been exacerbated by a growing population and increased demand, putting 
considerable pressure on our water sources.  Extreme climatic conditions are also evident in the 
increased frequency and severity of natural disasters, notably the recent bushfires. 
  
This pattern is forecast to continue, adversely impacting regional communities in NSW across 
social, economic and environmental dimensions.  At the same time, COVID-19 has added 
unprecedented levels of uncertainty to all parts of the economy.  Without a vaccine in sight, 
there is uncertainty surrounding both how long current lockdown protocols will be in place in 
Australia and how agile the Australian and world economies will be in returning to business as 
usual once restrictions are lifted.  Production has fallen and unemployment has risen sharply 
and is expected to remain high in the coming years.   As people continue to work from home 
and live under lockdown measures, pressure on household bills is also likely to increase. 
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In the face of this unprecedented and uncertain environment, WaterNSW proposes to 
lock in our current period revenue to avoid placing a further burden on our rural 
customers.  
  
The unprecedented combination of bushfires and a global pandemic have motivated our 
proposal for a one-year determination period.  This will also give us time to undertake a 
consultation process with our customers about the impacts of the current events and to examine 
customers longer term views of the sustainable deliver of water in rural valleys.  This customer 
engagement will empower us and our customers with the information and data necessary to 
actively respond to our customers’ longer term service delivery needs while also better 
understanding their willingness and ability to pay. 
  
A one-year determination period involves WaterNSW: 

• Maintaining our revenue requirement in real terms and passing through uncontrollable 
costs, thereby avoiding larger price increases for our customers, who are already 
struggling with the impacts of drought and the uncertainty posed by the ongoing 
pandemic; and 

• Continuing to undertake meaningful customer engagement so that we can continue to 
deliver services in a way that reflects customer preferences and the longer term 
sustainable cost of bulk water delivery. 

While WaterNSW seeks a one-year determination period that attempts to ‘mirror’ a deferral by 
keeping our proposed revenue requirement constant in real terms, we are unfortunately not in a 
position to extend this deferral beyond one year.  This is due to the significant financial 
pressures on our business resulting from the higher costs of providing bulk water to rural 
customers relative to the current regulatory allowances. 

How we propose to implement this 

Despite rising costs in the business, we are able to maintain our revenue requirement for one 
year noting that higher operating costs are only partially offset by lower revenue resulting from a 
lower WACC. 
  
In effect, this means incorporating into our revenue requirement: 

• Forecast capital and operating expenditures for 2021-22; 
• A lower WACC compared with the current 2017 Determination period which, when 

combined with our actual and proposed capital expenditures, results in lower building 
block revenues for return of capital (i.e. depreciation) and return on capital; and 

• WaterNSW absorbing an ‘efficiency dividend’ of $8.1 million (8%) that reduces our 
‘bottom-up’ cost reflective revenue requirement to the level required to keep our 
proposed revenue requirement constant in real terms. 

WaterNSW’s pricing proposal identifies where future operating and capital cost increases are 
likely in order to assess the longer term sustainable costs of water delivery in rural valleys. 
WaterNSW intends on seeking full cost recovery of these long term sustainable costs at the 
2022 Determination in order to meet our customers’ service delivery expectations. 

Operating costs 

For many of our valleys, the costs of complying with our legislative obligations and maintaining 
customer service standards have increased.  Some of the key drivers of higher operating costs 
compared to the regulatory allowances over the current period include: 
 

• Higher insurance costs, primarily due to the costs of the Risk Transfer Product 
premiums, which provided important fiscal certainty during recent drought conditions; 
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• No allowance in the current period for land tax and energy cost increases; 
• Increased labour costs arising from EBA outcomes in 2018 and the associated impact 

on employee entitlements that were not reflected in the current regulatory allowances; 
• Increased FTEs to maintain operating licence obligations and customer service 

standards, including additional staff required for dam safety and system operations; 
• No allowance was provided for planned overtime costs; 
• Marginal increases in operating costs to support a significantly higher capital program; 
• Changes in cost allocation across various parts of the business; 
• An operating cost allowance in the current regulatory period which was $3 million below 

our actual cost structure in 2016-17; 
• Water management reforms resulting from a number of independent investigations into 

water management and compliance practices in New South Wales (e.g. the Ken 
Matthews Review) and 

• Higher overheads being allocated to Rural Valleys due to an increase in the total 
overhead pool.   

These factors have resulted in an increase in operating expenditure relative to IPART’s 
allowance from the 2017 Determination, with these costs expected to continue into the 2021 
Determination period.  While we are proposing to lock in the revenue requirement for 2021-22 to 
keep prices constant for factors within our control, we fully expect underlying costs and revenue 
requirements to increase for the subsequent (i.e. 2022) Determination.  
 
As illustrated in Figure 1 below, actual operating expenditure over the 2017 Determination 
period is expected to be $208.3 million, $51.4 million (33%) higher than IPART’s allowance of 
$156.9 million ($2020-21) over the four years of the 2017 Determination.   
 
WaterNSW’s cost reflective operating expenditure of $53.4 million ($2020-21) for the 2021 
Determination period is 3% below our forecast expenditure in 2019-20 and $1.3 million above 
our average expenditure over the four years of the 2017 Determination period. 
 
Our forecasting utilises a bottom-up cost build-up for 2021-22 taking into account anticipated 
changes in obligations, service delivery, additional functions and operations.  WaterNSW has 
established appropriate asset management and forecasting practices for our assets and 
services. 
 
Our actual and proposed operating expenditures highlight that the costs of providing services to 
Rural Valley customers have increased and are not adequately reflected in the current 
regulatory allowances. 
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MDB valleys, reflecting lower interest rates in the financial market and the application of 
different methodologies between State and Commonwealth regulatory frameworks.  While these 
lower WACCs (in particular the WACC for the MDB valleys) are a good outcome for customers 
in the short term as they put downward pressure on prices, they are not conducive to attracting 
capital to the sector for the longer term, particularly during uncertain economic times. 

 Revenue requirement 

Our proposed total revenue requirement is based on IPART’s building block methodology, and 
the user share revenue requirement applies IPART’s costs shares to establish the proportion 
that customers pay through IPART’s approved regulated charges.  WaterNSW proposes to 
maintain the user share revenue requirement from the 2017 Determination for the 2021 
Determination period, adjusted for inflation.   
 
Other changes outside of WaterNSW’s direct control are proposed to be passed through and 
separately charged to customers (i.e. IPART’s 20-year rolling average of water usage and 
changes to IPART’s cost share arrangements).  We also propose to maintain the approach from 
the 2017 Determination of passing through Government charges for MDBA and BRC costs. 
 
WaterNSW proposes keeping revenues constant in real terms for factors within our 
control (i.e. the revenue requirement) and adjusting prices only for factors outside of our 
control. 
 
Figure 3 below provides our proposed total revenue requirement, excluding the impact of 
drought projects.  The figure compares the revenue allowance for the last year of the 2017 
Determination period (2020-21) (grey column) with our proposed cost reflective revenue 
requirement for the 2021 Determination period (2021-22) (blue column). 
 
Our proposed revenue requirement reflects that the lower revenues associated with a falling 
WACC do not fully offset the effects of higher operating and capital costs.   

Figure 3 - Total Revenue Requirement allowed vs proposed ($000s, $2020-21) 

 

 
 
 
We have calculated a cost reflective total revenue requirement of $96.4 million for 2021-22 (the 
sum of the blue and green columns in Figure 3 above) that is $5.8 million, or 6% above the 
proposed smoothed revenue allowance of $90.6 million for the last year of the 2017 
Determination period (the blue column in Figure 3 above).   
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As illustrated above, the total cost reflective user share revenue requirement – that is, the 
revenue requirement based on a detailed build-up of our costs – is $67 million (the sum of the 
blue and green columns above).  WaterNSW proposes a user share revenue requirement of 
$58.8 million per annum ($2020-21) for the 2021 determination period in order to maintain the 
user share revenue requirement in real terms.  Everything else being equal, and excluding other 
changes due to volumes and IPART’s cost shares, this would keep prices constant in real terms 
in 2021-22.   
 
Our proposed user share revenue requirement has, by design, been calculated to equal the 
user share revenue requirement from the last year of the 2017 Determination period (in $2020-
21) and gives effect to our intent of mirroring a ‘deferral’ of our current prices for Rural Valley 
customers when excluding factors outside of our control.   

Drivers of revenue changes 

This increase in the cost reflective revenue requirement is due to higher operating and capital 
costs to meet our legislative and customer service obligations in the majority of valleys. This is 
only partially offset by lower interest rates (and a lower rate of return on capital) from the 
financial markets.  
 
In particular, the increase in revenue required due to higher operating costs of $15.9 million and 
an increased in the return of capital (i.e. depreciation) of $2.5 million due to higher capital 
expenditure is partially offset by the decrease related to a lower return on capital component 
(from the WACC) of $11.9 million, resulting in a net increase above the requirement of 
$5.4 million (difference between first blue column and the second blue column).  Figure 5 below 
is a ‘waterfall’ chart identifying the changes in cost inputs driving our proposed total revenue 
requirement. 

Figure 5 – Total revenue requirement variance by building block component ($2020-21) 

 
*Note the $90,986 IPART FY21 allowance is unsmoothed revenue. It differs from the $90,649 IPART FY21 allowance 
presented in table 1 and figure 3 above which is smoothed revenue for all valleys except North and South Coast for 
which it is unsmoothed revenue. 
 
 
Figure 6 below compares the smoothed user share allowance for 2020-21 (the last year of the 
2017 Determination period) with the proposed smoothed user share revenue for the 2021 
Determination period. 



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 14 

 

Figure 6 - Comparison of smoothed user revenue for 2020-21 (2017 Determination) and 2021-22 
(proposed) ($millions, $2020-21) 

 
 
 
As illustrated above, excluding the impact of inflation, the proposed smoothed user share 
revenue is unchanged ($2020-21) across the valleys.  This contributes to prices held constant in 
real terms for the factors within where WaterNSW has some degree of control as reflected in 
our proposed revenue requirement.   
 
The impact on prices of external costs outside of our control that we are proposing to pass 
through is discussed below. 

Pass through of external costs  

While we are aiming to minimise impacts on WaterNSW customer prices by maintaining the 
revenue requirement from 2020-21, there are some changes impacting our costs which are 
outside our control that we are seeking to pass through in bulk water services for the 2021 
Determination period. These external factors are either related to IPART or NSW Government 
decisions. 
  
There are three external changes that WaterNSW is proposing to include in customer prices:  

• Reduced volumes from the drought as reflected in the 20-year rolling average; 
• IPART’s updated cost share arrangement; and 
• The pass through costs of intergovernmental agencies such as the MDBA and the BRC. 

Updated 20-year rolling average of sales 

The 20-year rolling average has been used for both the WaterNSW Rural Valleys and Water 
Administration Ministerial Corporation (“WAMC”) Determinations.  In this Rural Valley pricing 
proposal, the proportion of variable charges can be as high as 60%.  The 20-year rolling 
average is shown below. 
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Figure 7 – 20-year rolling average of water sales 

 
 
 
Drought has led to reduced volumes compared with regulatory allowances, with the 20-year 
rolling average for water usage falling by 7.4% since the 2017 Determination (4,165 GL vs 
4,473 GL set by IPART), with actual / forecast volumes being significantly below the average in 
2018-19 and 2019-20 as illustrated in Figure 7 above.  When constant revenues are applied to 
a lower volume base, this results in a higher price in order to recover our efficient costs.  The 
impact of lower sales volumes varies valley-by-valley, but on average results in a 4% uplift in 
prices.   
 
WaterNSW considers it would be unreasonable if we are not able to recover our efficient costs 
as determined by IPART if the lower volumes from the 20-year rolling average methodology are 
not reset in the 2021 Determination.  As IPART did not update prices to reflect the lower 20-
year rolling average within the 2017 Determination period, we request IPART to now do so in 
the 2021 Determination to give WaterNSW the reasonable opportunity to recover efficient costs 
in an environment of falling water usage. 

IPART’s cost sharing arrangements 

IPART has also changed its cost sharing arrangements to increase the share of costs incurred 
by customers. Since the IPART 2001 Bulk Water Price Determination, a framework has been in 
place for the allocation of costs between users (customers) and the Government.  The 
underlying principle is to allocate costs in relation to the contribution that groups make towards 
different types of costs.  
  
IPART conducted a review of the cost sharing ratios in 2019 and proposed that customers 
should pay a higher share of total costs.  The impact of IPART’s changes to its cost share 
assumptions in 2019 has resulted in a 1% increase in the amount users are asked to pay via 
the user share revenue requirement.  As this change is outside of WaterNSW’s control, the 
impact on customer prices is being passed through to prices and separately identified. 

Murray-Darling Basin Authority and Dumaresq-Barwon Border River Commission costs 

In the 2017 Determination, IPART set separate prices for licence holders in the MDBA and BRC 
valleys to recover the costs of services delivered by the MDBA and BRC. These were levied as 
a two-part tariff, comprising entitlement and usage charges1.   
 

 
1 See Table 1.3 and 1.4 from the IPART 2017 Rural Valleys Determination on page 11. 
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WaterNSW proposes to continue to pass through the costs of the MDBA and BRC and to 
maintain the structure of the MDBA and BRC charges from the 2017 Determination.  We will 
update the proposed charges for the advice received from the NSW Government on the 
amounts to be collected.  
 
As discussed in Section 3.6, in its advice to WaterNSW, the Department has advised that it has 
reallocated how it wants these charges to be recovered, leading to an increase in MDBA and 
BRC pass through charges.  

Regulatory framework 

IPART can approve a one-year determination period 

A one-year determination is consistent with section 24 of the WCIR that allows a rural 
determination of less than four years to be approved by the regulator if it aligns with the 
determination period of a water supply determination of the same organisation (in this 
circumstance the Murray River to Broken Hill Pipeline) in order to reduce regulatory costs for the 
community. 

Maintain key elements of the 2017 Determination  

We are seeking to maintain as many elements from the 2017 Determination as practicable.  
This includes maintaining the Efficiency Carryover Mechanism (“ECM”), maintaining the 
fixed:variable tariff proportions by valley and the approach for managing revenue volatility as 
included in the 2017 Determination, updated to reflect the efficient costs of sourcing the risk 
transfer product.  

Impact of inflation on financeability 

WaterNSW is also proposing a solution to address the inflation forecasting risk that arises as a 
result of IPART’s inflation estimates used for converting a nominal WACC to a real WACC, 
which results in artificially low prices and revenues insufficient to recover our efficient costs.   
 
As underlying inflation is forecast to be between 1% to 1.5% per year over the next four years,2 
this asymmetric forecasting risk has placed significant pressure on our credit ratings and the 
financeability of our investment programs.  WaterNSW has proposed a number of mechanisms 
to address the risk associated with IPART’s forecasting of inflation, which we set out in 
Appendix 3. 

Reforms in the water sector 

The NSW Government is implementing a new metering framework for non-urban water take in 
NSW.  The key objectives of the metering framework are that: 

• The vast majority of licensed water take is accurately metered;  
• Meters are accurate, tamper proof and auditable; 
• Undue costs on smaller water users are minimised; and 
• Metering requirements are practical and can be implemented effectively. 

The major element of this framework is the introduction of a mandatory metering condition in 
licences requiring metering equipment that meets specified standards plus telemetry (or 

 
2 While there may be some upward adjustment of inflation in FY21 due to the unwinding of the social distancing 
restrictions associated with COVID-19 (including the impacts of the Government providing free childcare in the June 
2020 quarter), most forecasters are predicting underlying inflation to be around 1%-1.5% over the next four years.  
This is discussed in Appendix 3 (Financeability) and Appendix 5 (COVID-19).  
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‘telemetry ready’ data loggers) to be installed, used and properly maintained on all water supply 
work approvals above a certain threshold.  
 
Given the uncertainty around the policy and operational landscape and the associated costs of 
metering reform, WaterNSW has excluded the costs of non-urban metering reform from this 
pricing proposal.  WaterNSW will provide cost forecasts to IPART during the review process as 
relevant, by end December 2020, for IPART’s consideration and inclusion in the Final 
Determination. 

Our proposed prices and bill impacts 

As a result of maintaining our revenue requirement in real terms and passing through costs 
outside of our control as identified above, we have calculated proposed prices and bill impacts 
by valley.  These are provided in Section 12.  In calculating our proposed prices and bill 
impacts, WaterNSW has maintained the existing proportion of fixed and variable charges as per 
the 2017 Determination.  For most customers, this means 40% fixed charges and 60% variable 
charges. 
 
The customer bill impacts of our pricing proposal3 for general security (“GS”) and high security 
(“HS”) entitlement customers are set out in Figure 8 and Figure 9,4 respectively, which reflects 
the application of the updated 20-year rolling average and IPART’s updated cost share 
allocations.  The charges exclude the impact of Government pass through charges. 
 
There is no change in price or bill impact in real terms due to WaterNSW’s proposed 
revenue requirement. 
 
On average across all customers, our proposal results in an average bill increase from 2020-21 
to 2021-22 of 5%.  This is due to a 4% increase arising from changes in forecast volumes using 
the 20-year rolling average and an additional 1% due to IPART’s updated cost shares. This 
translates to a 3% increase on average for GS entitlement customers and an 8% increase on 
average for HS entitlement customers.  The valley-by-valley bill impacts for general and high 
security customers are presented below.  The impact of the MDBA and BRC pass through 
charges has been excluded from the bill impact analysis presented below. 

Figure 8 - Bill impact for general security entitlement customers ($ and % change from 2020-21) 

 
 
* SE is Supplementary Entitlement. Applies to the Lowbidgee Flood Control and Irrigation District. 

 
3 Excluding the impact of Government pass through charges. 
4 Average bill impact is calculated using a simple average. This excludes the impact of the meter service charge and 
excludes Lowbidgee. The charges in the North Coast and South Coast valleys are below cost recovery. For these 
valleys, we have proposed no price increases while we pursue long term strategies and solutions with our customers 
to alleviate the pricing pressures in these valleys. 
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Figure 9 - Bill impact for high security entitlement customers ($ and % change from 2020-21) 

 
 

Impact of external factors 

External events, including a lower interest rate environment due to financial market uncertainty, 
weather events including drought and the recent COVID-19 pandemic and associated economic 
and employment impacts have all impacted on our (and our customers’) activities.  The potential 
impacts of COVID-19 on our pricing proposal are discussed in Appendix 5. 

A lower interest rate environment and COVID-19   

Due to financial market movements, lower interest rates continue to place downward pressure 
on water prices.  This is a good outcome for customer prices in the short term.  However, the 
onset of COVID-19 has led to unprecedented measures implemented by Governments and 
significant financial impacts for many businesses and water customers due to higher 
unemployment rates and other economic impacts resulting from social distancing.  
 
This has reinforced the need for proposed charges in rural valleys to be as low as possible. 

Drought  

At the time of writing, parts of NSW are experiencing one of the worst droughts on record.  
Storage levels have been depleting over the past two years at rates not seen since the 1940s 
(World War II) and the Millennium droughts.  Many rural areas are at critical levels of water 
supply, in large part due to the current climate, increasing population and higher than normal 
temperatures (leading to increased demand). 
 
The period from January 2017 to December 2019 was the driest on record for any equivalent 
36-month period, when averaged over the MDB and NSW.  Average rainfall for the MDB was 
918.0 mm over the 36 month period, which is more than 100 mm lower than the second-driest 
(1037.5 mm from January 1965 to December 1967), whilst NSW received around 170 mm less 
rainfall than the next driest period, the 36 months from January 1900 to December 1902 during 
the Federation Drought.5  Figure 10 below illustrates that NSW has recently suffered its lowest 
rainfall on record. 

 
5 See http://www.bom.gov.au/climate/drought/ 
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Figure 10 – NSW suffered its lowest rainfall in 2019 

 
 
 
The prolonged drought has significantly impacted agricultural production and the surrounding 
regional communities across NSW.  The NSW valleys are some of the worst affected regions in 
Australia, with water storage at critically low levels causing significant social, economic and 
environmental impacts. This hardship has been exacerbated by COVID-19. 
 
WaterNSW continues to devote considerable resources to secure the State’s water in the light 
of the ongoing effects of drought. 

Current period outcomes 

Over the 2017 Determination period, in addition to drought and a low interest rate environment, 
a number of events and internal initiatives have significantly impacted on the costs of providing 
Rural Valley Bulk Water services as illustrated in the figure below: 

Figure 11 – Changes in our operating environment 
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• Organisational changes 
In early 2019, WaterNSW moved to a single Enterprise Agreement for our Award staff, 
leading to greater efficiency and consistency across our business. 

• Harmonising our Information and Communications Technology systems 

WaterNSW is continuing to harmonise and update our Information and Communications 
Technology (ICT) systems to drive efficiency and provide improvements to customer 
interfaces 
Our Customer Information Management System (CIMS) (an ERP solution using 
Microsoft Dynamics D365 as the foundation) has been successfully launched, leading to 
a significant consolidation of our information and communications systems to replace the 
fragmented systems that supported processes within SCA, State Water and DPIE-W 
and the retirement of outdated legacy ICT systems.   

• Increased costs of meeting service standards 
The costs of complying with our legislative obligations and maintaining customer service 
standards have increased in many valleys. 

• Improved investment governance 
WaterNSW has reviewed and enhanced our investment governance, asset management 
and delivery strategies to ensure they are best practice and deliver targeted outcomes 
for customers at least cost.  Our asset maintenance has improved over the 2017 
Determination period and we are well placed to provide more targeted condition-based 
maintenance in the 2021 Determination period and beyond. 

• Review of labour sourcing models 
We have undertaken a comprehensive review of our labour sourcing with a view to 
‘insource’ strategic water management activities to leverage our expertise while looking 
to ‘outsource’ non-strategic activities that can be provided at lower cost by the market.  
This is resulting in improved stewardship of our assets, including more targeted 
maintenance based on condition assessments and improved delivery models, while 
continuing to ensure value for money for our customers. 
For example, our water monitoring review considered the most optimal insource and 
outsource mix, resourcing levels and structure realignment opportunities to ensure the 
efficient delivery of water monitoring activities across the WaterNSW customer base 
encompassing Greater Sydney, Rural Valley and WAMC.  This resulted in a greater 
share of insourcing, but a cost reduction at the whole-of-activity level. 

• Improved procurement functions 
Our approach to procurement has undergone a fundamental shift to ensure we achieve 
value for money when procuring goods and services from the market.  These 
procurement savings lead to downward pressure on costs for our customers. 
 

We have also worked closely with our customers and the community in providing support during 
the current drought.  Our operations management has been stretched and we have responded 
by continuing to provide water security during one of the most severe droughts on record. 

Customer engagement 

WaterNSW is committed to meaningful engagement with its customers and stakeholders. In 
considering whether customers were supportive of the key elements of our Rural Valleys pricing 
proposal, we consulted with customers primarily through the Customer Advisory Groups 
(“CAG”) process.  The support from these groups for our proposal has been strong in 
recognition of the impacts of drought on the community. Our consultation on Rural Valleys 
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activities commenced as part of the February 2019 CAGs round presentations, totalling forty 
meetings (four meeting rounds with ten valleys per round).  
 
We consulted with the CAGs on whether customers were supportive of a one-year 
determination period.  The support from the CAGs for our proposal has been strong in 
recognition of the impacts of drought on the community.   
 
Through our “Voice of Customer” research, customers have told us that they have an increased 
awareness of the activities WaterNSW provides for regulated river customers.  Increased 
customer service is also perceived by Rural Valley regulated users. 
 
Our preparations for this pricing proposal have identified a number of issues on which we will 
consult with our customers and other relevant stakeholders, and which we will consider for 
inclusion in our pricing proposal for the subsequent (i.e. 2022 Determination period).   

Financial Risk and Financeability 

WaterNSW’s Rural Valley business is likely to experience significant financial stress in 2021-22 
and beyond as: 

• The placeholder WACC falls from 3.1% to 1.7% (45%) for the MDBA valleys;  
• IPART’s expected use of its approach to forecasting inflation (2.3%6 using its current 

methodology) as opposed to the market’s expectation of actual inflation (1.25% to 1.5% 
on average) further exacerbates the impact of a lower WACC. If the market’s inflation 
expectations materialise, the effective WACC provided by IPART would be below 1%. 
This would not be sufficient to cover the efficient cost of debt or to attract capital to the 
sector by infrastructure investors; and 

• We have assumed a volume forecast based on IPART’s 20-year rolling average from the 
2017 Determination.  However, should this not arise and the drought continues, there is 
the potential for a significant shortfall in revenue in 2021-22 as has occurred in 2018-19 
and 2019-20 (and expected for 2020-21). We are looking to extend our risk transfer 
product for one year to align to the 2021 Determination period to hedge against this risk 
and have included our forecast costs of the product in this proposal.  However, it is likely 
that given the product has enabled WaterNSW to recover significant revenue shortfalls 
over the two previous financial years, which is expected to continue in 2020-21, it is 
entirely possible that the product may be prohibitively expensive moving forward. 

As discussed in Section 16, even under the best case scenario, i.e. inflation in-line with IPART’s 
forecast and our volume assumptions perfectly match the 20-year rolling average, the credit 
rating metrics are already constrained.   
While Water NSW may be able to maintain its financeability requirements in the 2021 
Determination period, there is no doubt that the need for revenue protection, should the 
continuation of the risk transfer produce be uneconomic, will be a key consideration in our next 
pricing proposal.   
 
WaterNSW seeks revenue and pricing outcomes from the 2021 Determination that will enable 
our Rural Valleys operations to maintain appropriate financeability and a credit rating of Baa2 or 
above. 

Our pricing proposal 

Our pricing proposal comprises this main submission document including Appendices 1 to 6 
and the attachments listed below as submitted by WaterNSW to IPART on 30 June 2020: 
 

 
6 See IPART’s 2020 Greater Sydney bulk water determination.  Page 163. 
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1. Our business 

1.1 Introduction 

WaterNSW was formed on 1 January 2015 under the Water NSW Act 2014 (NSW) effecting a 
merger of the former Sydney Catchment Authority and the former State Water Corporation, 
responsible for raw water supply and the development and delivery of raw water infrastructure 
solutions for rural NSW and the Greater Sydney area. 
 
We are committed to be a modern, efficient and highly customer centric organisation. Our focus 
on continuous improvement will lead to ongoing increases in efficiency, enabling delivery of our 
objectives at the lowest possible cost to customers.  We will continue to be a fit-for-purpose 
organisation with the best structure, systems, people, processes and culture to meet our 
customers’ needs and expectations. 

1.2 Our assets and infrastructure   

WaterNSW owns and operates 42 water supply dams across NSW. In the rural area of 
operations covered by this pricing proposal, WaterNSW owns and operates 20 dams and more 
than 280 weirs and regulators to deliver water for town and water supplies, industry, irrigation, 
stock and domestic use, riparian and environmental flows. Figure 12 below shows our area of 
operation.  
 
WaterNSW assets are dispersed along the 7,000 km of the regulated river systems, presenting 
unique challenges for effective asset operations, maintenance and ongoing management.  
 
WaterNSW is also responsible for the Fish River Water Supply Scheme (Fish River Scheme) 
which previously was a Government Trading Enterprise that operated as a bulk water supplier 
on the Fish River until 2005. The Fish River Scheme8 is a pipe and pump scheme (distribution 
network) which sources water from Oberon Dam and Rydal Dam and supplies raw and filtered 
water directly to three major customers – EnergyAustralia, Lithgow City Council and Oberon 
Council. It also provides water to approximately 280 smaller customers that includes farmers 
(not irrigation) and some industrial customers (e.g. collieries) who use the water for domestic 
purposes.  
 
Fish River Scheme water may also be transferred to the Upper Cascade dams which form part 
of the water supplied by Sydney Water to the middle and upper Blue Mountains.  These Greater 
Sydney bulk water transfers are a system balancing measure to ensure the long-term 
availability of bulk water to the Greater Sydney water supply system. 
 
WaterNSW rural infrastructure assets have a wide range of construction dates.  Some major 
dams and regulating structures are in excess of 100 years in age. The peak period in dam 
construction was in the 1960s and 1970s. As such a ‘typical’ major storage in the WaterNSW 
portfolio is in the range of 50-60 years of age.  

 
8 The Fish River Scheme is not subject to a WSP and its customers do not have an entitlement as other WaterNSW’s 
river valleys customers. However, in previous reviews Fish River has been treated as a separate regulated river for 
pricing purposes. 
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Figure 12 - Map of WaterNSW area of operations  

 

1.3 Our customer base 

WaterNSW currently provides rural bulk water services to around [6,300] customers. These 
include: 
 

• Private irrigators and Irrigation companies: irrigators use water for agricultural production 
while irrigation companies distribute water supplied by WaterNSW to their retail 
customers; 

• Environmental water holders: we release water for environmental purposes and 
environmental water holders are increasingly becoming a major customer segment for 
WaterNSW; and 

• Local Councils: council customers include Dubbo City Council, Albury City Council and 
Tamworth Regional Council.  

We meet community needs by providing water for stock and domestic users. We are also 
responsible for delivering environmental flows on regulated rivers. 
 
The NSW Government plays a considerable role in funding (in whole or in part) the costs of 
providing bulk water services to our rural customers. 

1.4 Our operations 

WaterNSW’s area of operations is divided into 13 valleys defined by geographic area in NSW, 
water management area or a water source. These include the Fish River Scheme and the 
following valleys: 
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forecasts have been based on meeting these obligations. This section summarises obligations 
that have an impact on our costs.  
 
WaterNSW is a state owned corporation under the State Water Corporation Act 2004 (NSW) 
and operates under the Water NSW Act, 2014 (NSW). The Water NSW Act establishes 
WaterNSW as a State Owned Corporation and sets out our principal objectives, functions and 
areas of operation. 
 
In the heavy regulated water management landscape in NSW our role is operator of the delivery 
system. Our main functions are:  
 
• Source water protection: protection of the Greater Sydney drinking water catchment to 

ensure safe water is supplied to Sydney Water, local councils and other distributors for 
treatment and distribution to their customers. 
 

• Bulk water supply: supplying water from our storages to customers in the Greater Sydney 
drinking water catchment and in the State’s regulated surface water systems. 
 

• System operator: efficient management of the State’s surface and groundwater resources 
to maximise reliability for users through the operation of the State’s river systems and bulk 
water supply systems, in collaboration with the MDBA which directs operations of the River 
Murray system. 
 

• Infrastructure planning, delivery and operation: meeting customer-defined levels of 
service consistent with NSW Government policy and priorities to increase the security and 
reliability of water supplies to our customers and the communities of NSW. 
 

• Customer water transaction and information services: providing efficient and timely 
services to our customers for water licensing and approvals, water trades, billing and meet 
their water resource information needs for surface and groundwater quantity and quality. 

 
Other participants in the water management landscape in NSW include: 

• The rule maker – NSW Department of Planning, Industry and the Environment - Water 
(DPIE-W);  

• The compliance office – Natural resources Access Regulator (NRAR); 
• The environmental water agencies – Commonwealth Environmental Water Holder 

(CEWH) and the NSW Office of the Environment and Heritage (OEH); and 
• The price setter - IPART. 

Figure 15 sets out the relationship between the main NSW Government entities involved in 
regional water supply. 
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Figure 15 - NSW Government entitles working in partnership in regional NSW 

 

A detailed discussion of our legislative framework is provided in Appendix 1. 

1.6 Impact of drought 

1.6.1 Climate change and drought indicators 

According to the CSIRO’s and the Australian Bureau of Meteorology’s (BOM) State of the 
Climate 2018, Australia’s weather and climate continues to change in response to a warming 
global climate. Australia has warmed by just over 1° Celsius since 1910, with most warming 
since 1950. As illustrated in Figure 16, this warming has seen an increase in the frequency of 
extreme heat events and increased the severity of drought conditions during periods of below-
average rainfall. 9  Eight of Australia’s top ten warmest years on record have occurred since 
2005. 

 
9 See CSIRO / BOM State of the Climate 2018, page 4. Extreme days are those above the 99th percentile of each 
month from the years 1910–2017. These extreme daily events typically occur over a large area, with generally more 
than 40 per cent of Australia experiencing temperatures in the warmest 10 per cent for that month.  The very high 
monthly maximum temperatures that occurred around 2 per cent of the time in the past (1951–1980) now occur 
around 12 per cent of the time (2003–2017). Very warm monthly minimum, or night-time, temperatures that occurred 
around 2 per cent of the time in the past (1951–1980) now also occur around 12 per cent of the time (2003–2017).  
The number of days each year where the Australian area-averaged daily mean temperature is extreme. 
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Figure 16 – Frequency of extreme heat events has increased 

 
Source:  BOM and CSIRO State of the Climate 2018 

 
 
NSW is currently experiencing one of the worst droughts on record.  Storage levels have been 
depleting over the past two years at rates not seen since the 1940s and the Millennium 
droughts.  Many rural areas are at critical levels of water supply, in large part due to the climatic 
conditions, increasing population and higher than normal temperatures (leading to increased 
demand).  
 
While some rainfall has occurred in early 2020, recent climate forecasts10 by the BOM indicate 
that many valleys in NSW remain drought affected, with the road to recovery expected to be 
slow. There may be no lasting reprieve to current drought conditions in some valleys, including 
those in the far west and south east of NSW, which remain drier than average despite April 
rainfall.  
 
The figure below demonstrates the long-term drought conditions currently being experienced in 
NSW. Nearly every area of NSW has been in drought for over two years. At the end of April 
2020, 91.4% of the state remained in one of the three Combined Drought Indicator (CDI) 
categories used by the NSW Government.11 
 

 
10 NSW Government, DPI Seasonal Outlook, 2020, https://www.dpi.nsw.gov.au/climate-and-emergencies/seasonal-conditions/ssu/nsw-state-
seasonal-update-april-2020. 
11 NSW Government, DPI Seasonal Outlook, 2020, https://www.dpi.nsw.gov.au/climate-and-emergencies/seasonal-conditions/ssu/nsw-state-
seasonal-update-april-2020. 
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Figure 17 – Drought duration from June 2017 to April 2020, for all CDI categories 

 
Source:  NSW Government, DPI Seasonal Outlook 

 
 
Climatic conditions have also been hotter and drier than long-term averages. The three years 
from January 2017 to December 2019 were the driest on record for any 36-month period 
starting in January, when averaged over the MDB and New South Wales.  Average rainfall for 
the MDB was 918.0 mm over the 36 month period, which is more than 100 mm lower than the 
second-driest period (1037.5 mm from January 1965 to December 1967). New South Wales 
received around 170 mm less rainfall than the next driest period, which was the 36 months from 
January 1900 to December 1902 during the Federation Drought.12  The figure below illustrates 
that NSW has recently suffered its lowest rainfall on record. 

Figure 18 – NSW suffered its lowest rainfall in 2019 

 

 
12 See http://www.bom.gov.au/climate/drought/ 
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While rainfall accumulation has begun to improve across NSW, inflows have been below 
historic levels over the last year. The following figure presents rainfall accumulation over the 
past year. 

Figure 19 – Rainfall accumulation index for the 12 months to 30 April 2020 

 
Source:  NSW Government, DPI Seasonal Outlook 

 
Figure 20 demonstrates that there is a strong likelihood that a significant portion of NSW will 
experience daytime temperatures above the median over May to July 2020. The Hunter region 
and coastal valleys in particular are expected to experience higher than average temperatures. 

Figure 20 – Mean Maximum Temperature Forecast for May to July 2020 

 
Source:  NSW Government, DPI Seasonal Outlook 
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The combination of low rainfall, low inflows and high median temperatures, is expected to 
continue in many areas of the state. 
 
While drought and bushfires are traditional climate hazards in NSW, a large number of extreme 
heat events have contributed to the severity of the recent bushfire crisis, with drought 
compounding the severity of the bushfires. This has compounded the social, economic and 
environmental challenges being faced by NSW water customers. 

1.6.2 Addressing the impacts of drought on NSW communities 

The prolonged drought has significantly impacted agricultural production and the surrounding 
regional communities across NSW. The NSW valleys are some of the worst affected regions in 
Australia, with water storage at critically low levels, causing significant social, economic and 
environmental impacts.  
 
Management of NSW's water resources relies on a range of legislation, initiatives and 
cooperative arrangements with the Commonwealth and other state governments. In addition to 
the NSW Government committing $3 billion toward drought support and water security since 
2017, formal agreements between NSW and the Commonwealth are critical in delivering long 
term, large-scale infrastructure projects.   
 
Drought-related joint funding initiatives between the NSW and Commonwealth Governments 
includes the $1.1 billion water infrastructure package for rural and regional communities.13 This 
funding covers the $650 million upgrade of Wyangala Dam (Central West), the construction of 
the new $480 million Dungowan Dam near Tamworth and an initial $24 million for the 
preliminary planning costs for the Border Rivers project on the Mole River near the Queensland 
border.   
 
While these joint initiatives enable NSW to address the immediate impacts of climate events, 
such as critical town water projects across the state, it is imperative that WaterNSW continues 
to focus on securing the State’s water in light of the ongoing effects of drought. We will continue 
to work with customers and the NSW Government to address the State’s water needs and to 
minimise the impact of drought on customers by providing least cost solutions and to offer 
support where needed. Our proposal for a one-year regulatory period, keeping the user share 
revenue requirement constant in real terms, is designed to further assist our customers to 
manage the current challenges.  

  

 
13 A 50:50 sharing arrangement announced in October 2019. 
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2. Our pricing proposal  

2.1 Application of our pricing proposal  

2.1.1 State Owned Corporation Act 1989  

This pricing proposal for maximum prices from 1 July 2021 to 30 June 2022 covers bulk water 
services to our customers in: 
 

• The nine valleys in the MDB (referred to as the “MDB valleys”); 
• The three coastal valleys (Hunter, North Coast and South Coast) (referred to as the 

“coastal valleys” or the “IPART valleys”); and 
• The Fish River Scheme.  

The pricing of bulk water services to the MDB valleys as well as customers in the Fish River 
Scheme (other than Oberon and Lithgow councils) are regulated under: 
 

• The Water Act 2007 (Cth);  
• The Water Charge (Infrastructure) Rules 2010 (WCIR) made under the section 92 of the 

Water Act 2007; and 
• The Australian Competition and Consumer Commission’s (ACCC’s) Pricing principles for 

price approvals and determinations under the Water Charge (Infrastructure) Rules 2010 
of July 2011(the “ACCC Pricing Principles”).  

The pricing of bulk water services to the three coastal valleys and Oberon and Lithgow councils 
are regulated under section 11 of the IPART Act.  
 
As permitted under the WCIR, in 2015, IPART became an accredited agency taking over the 
pricing role from the ACCC. IPART is required to adhere to the requirements in the WCIR for 
the nine valleys in the MDB as well as customers in the Fish River Scheme (other than Oberon 
and Lithgow councils).14  
 
In June 2017, IPART issued its determination for rural valley Bulk Water Services from 
1 July 2017 to 20 June 2021. 
 
In February 2020 IPART issued a submission information package to WaterNSW including 
Guidelines for Water Agency Pricing Submissions (IPART Guidelines).This pricing proposal has 
been prepared in accordance with the WCIR and the ACCC Pricing Principles as 
appropriate.15,16 
 

 
14 IPART must conduct this price review in a manner which will comply with the requirements of the current WCIR and ACCC Pricing 
Principles for the nine MDB valleys and customers in the Fish River Scheme (other than Lithgow and Oberon councils).  
15 Figures used within the tables of this report may not reconcile due to rounding. Any differences due to rounding will not be material. Unless 
otherwise stated, the forecast inflation rate refers to a 2.5% uplift from the previous year in line with the IPART SUP letter.  
16 In some cases, we have deviated from IPART’s pricing submission checklist, for example:  
*  this submission outlines 1 year of future operating/capital expenditure instead of 5 years;  
*  proposed tariffs for each monopoly service are set out in nominal terms instead of real terms.  
However, in such cases, we have provided the required information to IPART in our response to their ‘Special 
Information Request’ template. Further, we note that, in some tables the totals column for actual data is set out in 
nominal values. In these cases, we have described our assumptions with respect to inflation as part of the table. 
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Pricing for MDB valleys 

 
WaterNSW is lodging a transitional application under the WCIR. A transitional application is one 
that is lodged prior to 1 July 2020 under clause 24 of the WCIR and Part 11 of the Water 
Charge Amendment Rules 2019 for the next regulatory period.   
 
In September 2016, the ACCC provided advice to the then Minister for Agriculture and Water 
Resources on amendments to the Water Charge (Infrastructure) Rules 2010. The ACCC’s 
advice included proposed amendments to the water charge rules to simplify the regulatory 
arrangements. Based on this advice, the Minister for Agriculture and Water Resources 
amended the WCIR under the Water Charge Amendment Rules 2019. 
 
The amendments are intended to simplify the regulatory framework by handing back to the 
Basin States the regulation of water infrastructure charges levied by on-river infrastructure 
operators such as WaterNSW provided the relevant state law meets the regulatory test in 
paragraph 29(2)(b) regarding cost reflective charging consistent with (not exceeding) the 
recovery of prudent and efficient costs. 

The changes will commence on 1 July 2020. 
 
As part of the amendments, transitional arrangements were enacted under Part 11 of the Water 
Charge Amendment Rules 2019 allowing IPART to continue to regulate Part 6 infrastructure 
operators such as WaterNSW under the WCIR accreditation arrangements until the end of a 
transition period provided: 
 

1) The regulated entity lodges a transitional application under the WCIR prior to 1 July 
2020 pursuant to clause 24 of the WCIR; and 

2) IPART remains accredited under the WCIR for the relevant transitional period.  
 
The transitional arrangements enable IPART to continue to regulate WaterNSW during the 
transition period and apply the existing pricing rules in the interest of regulatory certainty. At the 
end of the transition period, IPART may set the infrastructure charges for WaterNSW’s MDB 
valleys in accordance with the IPART Act provided the NSW law meets the requirements of the 
new water charge rules as described above (otherwise the ACCC will be the regulator).  

Regulatory period under clause 24 of the WCIR 

This pricing proposal is an application with IPART under clause 24 of the WCIR in which 
WaterNSW proposes a one-year regulatory period for MDB valleys (from 1 July 2021 to 30 June 
2022). Clause 24 of the WCIR states:  
 

(1) A Part 6 operator that is also a supplier of urban water services the charges for 
which are determined by an agency of a State, under a law of the State, in 
respect of a period other than a period referred to in paragraph (a) or (b) of the 
definition of regulatory period, may make an application in writing to the 
Regulator for that other period, or a part of that other period, to be a regulatory 
period in relation to that operator for the purposes of an application under Rule 
25.  

(2) The Regulator, having regard to the circumstances, may approve the application. 

WaterNSW’s pricing proposal for the MDB valleys is a transitional application 
made under clause 24 of the Water Charge (Infrastructure) Rules 2010 and 
the transitional provisions of Part 11 of the Water Charge Amendment Rules 
2019    
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WaterNSW considers that it can apply under clause 24 of the WCIR for the following reasons: 

• WaterNSW operates the water transportation services provided by the Murray River to 
Broken Hill Pipeline (BHP). In 2019, IPART set the maximum prices WaterNSW can 
charge for the water transportation services provided by the BHP from 1 July 2019 to 30 
June 2022 under the IPART Act; 

• The BHP is an urban water service because it is a water service supplying an urban 
centre beyond the point at which the water has been removed from a Basin water 
resource (the Murray river). Section 91(3) of the Water Act therefore excludes the BHP 
from regulation under the WCIR; and  

• The administrative efficiency of having the charges for BHP and the MDB valleys 
determined at the same time (for example, they are in similar areas, which has the 
potential to reduce the consultation costs for WaterNSW and its customers) as well as 
the desire to minimise consultation in the short term for customers suffering from 
drought. 

We consider that the use of clause 24 of the WCIR to align the regulatory period of the MDB 
valleys and the BHP is consistent with the intention of clause 24 of the WCIR. The Explanatory 
Statement for the WCIR comments (at 15):  

The purpose of this rule is to allow operators subject to approvals or determinations in 
respect of their charges for urban water services to apply to have the timing of the 
approval or determination of charges under the Rules aligned with the urban water 
pricing process. Aligning the timing of these processes seeks to minimise costs arising 
from having separate approval or determination processes for an operator’s rural and 
urban charges. 

 
The WCIR Amendment maintains this rationale in regard to the amended clause 24, 
commenting: 

…. in order to align the regulatory period with, for example, a regulatory period that 
applies to the Part 6 operator in relation to a State-based regulatory period, for example 
for urban water services. The ACCC noted that this would reduce the regulatory burden 
associated with non-alignment of these services.  

 
Therefore, WaterNSW’s application under clause 24 of the WCIR, which will seek to align the 
regulatory periods of the MDB valleys with the BHP, is wholly consistent with the intention of the 
WCIR and WCIR Amendment.  

Pricing for coastal valleys 

Maximum prices for Coastal Valley customers and Fish River Urban Water Supply Customers 
are made under the IPART Act 1992.  
 
Section 11 of the IPART Act gives IPART a standing reference to conduct investigations and 
make reports to the Minister on the determination of the pricing for a government monopoly 
services supplied by a government agency specified in schedule 1 of the IPART Act. 
WaterNSW is listed as a government agency in schedule of the IPART Act. 
 
Charges for services supplied to coastal valley and Fish River Urban Water Supply Customers 
are determined by IPART in accordance with the Independent Pricing and Regulatory Tribunal 
(Water Services Order 2004), which declares certain services provided by the now-abolished 
State Water Corporation to be a government monopoly service. In accordance with clause 
24(2)(c)(ii) of schedule 2 of the Water NSW Act 2014, references in the Order to State Water 
are to be read as references to WaterNSW.  
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2.2.1 Greater Sydney 

Pricing for these services is subject to determination by IPART as part of its Review of prices for 
WaterNSW for the 4 year period from 1 July 2020 to 30 June 2024.  IPART’s Final Report, 
Review of prices for WaterNSW, was released on 16 June 2020. 

2.2.2 WAMC functions 

On 31 May 2016 the Water NSW Amendment (Staff Transfers) Bill 2016 passed the NSW 
Parliament, facilitating the transfer of employees of DPI Water to Water NSW. Their transfer is 
part of enabling WaterNSW to carry out functions of WAMC in relation to delivering water, all 
customer transactional dealings, all in-field services and resource management for groundwater 
and surface water.  
 
IPART, as part of its “Review of prices for the Water Administration Ministerial Corporation” 19, 
has determined prices that WAMC can charge for water management services which are 
currently delivered on its behalf by DPI Water for the four year period commencing on 1 July 
2016.  

 
We bill our customers for all WAMC functions (including those still to be supplied by DPIE-W) at 
the IPART determined prices.  However, to provide greater transparency to our customers, we 
will request IPART to endorse separate prices for WaterNSW, DPIE-W and NRAR for the 
provision of WAMC functions for the upcoming WAMC 2020 Price Submission.  

2.2.3 Broken Hill Pipeline 

The Murray River to Broken Hill Pipeline consists of a 270km subterranean pipeline, pumping 
stations and bulk water storage facility for transporting, storing and delivering bulk water from 
the Murray River at Wentworth to Broken Hill and surrounding communities.  
 
IPART determined the maximum prices that WaterNSW can charge for the water transportation 
services provided by the pipeline for the three year period from 1 July 2019 to 30 June 2022 in 
its May 2019 Prices for water transportation services provided by the Murray River to Broken 
Hill Pipeline from 1 July 2019 Final Determination.  

2.3 Regulatory determination period  

Under the ACCC Pricing Principles for infrastructure operators when the rules commence, the 
first regulatory period is three years and all subsequent regulatory periods are four years.20   
 
In accordance with clause 24 of the WCIR, WaterNSW proposes a one-year regulatory period 
for the nine valleys in the MDB, and customers in the Fish River Scheme (other than Oberon 
and Lithgow councils) in recognition of the impact that drought is having on our customers and 
the relief that a one-year determination with no, or minimal, price changes would provide. 
 
For the coastal valleys, the IPART Guidelines require WaterNSW to propose the length of the 
determination period that it is seeking and the reasons for this length.  The IPART Guidelines 
suggest that in proposing a determination period, issues to consider include the following: 
 

• The merits of aligning the determination period with those of related or comparable 
entities; 

 
19 IPART, Review of prices for the Water Administration Ministerial Corporation from 1 July 2016, Final Report, June 
2016. 
20 ACCC 2011, WCIR pricing principles— July 2011, p. 12. 
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• The level of certainty around expenditure and/or consumption forecasts (and, related to 
this, the extent, timing and pace of change likely in an industry); 

• The incentives created for the regulated agency to increase efficiency; 
• The need for regulatory certainty; 
• The cost of the determination process; and 
• Other costs and benefits associated with shorter or longer determination periods. 

We are also proposing a one-year regulatory period for the three coastal valleys and Oberon 
and Lithgow councils.  Aligning the regulatory period for all the rural valleys will allow for 
synergies and economies in producing operating and capital forecasts, consumption forecasts 
and other information required by IPART.  
 
As WaterNSW is working with the community and the NSW Government in addressing the 
impact of drought across the rural valleys, and businesses and customers alike are facing 
unprecedented challenges with COVID-19, a one-year determination offers a reasonable period 
to mitigate the impact for customers of drought and provide additional time to undertake detailed 
engagement with our customers on their water supply needs.   
 
WaterNSW is proposing no change to its proposed revenue requirement in real terms for 2020-
21 and to update prices only to reflect changes in externally driven factors (e.g. updating the 20-
year rolling average, the application of IPART’s February 2019 updated costs share report for 
rural customers and costs as advised to WaterNSW relating to the NSW Government’s 
contributions to MDBA and BRC costs). 
 
We believe that a one-year regulatory determination period for the provision of rural water 
services complies with the applicable legislation and would achieve a reasonable balance 
between providing incentives to pursue and pass on efficiency gains while considering the over-
riding impacts of drought on our customers. 

2.4 Annual price review process  

WaterNSW acknowledges the need to continue the current approach of annual price reviews.  
The WCIR (Division 3) provide for the annual review of regulated charges for second or 
subsequent years of a regulatory period following an application by the infrastructure operator.  
 
The application by the operator must include forecasts of demand for infrastructure services the 
year to which the application relates; an estimate of demand for the current year; the method for 
calculating estimates and forecasts; and proposed regulated charges in respect of the year to 
which the application relates. 
 
The WCIR allows the regulator to determine regulated charges that vary from the original 
determination to the extent one or both of the following tests are satisfied: 

• It is reasonably necessary to vary the charges, having regard to changes in the demand 
or consumption forecasts submitted in the application (the ‘change in forecasts’ variation 
test); and 

• It is reasonably necessary to vary the charges, having regard to price stability (the ‘price 
stability’ test). 

The current approach provides a balance between managing changes in the 20-year rolling 
average of usage (see Section 9.1 below) and price stability for customers.  WaterNSW has 
used the volumes from the 20-year rolling average when calculating its proposed prices. 
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2.5 Services subject to this pricing proposal  

The services subject to this pricing proposal under the Water Act 2007 (Cth) are for the storage 
and delivery of bulk water and the making available of water (amongst other things). They also 
include services provided under the Independent Pricing and Regulatory Tribunal (Water 
Services) Order 2004 and section 4 of the IPART Act.  
 
Therefore, the regulated charges that are subject to this pricing proposal are the infrastructure 
charges for Bulk Water Services to MDB valleys, coastal valleys and Fish River Scheme. These 
charges are outlined in Section 12 of this pricing submission.   
 
The regulated charges also include separate charges to access WaterNSW’s water service 
infrastructure such as metering service charges and the following miscellaneous charges 
(discussed in Section 14): 
 

• Trade processing charge; 
• Environmental gauging station charge; 
• Refundable meter accuracy deposit for verification and testing in situ; 
• Refundable meter accuracy deposit for laboratory verification and testing; and 
• Fish River connection and disconnection charges. 

We have proposed maintaining the above charges in real terms ($2020-21) in this pricing 
proposal. 

2.6 Murray-Darling Basin Authority and Border Rivers Commission charges 

The MDBA and the BRC undertake certain water and infrastructure management functions 
within the Border, Murray and Murrumbidgee valleys. The MDBA and BRC are cross-
jurisdictional bodies that co-ordinate and manage water resource management activities from a 
‘whole of system’ perspective where more than one State is involved.  
 
For example, for the MDBA, these include activities such as monitoring water quality, managing 
ground water, monitoring bores and developing/implementing salinity mitigation strategies and 
implementing the Basin Plan - a strategic plan for the integrated and sustainable management 
of water resources in the MDB.  
 
The costs of managing and maintaining assets under the MDBA’s and BRC’s arrangements are 
jointly paid for by the signatory States. The costs are then allocated to each State in a 
proportion defined under the terms of the agreement. The NSW Government pays the NSW 
share of these costs to the MDBA and the BRC.  
 
The NSW Government has in the past directed WaterNSW to collect a certain proportion of the 
MDBA and BRC charges from our customers. As part of the 2017 Determination, we were 
advised by DPI Water of the maximum charges the NSW Government required us to collect 
during the 2017-2021 determination period.   
 
In the Murray and Murrumbidgee valleys, customers also pay MDBA pass-through charges to 
recover the costs of WaterNSW’s payments in relation to the MDBA.  The MDBA undertakes 
activities related to bulk water infrastructure services in these valleys. The NSW Government 
pays for the NSW share of MDBA costs. WaterNSW collects revenue from customers for the 
NSW Government’s MDBA payments. The NSW Government has typically directed WaterNSW 
to collect a certain proportion of the charges from our customers, which we have done. 
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The cost estimates presented in this document are strategic (pre‑feasibility) level estimates, and 
so carry inherent uncertainty commensurate with the level of detail of this work. The cost 
estimates were prepared for options comparison only. The infrastructure sizes and costs will be 
further reviewed in future studies. This options study is not a capital investment plan for 
WaterNSW, but rather a baseline to guide future decision making and benchmark future 
investments. 
 
This options study does not address the potential operational or regulatory options that need to 
be considered when making investment decisions. These options are being developed by 
WaterNSW in parallel and will come together prior to WaterNSW’s 2022 Determination. This 
study fulfils the target setup by Infrastructure New South Wales’ 2014 State Infrastructure 
Strategy Update and NSW Government’s election commitment. 
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3. Regulatory framework 

3.1 Form of price control  

WaterNSW proposes to maintain the current form of price control. 
 
The form of price control in the 2017 Determination applying to MDB valleys infrastructure 
charges is a price cap that modified the hybrid price and revenue cap initially introduced by the 
ACCC in the ACCC Final Decision on State Water Pricing Application: 2014-15 – 2016-17, June 
2014 (the ACCC 2014 Decision).   
 
In 2014, the ACCC determined that for most of the valleys, WaterNSW would recover 40% of its 
revenue from fixed charges and 60% from variable charges, together with the introduction of an 
unders-and-overs mechanism (“UOM”).  The ACCC stated “[t]he hybrid from of control will allow 
for a partial rather than full adjustment to prices each year to account for the difference between 
actual and target revenue.”23  
 
The ACCC determined the regulated prices for 2014-15 and included a formula to calculate 
prices for 2015-16 and 2016-17 through annual price reviews which updated prices for inflation, 
changes in forecast usage and the operation of the UOM.  
  
In its 2017 Determination, IPART decided to discontinue the UOM, as it considered that a 
revenue volatility allowance is a better approach to mitigating revenue volatility risk. To address 
the existing UOM balance, IPART incorporated a UOM payback amount in prices so that the 
balances can be recovered over a 12-year period (potentially three determination periods). 
 
WaterNSW proposes maintaining the following mechanisms from the 2017 Determination for 
the 2021 Determination: 
 

• The current approach of setting maximum prices as the form of control for the Rural 
Valleys; 

• The approach to paying back to the UOM adopted by IPART whereby the UOM balance 
is recovered over a 12-year period; and 

• IPART’s approach to managing revenue volatility through a ‘risk transfer product’ as 
discussed in Section 3.5. 

3.2 Building block approach  

WaterNSW supports the continued use of the building block approach to develop our target 
revenue allowance.  
 
In its 2017 Determination, IPART applied the following building block framework to calculate 
WaterNSW’s notional revenue requirement over the determination period.  To apply this 
approach, IPART made decisions on the revenue WaterNSW would require in each year of the 
regulatory period, based on the following building blocks: 
 

• The revenue required for operating expenditure over the period.  This amount 
represented IPART’s estimate of WaterNSW’s forecast efficient operating, maintenance 
and administration costs; 

• An allowance for a return on the assets used to provide the regulated services.  This 
amount represented IPART’s assessment of the opportunity cost of the capital invested 
in WaterNSW by its owner and debt providers to ensure that it can continue to make 

 
23 The ACCC 2014 Decision, page 22. 
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efficient investments in capital in the future.  The return on capital was calculated by 
multiplying an inflation indexed RAB by a rate of return on capital that excluded the 
impact of inflation, or a ‘real’ framework, so as to not double count the impact of inflation; 

• An allowance for a return of assets (depreciation).  This allowance recognises that 
through the provision of services to customers, a water utility’s capital infrastructure will 
wear out over time and therefore revenue is required to recover the cost of maintaining 
the RAB; 

• An allowance for meeting tax obligations.  As part of its 2017 Determination, IPART 
adopted a post-tax real WACC and calculated WaterNSW’s tax liability as a separate 
cost building block as IPART considered this method more accurately estimates the tax 
liability for a comparable commercial business; and 

• An allowance for working capital.  This allowance represents the holding cost of net 
current assets, such as receivables and payables. 

The total revenue requirement represents the efficient costs that can be recovered by 
WaterNSW for the provision of monopoly services.  The revenue requirement is set by IPART at 
efficient levels to ensure that WaterNSW can meet its legislative and regulatory obligations as 
well as any service standards and customer driven discretionary requirements. 
 
A diagram of IPART’s building block revenue requirement approach is shown below: 

Figure 22 - Total ‘building block’ revenue requirement approach 

 
 
 
The sum of the above building blocks represented IPART’s view of our total efficient costs over 
the determination period, or the total revenue requirement as discussed in Section 12. 
 
To promote certainty and transparency in the regulatory framework, WaterNSW proposes that 
IPART continue to use its current ‘building block’ approach applied for the 2021 Determination 
period. 
 
In addition to these costs, we propose to continue the following adjustments to the building 
blocks for the 2021 Determination: 
 

• The amortisation of the UOM allowance as per IPART’s methodology from the 2017 
Determination; 

• The efficient cost of the risk transfer mechanism to manage revenue volatility as 
discussed in Section 3.5 below, and 

• Irrigation corporations and districts (ICD) rebates.  

Our proposed allowances for the building block components are presented in Sections 5 to 10. 



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 46 

 

3.3 Approach for converting the revenue requirement into prices 

Having calculated WaterNSW’s notional revenue requirement for the 2021 Determination 
period, IPART then converts the notional revenue requirement into prices.  To do this, IPART 
makes a number of decisions, including the following: 
 

• The target revenue for each year; 
• The revenue expected from other sources; 
• Forecast water sales and customer numbers over the determination period; 
• The structure of WaterNSW’s prices, and the revenue to be generated from various 

charges; and 
• The level of prices.  

WaterNSW considers that IPART’s approach for converting the notional revenue requirement 
into prices for the 2017 Determination was appropriate and proposes that the approach is 
continued for the 2021 Determination period. 

3.4 Efficiency carryover mechanism  

In its Final Decision for the 2017-21 Determination, IPART stated that it intended to implement 
an ECM at WaterNSW’s 2021 price review to apply to operating expenditure (i.e. the ECM did 
not apply to capital expenditure). This was consistent with its decision to introduce an ECM for 
Sydney Water and Hunter Water Corporation. 
 
The ECM is intended to provide a regulated business with an incentive to be efficient and find 
permanent operating expenditure savings consistently throughout the regulatory period, thereby 
removing the inherent bias to cut costs in the early years and ramp up costs in the later years of 
a regulatory period.  
 
The ECM is intended to reward businesses by allowing permanent cost savings to be retained 
by the business for four years, regardless of the year in which the saving occurs. 
 
While WaterNSW proposes that the ECM forms part of the 2021 Determination, WaterNSW is 
not proposing to include an ECM carry forward amount in our proposed 2021 Determination 
period revenues on the basis that: 
 

• WaterNSW’s motivation to achieve efficiency gains is not driven by the ECM per se; 
rather we seek to provide secure, high quality water at the lowest price for our customers 
consistent with our statutory obligations; and 

• In recognition of the impact of water prices on customers, we do not consider that 
carrying forward additional costs to the 2021 Determination period arising from efficiency 
savings in the current period is appropriate in time of drought.   

Application of the ECM to capital expenditure 

WaterNSW has also considered the merits of extending the ECM to capital expenditure.  On 
balance we suggest that the ECM not be extended to capital expenditure on the basis that: 
 

• A capital ECM would presumably (at best) be applicable to recurrent capital expenditure 
or approximately 25% of our overall capital expenditure program; 

• The ‘lumpy’ nature of the WaterNSW capital expenditure program means that there can 
be significant shifts from year to year.  The factors for swings can be related to the stage 
of the investment asset life-cycle and government-directed investment, rather than 
efficiency; 
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• We query the scope for efficiency savings in capital expenditure given that: 
o Capital expenditure construction is procured from third parties 
o The market-testing of procurement results in the most efficient provider delivering 

the works.  This reduces the need for extending the ECM to capital expenditure 
as it is already market tested and efficient; and 

• The ECM does not help to demonstrate whether a capital expenditure project/program is 
prudent. This is demonstrated by our governance, decision-making and planning 
processes. Therefore, an ECM for capital expenditure will not improve the prudency of 
the investment or remove the need for regulatory scrutiny of the capital expenditure 
program at each reset. 

From our analysis, we do not consider that extending the ECM to include capital or advocating 
an alternative capital incentive scheme (such as the AER’s Capital Expenditure Sharing 
Scheme), would improve incentives for capital efficiency or result in improved outcomes for the 
organisation and its customers.   
 
On this basis, WaterNSW proposes that the ECM not be extended to capital expenditure. 

3.5 Managing revenue and volume volatility 

In the 2017 Determination, IPART approved the inclusion of a risk transfer product (“RTP”) to 
manage revenue volatility as outlined below: 
 

WaterNSW originally proposed to include $3.6 million per year to manage its revenue 
volatility risk through its proposed risk transfer product (RTP). Our decision is to allow a 
volatility allowance of about $1.3 million per year, which is consistent with WaterNSW’s 
revised proposal in its submission to our Draft Report. This recognises that WaterNSW 
is subject to revenue volatility risk, which arises from the difference between its largely 
fixed cost structure and its price structure (which is 40:60 fixed to variable in many 
valleys).  
 
We have also decided to discontinue the unders and overs mechanism (UOM), as we 
consider that a revenue volatility allowance is a better approach to mitigating revenue 
volatility risk. To address the existing UOM balance, we have incorporated a UOM 
payback amount in prices so that the balances can be recovered over a 12-year period 
(potentially three determination periods). This UOM payback puts upward pressure on 
bills for some customers, namely for GS customers in the Macquarie, Lachlan, Gwydir 
and Namoi valleys. This is an increase, applicable until the UOM balance in each valley 
is returned to zero.24 

 
WaterNSW proposes to maintain the current approach from the 2017 Determination to 
managing revenue volatility for the 2021 Determination.  This consists of: 

• Maintaining the RTP in the cash flows, noting that we have proposed an increase to 
reflect the efficient cost of sourcing the product from the market that is higher than 
IPART’s allowance of $1.3 million per year to $2.3 million to reflect our current 
premiums; and 

• Continuing to pay back the UOM over the remainder of the 12 year amortisation period 
in line with IPART’s previously determined approach. 

This position is subject to the insurance market pricing being economically viable and/or the 
market continuing to want to support the product.  This may be at risk given WaterNSW has 
received significant insurance proceeds over the last two financial years which is expected to 
continue in 2020-21. 

 
24 See IPART’s June 2017 Review of prices for rural bulk water services from 1 July 2017 to 30 June 2021. Page 6. 
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These matters are discussed in the sections below. 

3.5.1 Risk transfer product 

At the 2017 Determination, and consistent with the ACCC Pricing Principles, WaterNSW 
considered a number of mechanisms for addressing volatility. These can be categorised based 
on who bears the risk: 

• Customers: by paying a greater proportion of fixed-charges so as to reduce the volatility 
of WaterNSW’s revenue; 

• WaterNSW: by continuing to bear the significant volatility; and 
• A third-party: by using an RTP (similar to insurance) to transfer some of the revenue 

stream to a third party to reduce the volatility borne by WaterNSW. 

WaterNSW’s preferred approach to managing the revenue volatility was to transfer the risk to a 
third party via a risk-share or insurance type of arrangement.  Such a financial transfer has 
several benefits: 

• It would be efficient as a third-party with more diversified investment assets could have a 
lower cost of bearing the risk; and 

• It provides a foundation in the long-term for more flexible arrangements with customers. 
For example, it may be able to facilitate individual customers being able to choose their 
tariff structure. 

The RTP is a simple swap arrangement whereby two-thirds of WaterNSW’s usage revenue (in 
valleys with a 40:60 or 60:40 fixed variable structure) is swapped for a fixed revenue stream. 25  
 
At the time of the 2017 Determination, through the RTP, WaterNSW proposed to swap funds 
with a third-party to mimic an 80:20 fixed to variable tariff structure as this structure largely 
reflected our underlying cost structure, while not eliminating all business risk. WaterNSW 
obtained an initial quote of an RTP on this basis. 
 
IPART decided that the volatility allowance to be incorporated into prices over the 2017 
Determination ($2015-16) was $1.3 million in 2017-18 and then $1.274 million each year 
thereafter. This amount was based on WaterNSW’s market quote provided at the time, adjusted 
for IPART’s decision to adopt an 80:20 tariff structure in the Peel valley from the second year of 
the determination period (i.e., in 2017-18 the tariff structure in the Peel valley was maintained at 
40:60, but from 2018-19 onwards the tariff structure would be 80:20 fixed to variable).26 

Costs of the RTP have increased 

WaterNSW entered into arrangements with a third party provider through a competitive 
procurement process, facilitated by the NSW Government’s self-insurance entity, icare, and its 
specialist reinsurance market advisors.  WaterNSW notes that the costs of securing the RTP 
have been significantly higher than IPART’s $1.3 million allowance since the product’s 
inception.  WaterNSW will provide information to IPART on a confidential basis on the costs of 
obtaining the RTP. 
 
Placing greater upward pressure on the cost of the product, WaterNSW lodged a claim in 2018-
19 to recoup the revenue shortfall associated with sales volumes being materially below the 20-

 
25 By swapping two-thirds of the variable revenue a 60 per cent variable revenue stream is converted to 20 per cent 
variable revenue stream. The swap arrangement is for 4 years and includes limits of $20 million (annually) and $50 
million (over the 4 year period) in both directions. 
26 See IPART’s June 2017 Review of prices for rural bulk water services from 1 July 2017 to 30 June 2021. Page 94. 
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year rolling average – the denominator in the price setting formula in the 2017 Determination.  
We also anticipate a larger claim will be lodged for 2019-20. 
 
Based on our market sounding, WaterNSW proposes an RTP premium of $2.3 million for the 
2021 Determination consistent with the 2018-19 actuals ($nominal).  We note that our proposed 
RTP premium, while higher than IPART’s allowance at the 2017 Determination, is not 
inconsistent with the previous volatility allowance of $2.2 million ($2009-10) set by IPART at the 
2010 Determination.27 
 
While the RTP ‘did its job’ in mitigating the costs of the revenue shortfall in 2018-19, the market 
may be unwilling to continue to offer an RTP based on the current annual premium and the 
likelihood that sales volumes will continue to be below the 20-year rolling average due to the 
continuing effects of drought.   
 
WaterNSW requests that IPART consider the outcomes of the market-source final costs for the 
RTP for 2021-22, prior to finalising the 2021 Determination. 
 
In the final 2017 Determination, IPART allocated the volatility allowance to each valley based on 
the relative sum insured for each valley, on the basis that the cost of the RTP was expected to 
broadly move in line with the sum insured for each valley.28  
 
WaterNSW proposes to maintain the allocation allowance to each valley based on the approach 
set out in the 2017 Determination.  

3.5.2 Unders and overs mechanism payback 

In the 2017 Determination, IPART decided to discontinue the UOM as IPART considered that a 
revenue volatility allowance is a better approach to mitigating revenue volatility risk. The UOM 
introduced by the ACCC in the 2014 Determination was replaced by the ‘volatility allowance’ 
that IPART previously included in the 2010 Determination.  The replacement of the volatility 
allowance by the ACCC with an ‘unders and overs account’ was introduced to address the 
revenue volatility in the following manner: 
 

The ACCC’s decision addresses revenue volatility by establishing an ‘unders’ and 
‘overs’ account. An unders and overs account allows State Water to adjust its charges 
annually to recover a portion of the revenue not recovered because water usage is lower 
than forecast, or to return a portion of revenue to customers if water usage is higher than 
forecast. 

 
The approach reduces price volatility for customers while allowing State Water to 
recover all of its costs over time.29 
 

In the 2017 Determination, and as discussed in the previous section, IPART decided to move 
away from the ACCC’s unders and overs account and introduce an RTP.  In moving away from 
the unders and overs account, IPART decided to ‘payback’ and unwind the UOM over time 
based on the following: 
 

We have also decided to discontinue the unders and overs mechanism (UOM) as we 
consider that a revenue volatility allowance is a better approach to mitigating revenue 
volatility risk. To address the existing UOM balance, we have incorporated a UOM 
payback amount in prices so that the balances can be recovered over a 12-year period 
(potentially three determination periods). This UOM payback puts upward pressure on 
bills for some customers, namely for GS customers in the Macquarie, Lachlan, Gwydir 

 
27 See IPART’s Review of bulk water charges for State Water Corporation From 1 July 2010 to 30 June 2014 Water 
— Final Report, June 2010.  Table 1.7, page 11. 
28 See IPART’s 2017 Rural Valleys Determination, Table 8.5, column ‘Final Decision 2018-19 to 2020-21’, page 95. 
29 See ACCC Final decision on State Water Pricing Application: 2014-15 – 2016-17, page 11. 
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and Namoi valleys. This is an increase, applicable until the UOM balance in each valley 
is returned to zero. 

 
This is because the NSW Government has resumed paying its historical share of the 
MDBA’s costs. Our decision of about $1.3 million per year is based on WaterNSW’s 
efficient cost of insuring its revenue volatility risk with a third party. We have decided to 
set prices at a level which pays back the UOM over 12 years, to ameliorate impacts on 
customers’ bills.30 
 

For the 2021 Determination period, WaterNSW proposes to continue to payback the UOM in the 
manner specified by IPART in the 2017 Determination, i.e. 1/12th of the UOM balance to be paid 
back during 2021-22. 

3.5.3 Managing volume risk moving forward 

WaterNSW’s current RTP is a scheduled to expire at the end date of the 2017 Determination 
period.  Given the significant volume risk associated with potential volume shortfalls relative to 
IPART’s 20-year rolling average across the valleys, as we are currently experiencing due to 
ongoing drought, managing volume risk will be a key element of our 2021 and 2022 
Determinations. 
 
WaterNSW intends on seeking to extend or replace the RTP for the 2021 Determination and 
beyond.  However, given that we have successfully claimed on the policy for material revenue 
shortfalls in 2018-19, and are likely to seek a further claim for 2019-20, it may be that we are 
unable to secure another RTP at an acceptable price (if a product will be offered at all) as the 
current provider seeks to recover its short-term losses. 
 
WaterNSW will therefore keep IPART abreast of our efforts to obtain an RTP from the market 
for the 2021 Determination period and beyond.  However, given the possibility that a product 
either won’t be available or will be available but at an unacceptable price for customers, 
alternative approaches to managing volume risk (e.g. potentially reintroducing a UOM or 
revisiting fixed and variable tariff structures) will need to from part of the 2021 and 2022 
Determination processes. 

3.6 Government and user share calculation 

Traditionally, IPART has applied the share ratios to allocate the efficient costs of regulated 
services between customers and the Government using the ‘impactor pays’ principle. The 
impactor pays principle, as described by IPART, seeks to allocate costs to different individuals 
or groups in proportion to the contribution that each individual or group makes to creating the 
costs (or the need to incur the costs). 
 
A framework for the allocation of costs between users and Government has been in place since 
the IPART 2001 Bulk Water Price Determination. IPART introduced a cost allocation 
methodology to assign water infrastructure costs between Government and customers 
(excluding the Fish River Scheme and Lowbidgee31). IPART’s methodology evolved over 
several price determinations and was applied by the ACCC in its 2014 Determination and by 
IPART in its 2017 Determination. 
 
IPART, in its 2018 Final Report on the Review of its Rural Water Cost Share Framework (the 
“IPART Cost Share Report”), revised a number of cost share percentages under its activity-
based cost sharing framework. The IPART activity-based framework assigns a cost share ratio 
to each ‘W code’ in the WAMC Determination.  

 
30 See IPART’s June 2017 Review of prices for rural bulk water services from 1 July 2017 to 30 June 2021. Page 6. 
31 The IPART regulatory model provided to WaterNSW in April 2016 states that Fish River Scheme and Lowbidgee 
costs are allocated 100% to the user. 
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As part of the reforms, it is proposed that existing metering functions conferred on WaterNSW 
are amended and some new functions will be conferred. In addition, some new licence 
conditions are also proposed.  
 
The background to the metering reforms and the likely impacts on WaterNSW, including for the 
Rural Valleys, is discussed in detail in Appendix 2 ‘Impact of non-urban metering reform’. 
 
Given the uncertainty around the policy and operational landscape and the associated costs of 
metering reform, WaterNSW has excluded the costs of non-urban metering reform from this 
pricing proposal.  WaterNSW will provide cost forecasts to IPART during the review 
process, by end December 2020, for IPART’s consideration and inclusion in the Final 
Determination. 

3.7.1 Yanco Creek levy 

The Yanco Creek natural resources management levy was first approved by IPART in its 2006 
review of bulk water charges and was approved again in the 2010 IPART price review, 2014 
ACCC price review and the 2017 IPART Determination. 
 
The levy is intended to fund the rehabilitation plan of the Yanco Columbo system to improve 
flows and provide significant water efficiencies for the system and the Murrumbidgee valley. 
 
This levy is passed on directly to customers in the Yanco Creek system and is not included in 
the building block cost components of the revenue requirement. 
 
While WaterNSW is proposing the continuation of the Yanco Creek levy and will continue to 
remit the revenue from the levy to the Yanco Creek and Tributaries Advisory Council, we are 
not in a position to provide IPART with any indication of the level of customer support for the 
charge.  On that basis, we recommend that IPART seek feedback from affected customers to 
determine whether there is support for the charges in the 2021 Determination period. 
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4.2 Capital expenditure forecasting methodology  

WaterNSW’s capital expenditure is based upon the assessed requirement to meet customer 
service levels at an acceptable level of reliability, whilst maintaining compliance with our 
regulatory obligations. 
 
Capital investment that is not financed by WaterNSW (for example, grant funding by 
Government or a customer contribution) does not enter the RAB and is not paid for by 
customers over the life of the asset. 
 
WaterNSW’s approach to funding for various drought-related projects, including our approach to 
funding major dam projects, is provided in Section 5. 

4.2.1 Prioritisation and justification 

WaterNSW prioritises capital works according to a number of core principles to ensure the 
effective and efficient management of risks and benefits for customers and community. The 
intent is to ensure that WaterNSW has the right asset capability to meet our obligations to 
customers, delivering service at the required level. 
  
These core principles apply to the identification, prioritisation and scheduling of capital works: 

• All investment is justified against ‘do nothing’ and alternative options. This means that 
capital investment projects are required to ‘pay their way’; 

• Investment analyses consider whether an asset is still needed. Retirement or disposal is 
always a possibility; 

• WaterNSW adopts a policy of “latest responsible intervention” whilst being sensitive to 
asset criticality, regulatory compliance requirements, and life-cycle costing 
considerations; and 

• Customer interests are always considered - ‘should our customers be paying for this?’ 
and ‘what is the likely bill impact of this decision?’ are both core considerations in the 
capital planning process. 

The above principles are embedded in the WaterNSW capital planning process, as well as the 
internal capital expenditure governance arrangements. 
 
These processes aim to deliver an appropriate level of service to our customers for the least 
possible cost, whilst managing the risk to the organisation, customers and stakeholders to an 
acceptable level and maintaining regulatory compliance. 

4.2.2 Cost allocation methodology  

WaterNSW’s regulated charges are set according to four IPART pricing determinations: Greater 
Sydney Determination, Rural Valleys Determination, WAMC Determination and the Murray 
River to Broken Hill Pipeline Determination. Our approach for allocating direct and indirect costs 
is set out in our Cost Allocation Manual (CAM) which has been prepared in line with the IPART 
Cost Allocation Guide.  Our CAM is provided as Attachment 2. 
 
Throughout the 2017 Determination period there were a number of changes to how corporate 
capital expenditure was allocated to Rural Valleys:  

• In 2015-16 and 2016-17, IPART allocated corporate capital expenditure based on the 
RAB. That is, 33% of corporate capital expenditure was allocated to Rural Valleys. This 
approach was approved by IPART in its 2017 Determination and extended to the value 
of each Rural Valley RAB.  
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• In 2017-18 and 2018-19 we changed the cost allocation method, as approved by IPART, 
by: 

o Taking the total corporate capital expenditure across the Greater Sydney, Rural 
Valleys and WAMC businesses and subtracting the WAMC component; and 

o Dividing the remaining corporate capital expenditure between Greater Sydney 
and Rural Valleys.  

Under this method, the value of the RAB was, 66% to Greater Sydney, 33% to Rural Valleys.  
Since 2019-20, WaterNSW allocated the total cost of corporate capital projects, using salary 
and wages. 
 
Regulatory cycles for each of our determinations are not aligned and the pricing issues 
concerning our customers will differ depending on the customer base, determination specific 
issues, the context and any bill impact considerations.  Therefore, IPART should consider the 
allocation of corporate capital expenditure holistically, taking into account the Greater Sydney 
and WAMC determinations.  
 
Consistent with our CAM, we allocate shared corporate capital expenditure using salary and 
wages (excluding lumpy, one-off capital expenditure) as an allocator.  While WaterNSW 
explored the use total expenditure (‘totex’) as an allocator in the Greater Sydney review, we 
have not adopted this approach for Rural Valleys based on IPART not accepting this allocator 
for the 2020 review. 
  
The effect of the revised proposal was to allocate to the Rural Valleys a percentage of corporate 
capex that is consistent with the allocation rate adopted in the 2017-21 Rural Valley 
Determination35.  The proposed change to totex would have resulted in greater consistency with 
our overhead allocation methodology and an allocation to Rural Valleys that is better aligned 
with the allocations from the 2017 Determination. 

4.3 Capital expenditure by category 

The following sections discuss our performance in the current regulatory period for capital 
expenditure, providing justification for current and future period spends. 

4.3.1 Capital expenditure over the current regulatory period 

In developing this regulatory proposal, we have reviewed the allowances approved by IPART 
for the current 2017 Determination and compared it with our actual capital expenditure for the 
four-year period starting in 2017-18.  This section will: 
  

• Explain any key variances between the IPART allowance for Rural Valleys and actual 
capital expenditure, by category; and 

• Highlight any significant deferment of projects, cost savings or cost increases 
experienced over the 2017 Determination period. 

The total capital expenditure allowance set by IPART for Rural Valleys for the 2017 
Determination period was $164.6 million ($2020-21). WaterNSW anticipates actual / forecast 
capital expenditure over the 2017 Determination period to be $234.2 million ($2020-21), 
$69.6 million (42%) higher than the IPART allowance over the four years. 

 
35 The 2017-21 IPART determination allocated corporate capex between Greater Sydney and Rural Valley 
determinations using the proportional value of the RAB. That is 33% of corporate capex was allocated to Rural 
Valleys while 67% was allocated to Greater Sydney. An allocation to WAMC was not anticipated at the 2017-21 
IPART Determination. 
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4.3.2 Renewal and replacement of assets 

Our renewal and replacement program includes capital expenditure on interventions to restore 
the capability of WaterNSW assets (e.g. 20 dams in the rural valleys). It comprises mostly of 
works on Water Infrastructure Assets using tailored service potential and condition assessment 
methodologies. 
  
Operating conditions in the 2017 Determination period resulted in an underspend of $9.0 million 
and $10.7 million on renewal and replacements in 2017-18 and 2018-19, respectively, 
compared to the IPART allowance.  
 
The underspend in 2017-18 was primarily caused by the increased planning and review activity 
that was required to account for the integration of new employees and assets following the 
merger. This was a necessary process to ensure our future expenditures are prudent, efficient 
and aligned to the priorities of the new WaterNSW business. It resulted in some delayed project 
timelines, thereby reducing capital expenditure relative to our IPART allowance. 
 
In 2018-19, a further shift in our capital priorities occurred, as WaterNSW acted to address 
immediate drought related issues. In particular, a number of project management resources 
were shifted from ‘business as usual’ activities to drought related activities. 
 
We are therefore planning an increase in renewals capital expenditure in 2020-21, ‘catching up’ 
on the delayed expenditure from 2017-18 and 2018-19. This includes asset renewals and life 
extension works in categories including roads, bridges and access improvements. 
 
Overall, WaterNSW is forecasting to exceed its capital allowance for renewals by $5.2 million in 
the 2017 Determination period. This higher expenditure reflects our view that the historical 
allowance from IPART for Renewals and Replacements capital expenditure is insufficient to 
allow us to appropriately replace our assets and meet our regulatory and customer obligations.   

4.3.3 Dam safety compliance  

WaterNSW owns, operates and maintains 20 prescribed dams in the rural areas of NSW 
(formerly under State Water Corporation). Capital expenditure on Dam Safety Compliance 
incorporates programs to design and implement measures to ensure the safety compliance of 
our prescribed dams.   
 
Dam Safety NSW, as the dam regulator,  ensures the safety of all declared dams in NSW. They 
administers the legislation to ensure that any risks to public safety or environmental and 
economic assets are of a level that is acceptable to the community.  . As the owner of 
prescribed Dams WaterNSW is required to adhere to the Dam Safety Regulation 2019. 
 
WaterNSW has adopted a robust risk management approach, which is reflected in our Dam 
Safety Compliance program through application of the Dam Safety Management System 
(DSMS). The DSMS is designed to meet our ‘duty of care’ obligations to the community, 
manage risks to the business and ensure we operate efficiently for our customers.  
 
Broadly, capital expenditure on dam safety compliance is driven by the following objectives: 

• Ensure compliance with regulatory and legal requirements; 
• Protect the public from the adverse consequences associated with a potential dam 

failure; and 
• Provide asset stewardship to WaterNSW’s dam assets, which involves ensuring the 

ongoing performance of our dam assets over the longer term.  
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2017 Determination period allowance for dam safety 

During the 2017 Determination period, a significant driver of capital expenditure was work 
undertaken to support commencement of the Dam Safety Regulations 2019, in November 2019. 
This new regulation required WaterNSW to undertake a comprehensive review of our regulatory 
obligations whilst developing and implementing a change management plan to ensure 
compliance. Further, the operational model for dam safety was reassessed and subsequently 
modified. This resulted in a restructure which required a number of new staff to be integrated 
into the team. As it takes time to appropriately integrate new staff, in 2017-18 WaterNSW did 
not incur its forecast capital expenditure allowance, as several projects were delayed to allow 
for this adjustment. 
 
From 2017-18 to 2018-19, there was an underspend of $4.2 million in capital expenditure 
attributable to construction delays in the Keepit Dam upgrade. This upgrade was originally 
scheduled for completion in 2018-19 but was delayed due to construction challenges and 
complexity. It is now scheduled for completion in 2020-21.  
 
Despite lower spending in the first years of the current regulatory period, as review outcomes 
are implemented and expenditure is increasing, there is expected to be an overspend of $30.4 
million in our dam safety compliance program overall.  This overspend is driven primarily by 
capital expenditure in 2020-21 to address and reduce risk through dam safety upgrades, which 
is necessary under the new regulation framework which requires WaterNSW to demonstrate 
that ‘all reasonable measures have been undertaken’ to reduce risk.   
 
Additionally, WaterNSW will incur capital expenditure on Dam Site Security Safety Studies in 
2020-21.  This expenditure is necessary for WaterNSW to meet our regulatory obligations, 
manage risks to the community and maintain our assets so that we can deliver quality services 
to our customers.   

Dam safety capital expenditure for the 2021 Determination period 

Maintaining dam safety and managing associated risks remains a priority.  
 
In the 2021 Determination period, we anticipate that dam safety compliance will revert to a 
lower baseline annual amount compared to the 2017 Determination period, of approximately 
$12.3 million in 2021-22. This is driven by fewer dam safety upgrades scheduled during this 
period. The majority of forecast capital expenditure for the 2021 Determination period is 
attributed to Dam Safety Upgrades.   
 
Throughout 2021-22 it is forecast that our dams will require safety upgrades in order for 
WaterNSW to maintain compliance with its regulatory and legal requirements.  Further, under 
the risk management approach in our DSMS, we have allocated expenditure to address 
immediate but unforeseen risks, such as sudden failures to any of our dam assets.   
 
Additional expenditure will be required for dam site security, five-yearly surveillance inspections 
and dam safety studies/investigations.  
 
Finally, the new Dam Safety Regulations 2019 includes a two year transition for compliance.  It 
is therefore expected that some capital expenditure (e.g. dam safety studies/investigations) will 
be required in the 2021 Determination period in order to satisfy the new regulation requirements 
in line with the Dam Safety Regulations which outline that risks must be reduced so far as is 
reasonably practicable (SFAIRP).  
 
In the upcoming period, we intend to do further work to gain a better understanding of the 
forward capital expenditure profile under the new regulations. This includes: 
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WaterNSW’s proposed ICT capital expenditure allowance, as allocated to Rural Valleys over 
the in the 2021 Determination period is $7.9 million. This will enable us to continue transforming 
our ICT environment to match the needs of our customers. This expenditure is necessary to 
continue transforming legacy ICT systems into a modern and fit-for-purpose architecture and 
improve our operating performance. A significant ICT capital outlay is forecast to renew and 
upgrade end of life legacy systems. Our WAVE program will significantly enhance our ability to 
serve our customers, providing for improvements to our customer interfaces and online 
licensing and transactions system (Customer, Stakeholder and Water Markets stream): 

• Streamlining our delivery and operational decisions for our customer transactions (Water 
Delivery and Visualisation stream); and 

• Enhancements to our ability to monitor and model our water system (Water Monitoring 
and Modelling stream). 

The key objectives of the WAVE Program include:  

• Service and efficiency improvement;  
• Centralised management of water information;  
• Consolidation of IT systems; and  
• Mitigation of risks. 

Further detail on our proposed ICT expenditure for the 2021 Determination period is outlined in 
Appendix 7. 
 
Another significant driver of corporate (non-ICT) capital expenditure in the current regulatory 
period was the consolidation of WaterNSW’s office locations into a single new major office ‘hub’ 
located in Parramatta.  Given WaterNSW’s employee base comprised ex SCA staff, ex State 
Water staff, ex DPI Water staff and staff who joined WaterNSW without any previous affiliation, 
management viewed it necessary to bring these teams together into one metropolitan Sydney 
location. This was done to help create a single WaterNSW “team” and contribute to the 
development of a high performance culture. Neither of the existing WaterNSW major locations 
(Sydney CBD or Penrith) was a viable site for a single WaterNSW office location due to the 
significant travel distances that would be required for those moving offices. 
  
Overall this move presented an opportunity for increased productivity, arising from less inter-
office travel, co-locations of teams, and overall increased interaction and collaboration across 
the business. It has facilitated a number of business improvements including: 

• Organisational culture improvement toward a single “One WaterNSW” culture, which 
was considered to be particularly important with DPI Water staff joining the business; 
and 

• Increased productivity, arising from less inter-office travel, co-locations of teams, and 
overall increased interaction and collaboration across the business.  

The improvements achieved to date are aligned with the positive 10-year net present value 
relative to the ‘base case’ determined in the business case for office consolidation. 

4.3.5 Environmental planning and protection  

Environmental planning and protection is primarily related to expenditure on fishway passages 
and offsets. WaterNSW may be directed by NSW Fisheries to construct a fishway under section 
218 of the NSW Fisheries Management Act (1994) when constructing or modifying a dam, weir 
or regulator.  
  
WaterNSW is in the process of planning the construction of fishways in response to NSW 
Government directives in previous regulatory periods, which are ‘offsets’ to Dam Safety 
Upgrades in the Namoi, Gwydir, Macquarie and Lachlan Valleys. 
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5. Dams and other drought-related projects  

In addition to our proposed ongoing capital expenditures, WaterNSW incurs 
the costs of a number of dams and drought-related projects undertaken at the 
request of the NSW Government. The costs of these projects are ‘ring fenced’ 
in this pricing proposal and are proposed to be recovered via the Government 

cost share (i.e. not included in customer prices in 2021-22). 

In addition to the core capital expenditures in Section 4, WaterNSW has been requested by 
Government in the 2016 Determination period to implement several drought relief dam projects, 
driven by the exceptional circumstances of the current drought.  The projects currently 
underway include: 
 
Wyangala Dam Wall Raising: 

• The Wyangala Dam Wall Raising Project was identified in WaterNSW’s 20-year Water 
Infrastructure Study and was selected for implementation due to its initial feasibility study 
and ability to provide the Lachlan Valley greater water security. 

• The project has been classified as Critical State Significant Infrastructure and it will be 
delivered on an accelerated timeline while still meeting all the necessary planning 
requirements. 

• Raising the Wyangala Dam wall by 10 metres would provide an extra 650GL of storage 
capacity in addition to the current storage level of 1,218GL and general security 
equivalent yield improvements of 21.05 GL per annum. It also anticipated that raising 
Wyangala Dam will contribute materially to achieving a ‘step change’ in water security, 
drought security and flood management capability. 

Mole River Dam 
• A new rockfill dam at Mole River will deliver improved water security and environmental 

benefits for NSW. Specifically, a new dam will have the potential to secure more water in 
flood sequences so that in drier times more water would be available to communities, 
agriculture, and the broader environment. 

Dungowan Dam 
• The principal objective of the Dungowan Dam project is to secure the long-term water 

supply security for the regional city of Tamworth. Further, the project will enable future 
population growth for Tamworth, which together with an already-augmented Chaffey 
Dam will maintain a productive level of general security reliability and water use for 
irrigation. Over time, this project is expected to underpin water affordability that will 
support broader agricultural productivity benefits for the region. 

Burrendong Deep Storage Access  
• This project will prolong the depletion curve for the Macquarie Valley by accessing the 

deep storage that sits below the level of the intake tower penstock in Burrendong Dam. 
Approximately 15GL of extra storage will be pumped downstream to extend the supply 
to Dubbo and Wellington by several months. 

 
Drought Response – Aeration  

• This project is in response to requirements under Reference of Environmental Factors 
approvals to mitigate impacts from drought projects in Macquarie Valley. It consists of 
aerating Burrendong Dam and a number of pools in the Macquarie River downstream of 
Warren Weir to maintain water quality for native species habitat. 
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Peel Drought Relief Works 2B (Dungowan temporary Weir and Pipeline) 

• The objective of Dungowan Weir and Pipeline (temporary) is to rapidly implement a 
temporary solution to ensure a secure water supply for Tamworth until the Chaffey Dam 
Pipeline and Pump station (permanent) works have been completed. Dungowan 
temporary Weir and Pipeline will reduce transmission losses through the Peel River by 
diverting river flows into the existing Dungowan pipeline at Dungowan (about halfway 
between Chaffey dam and Tamworth). 

 
Narromine to Nyngan pipeline 

• This project aims to determine suitable and viable water supply to provide the critical 
human water needs of Nyngan and Cobar during periods of drought after zero flow 
condition in the Macquarie River.  It will involve the construction and commission of a 
supply source and  pipeline to Nyngan to meet the forecast depletion curve deadline. 

 
Split Rock Deep Water Storage 

• This project will prolong the depletion curve for the Upper Namoi Valley by accessing the 
deep storage that sits below the level of the intake tower penstock in Split Rock Dam. 
Approximately 3GL of storage sits below the intake tower penstock level. A portion of 
this will be pumped along the existing Barraba pipeline to Barraba and also to a truck 
stand for carting to Manilla.  

 
Chaffey Dam DSA Investigation  

• This project aims to prolong the depletion curve for the Peel Valley by accessing the 
deep storage that sits below the level of the intake tower in Chaffey Dam.  

 
Warren Weir Raising 

• The aim of the temporary drought relief works at Warren Weir is to enable supply of 
critical water to the towns of Nyngan and Cobar. This requires temporary 
barricades/structures to be installed at Warren Weir as well as at Crooked Creek and 
Duck Creek Regulators. 

 
In addition to assisting with water security and supply issues associated with the drought, these 
projects will help to stimulate their local economies and provide jobs in the near future to aid the 
recovery following COVID-19. 

5.1.1 Approach to the recovery dams and other drought-related project costs 

WaterNSW is proposing to recover the ‘net’ costs of these dam projects (i.e. less any 
grant funding from Government) via the Government RAB for the 2021 Determination 
period and not through user charges.   
 
As explained in Section 3.6, the cost share ratios, we are proposing to introduce a cost driver 
category to identify WaterNSW’s actual and forecast cost of responding to drought. This will 
allow IPART to apply the rural valley cost share framework and allocate the efficient costs of 
drought between users and the Government. 
 
As prolonged periods of drought are expected to become commonplace, we consider it 
appropriate to expand the application of the IPART cost share regime to the costs incurred by 
WaterNSW for the delivery and successful implementation of drought response projects initiated 
by Government. As drought expenditure has been incurred based on a direction from 
Government, we submit that it is the NSW Government, as the impactor that should contribute 
to the cost of the works.  



Confidential information omitted
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6. Proposed operating expenditure 

We propose an operating expenditure allowance of $53.4 million over the 
2021 Determination period to enable WaterNSW to continue to operate and 

maintain our assets which are essential for the water services provided to our 
Rural Valley customers. 

WaterNSW is proposing an operating expenditure allowance for Rural Valleys of $53.4 million 
for the 2021 Determination period.   
 
This forecast reflects our proposal to hold our user share revenue constant to address the 
current uncertainty being experienced by our customers due to drought, and now COVID-19. 
The additional operating expenditure will be allocated to the Government Share and as a 
‘deferred payment’ in order to keep the user share revenue requirement constant over the 2021 
Determination period. 

6.1 Operating expenditure over the current regulatory period 

For many of our valleys, the costs of complying with our legislative obligations and maintaining 
customer service standards have increased.  Some of the key drivers of higher operating costs 
compared to the regulatory allowances over the current period include: 
 

• Higher insurance costs, primarily due to the costs of the Risk Transfer Product 
premiums, which provided important fiscal certainty during recent drought conditions; 

• No allowance in the current period for land tax and energy cost increases; 
• Increased labour costs arising from EBA outcomes in 2018 and the associated impact 

on employee entitlements that were not reflected in the current regulatory allowances; 
• Increased FTEs to maintain operating licence obligations and customer service 

standards, including additional staff required for dam safety and system operations; 
• No allowance was provided for planned overtime costs; 
• Marginal increases in operating costs to support a significantly higher capital program; 
• Changes in cost allocation across various parts of the business; 
• An operating cost allowance in the current regulatory period which was $3 million below 

our actual cost structure in 2016-17; 
• Water management reforms resulting from a number of independent investigations into 

water management and compliance practices in New South Wales (e.g. the Ken 
Matthews Review) and 

• Higher overheads being allocated to Rural Valleys due to an increase in the total 
overhead pool.   

These factors have resulted in an increase in operating expenditure relative to IPART’s 
allowance from the 2017 Determination, with these costs expected to continue into the 2021 
Determination period.  While we are proposing to lock in the revenue requirement for 2021-22 to 
keep prices constant for factors within our control, we fully expect underlying costs to increase 
for the subsequent (i.e. 2022) Determination.  
 
As outlined in Table 22, over the 2017 Determination period we expect to spend $208.3 million 
in operating expenditure. This is $51.4 million (33%) above the IPART allowance of $156.9 
million ($2020-21).  
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Resources from the Asset Strategy also undertake key works on the Western Weirs program 
developing the Strategic Business Case for this project. 

 
Supporting local regional and rural communities in drought conditions, the Strategic Asset 
Planning team continues to: 

• Monitor water supplies for critical human needs in drought affected areas; and 
• Advise on how to access alternative supplies of water for critical human needs. 

Some examples include: 
 

• Peel River  - a temporary approach to support Tamworth in the short term;  
• Namoi River  - input re split rock in terms of whether we are doing deep water access or 

not. The issue is that there is currently two years supply with deep water access or less 
than 1 year with current losses; 

• Upper Macquarie -  Bathurst, Oberon and Lithgow communities are at risk. The Team’s 
Macquarie Drought Relief Strategy is identifying short and long term options and 
recommending options to Government; 

• Lower  Macquarie  - Nyngan Cobar mines require access to water – Where the new 
flows have removed the drought requirement the Macquarie Drought  Relief Strategy 
and the ongoing studies will clarify what is possible to address this issue; and 

• Murrumbidgee and Hunter systems - will require work as drought persists and water 
supplies for critical human needs are at risk.  In these systems the team will need to 
advise DPIEW on what dam restriction levels will be needed to ensure urban water 
supplies. 

The Asset Strategy team provides input to regulatory reform processes from the strategic asset 
planning perspective.  For the upcoming 12 – 24 months the Government is proceeding with the 
development of a number of regional water strategies. WaterNSW’s asset planning input is 
critical to these processes so that the strategies enable appropriate water solutions to be 
implemented. Following completion of the regional water strategies the team will also be 
required to contribute to amendments to various water sharing plans and other similar 
instruments. 
 
The team continues to provide advice and input to the DPIE-W and other authorities on 
Sustainable Diversion Limit projects as required under the Murray Darling Basin Plan. These 
Sustainable Diversion Limit projects include the following projects where there is some 
uncertainty whether or not they will continue: 

• Yanco 1&2 
• Menindee Lakes 
• Perricoota escape with MIL in Murray 

There is early work being undertaken that may result in considerable resources moving 
forward; and 

• Lachlan Plans 
In the Lachlan valley, there are plans to build a transport hub at Parkes/Forbes.  

Finally, the WaterNSW Asset Strategy team provides input and advice on a range of policy, 
planning and asset matters as required from time to time. 
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2021 Determination period for Asset Renewal and Replacement should be set equal to our 
2018-19 actual expenditure on this category, in real terms. 

Routine and corrective maintenance  

This section discusses our expenditure on routine and corrective maintenance. 
 
Corrective maintenance refers to maintenance to correct identified defects of the assets, often 
identified via the performance of routine maintenance tasks, which provide services to our 
customers and other water users. Routine maintenance includes planned or condition-based 
maintenance of these assets.  
 
The intent of our routine maintenance program is to contribute towards maintaining the 
capability of WaterNSW assets, to deliver the appropriate level of service to our customers in an 
efficient, reliable, safe and environmentally responsible manner. In line with asset capability 
requirements, routine maintenance activities are performed to undertake service routines that 
act to arrest the onset of deterioration, implement  minor repairs and adjustments that address 
symptoms that could progress to a failure, to optimise the life-cycle costs, while taking into 
account work, health and safety requirements and maintenance audit recommendations. 
 
The maintenance function at WaterNSW is conducted within the framework provided by the 
AMS, described above, and is defined in our maintenance processes, which aim to ensure that: 

• The maintenance strategy aligns with WaterNSW’s asset management objectives, in 
support of organisational objectives; 

• The asset owners and customers are satisfied that the assets are performing in the 
manner in which they were intended to perform; 

• Assets are maintained in accordance with statutory and regulatory requirements and 
target industry best practice; and 

• Assets are maintained to: 
o Optimise levels of service and life cycle costs 
o Acceptable levels of risk 
o Minimise breakdown maintenance 
o Optimise maintenance costs.  

The maintenance works program is delivered using a combination of our internal workforce, 
external suppliers, and contractors to ensure that efficient and lowest sustainable cost activities, 
projects and work program resources are maintained over the long-term.  
 
Activities are split between routine and corrective maintenance. Routine maintenance activities 
are designed to prevent assets from failing, and include both servicing and inspection tasks. 
Inspections driven by the routine maintenance plan inform our corrective maintenance regime. 
Where we identify that equipment has failed or is in poor condition, we initiate a proposal to 
undertake corrective maintenance. 

Current Determination period expenditure 
 
WaterNSW is forecast to spend $84 million on routine and corrective maintenance over the 
2017 Determination period, which is $33 million (or 66%) higher than the IPART allowance.  
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forward. Despite this, WaterNSW is not proposing to recover higher RTP costs for the next 
regulatory period, consistent with our overall approach to maintain operating expenditure at 
2019 actual costs. Additionally, the new contract will most likely be extended for a longer time 
period than the initial 3-year contract to reduce the insurer’s risk.  
  
WaterNSW’s TMF cover costs have been relatively stable, and are not expected to change over 
the next regulatory period. As such, the actual costs incurred in 2019 are a reasonable basis for 
the 2021 determination period. 

Hydrometric and Water Quality Monitoring 

WaterNSW carries out hydrometric monitoring, or river gauging and data management services, 
to enable the delivery of bulk water to customers. WaterNSW monitors the availability and 
condition of surface water by measuring water level, stream flow, rainfall and key water quality 
indicators.  
  
WaterNSW also operates an extensive water quality and quantity monitoring program to track 
how required standards are being met.  We monitor sites on rivers, water bodies, groundwater, 
water storages and the delivery network. 
  
The drivers for the water quality monitoring program relate to: 

• Regulatory requirements – WaterNSW is required to undertake storage water quality 
monitoring for parameters such as Blue Green Algae, water chemistry and temperature 
as part of its Works Approvals issued by DPI Water; 

• Dam Safety – seepage water quality is monitored by the dam safety group to assist in 
the early identification of risks; and 

• Drinking Water Quality – water quality is monitored across the Fish River Scheme and at 
the dams where WaterNSW is responsible for providing water for urban consumption in 
line with the Australian Drinking Water Guidelines and NSW Health. 

WaterNSW implements a water quality monitoring program which provides a structured, 
transparent approach to the collection, analyses and reporting on water quality issues 
associated with: 

• Algal Monitoring; 
• Cold Water Pollution; 
• Water Chemistry; 
• Dam Surveillance; and 
• Drinking Water Quality. 

Current Determination period expenditure 
WaterNSW forecasts a total spend of $26.2 million on hydrometric and water quality monitoring 
over the 2017-21 period, about $4.3 million (or 20%) higher than the IPART allowance.   
In 2018-19, WaterNSW incurred $7.4 million in operating costs for hydrometric monitoring and 
water quality monitoring. This includes: 

• $5.8 million in hydrometric monitoring; and 
• $1.7 million in water quality monitoring. 

The primary reasons for this overspend are:  

• The transfer of assets and monitoring function from DPIE-Water implying that the 
allowance is not reflective of current costs; 
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7. Regulatory asset base  

The combined opening value of the Rural Valleys RABs for 2021-22 is 
$979 million.  The proposed closing value of the RAB for 30 June 2022 is 

$1,006 million ($2020-21). 

7.1 Introduction 

The RAB reflects the written-down value of efficient capital expenditure that WaterNSW has 
incurred to provide bulk water services to customers in rural valleys.  The RAB provides the 
basis for calculating both the return on capital and the return of capital (i.e. depreciation), two of 
the key building blocks that comprise WaterNSW's total revenue requirement. 
 
There are two steps involved in calculating the RAB: 

• First, determining the opening RAB for the 2021 Determination period, commencing 
1 July 2021; and 

• Second, determining the value of the RAB for each of the one year of the 2021 
Determination period. 

This section describes WaterNSW’s proposed approach to determine WaterNSW’s RAB for the 
2021 Determination period which is used to calculate the cost reflective revenue requirement.  

7.2 Impact on total revenue requirement 

Under the building blocks revenue model, the forecast RAB determines the ‘return of capital’ 
and ‘return on capital’ revenue building blocks for 2021-22.  These building blocks ensure that 
prudent and efficient capital expenditure is paid for by the customer over the life of the asset 
(through the return of capital, or “regulatory depreciation” revenue allowance), together with a 
return on capital allowance to fund efficient debt and equity financing costs. These capital-
related costs comprise a significant proportion of WaterNSW’s total revenue requirement for the 
one-year 2021 Determination period. 
 
The capital costs allowance for all of WaterNSW’s capital investment to date and forecast 
capital investment in the 2021 Determination period is determined using a forecast RAB. The 
forecast RAB is the value of all of our regulated infrastructure assets for pricing purposes.  
 
WaterNSW has calculated the forecast starting RAB as at 1 July 2021 using the RAB roll 
forward methodology prescribed in Schedule 2 of the WCIR, and rolled forward the starting RAB 
to the end of the 2021 regulatory period. The RAB values, as determined through this two-step 
process, are shown in Table 36 below. 
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7.4.2 Adjustment for actual capital expenditure 

The second step in the RAB roll forward is to adjust the previously determined RAB values by 
the total capital expenditure incurred by WaterNSW in each year of the 2017-21 regulatory 
period. This approach is consistent with the standard IPART approach, which rolls forward 
capital expenditure into the RAB as it is incurred and calculates the depreciation and return on 
capital allowance on an as incurred basis.  WaterNSW has included in the RAB all capital 
expenditure that was financed by WaterNSW (either internally or through debt finance). For 
more information on capital expenditure see Section 5. 

7.4.3 Adjustment for regulatory depreciation 

The third step in the RAB roll forward is to deduct from the RAB the regulatory depreciation 
amount in respect of assets used to provide infrastructure services.  For the Rural Valleys, 
WaterNSW has applied forecast depreciation values determined by IPART in the 2017 
Determination.  These values were used by IPART to calculate the regulatory depreciation 
allowance that was included in regulated charges during the 2017-21 regulatory period. 

7.4.4 Adjustment for disposal of assets 

The final step in the RAB roll forward is to deduct from the RAB actual revenue received by 
WaterNSW from the disposal of assets used to provide infrastructure services.  WaterNSW did 
not receive any revenue from the disposal of regulated assets in the 2017 Determination period 
for the MDB valleys or the coastal valleys.  

7.4.5 Indexation of RAB and closing RAB values 

Further to the steps outlined above, WaterNSW proposes to uplift the value of the opening RAB 
by June to June actual CPI in each year of the 2017-21 regulatory period. This is consistent with 
the approach adopted by IPART in its 2017 Determination.   

7.5 Forecast RAB  

To calculate the forecast RAB, WaterNSW has calculated the opening RAB as at 1 July 2021 
using the RAB roll forward methodology described in above, and rolled forward the starting RAB 
to the end of the 2021-22 regulatory period using forecast capital expenditure, asset disposals, 
depreciation and inflation. 

7.5.1 Forecast capital contributions  

WaterNSW has included in the forecast RAB capital expenditure that is intended to be financed 
by WaterNSW. The forecast capital expenditure has been input into the IPART model on an as 
incurred basis, consistent with the calculations in the IPART model for the depreciation and 
return on capital allowance.. 

7.5.2 Forecast depreciation 

The ACCC Pricing Principals state that fixed assets should be depreciated using the straight 
line methodology. However, the regulator may adopt a different approach to depreciation where 
WaterNSW can justify a departure from this method or where it is appropriate for the regulator 
to do so. 
 
Consistent with past regulatory practice, WaterNSW has applied the straight line depreciation 
method as the basis for calculating the forecast depreciation. The straight line depreciation 
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8. Rate of return on capital 

Our proposed post-tax real rate of return on capital is 3.2% for Coastal (and 
Hunter) Valleys based on IPART’s standard approach and 1.7% for MDB 

valleys based on the application of the ACCC’s Pricing Principles 

8.1 Introduction 

The return on capital covers the cost of servicing our debt and provides a return to our 
shareholders for their equity investment in our business.  It is calculated by multiplying the value 
of our RAB by the rate of return on capital. WaterNSW is proposing to apply the Weighted 
Average Cost of Capital (WACC) methodology for determining the rate of return on capital. 
 
The WACC is the minimum (‘benchmark') financial return an investor requires from an 
investment given its risk before committing additional capital.  It is the sum of weighted average 
returns expected from the two types of capital invested – debt and equity.  
 
In determining the appropriate rate of return, economic regulators strive to provide an allowance 
as reasonably accurate as possible to ensure that: 

• Customers do not pay more than necessary; and 
• Regulated firms will be financially viable and have the incentive to invest in the efficient 

level of productive assets. 

8.2 Why is it important? 

The return on capital makes up approximately 18% of the revenue allowance that we need to 
provide bulk water supply services in the Rural Valleys . 
 
If the rate of return is set too low, we may not be able to secure the funds needed to invest in 
bulk water, which could negatively impact on water quality and customer service levels. If it is 
set too high, our customers could pay too much for our services. 
 
This section sets out WaterNSW’s approach for determining the return on capital building blocks 
used to calculate the cost reflective revenue requirement for the regulatory period commencing 
1 July 2021.  

8.3 Proposed method to determine the rate of return 

Under Section 3.3 of the ACCC Pricing Principles, the regulator is expected to set a rate of 
return on WaterNSW’s regulated capital investment.  The determined rate of return is intended 
to reflect the benchmark industry cost of capital, also known as the WACC. 
 
If the WACC is set at a rate that is lower than the benchmark industry rate, this may diminish the 
incentives for continued investment in bulk water infrastructure. If the WACC is set at a rate that 
is higher than the benchmark industry rate, the appropriate incentives might not exist for 
industry participants to act in a prudent and efficient manner. 
 
The WACC is multiplied by the RAB values (see Section 7) to arrive at the return on capital 
building block component for customer charges. The return on capital component contributes 
approximately 18% of WaterNSW’s total revenue requirement for the rural valleys (down from 
approximately 33% for the 2017 Determination period due to a lower current WACC).  
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For the MDB valleys, WaterNSW is proposing a post-tax real WACC of 1.7%, down from 3.1% 
and consistent with application of the ACCC Pricing Principles for the WCIR in the 2017 
Determination.  For the coastal valleys, the WACC has reduced from 4.7% as applied by IPART 
in the 2017 Determination period to a placeholder WACC of 3.2%.  The reduction in the 
proposed WACCs is primarily driven by current interest rates that are among the lowest on 
record.  The difference in the WACC estimates reflects different methodologies between State 
and Commonwealth regulatory frameworks. 
 
This section describes WaterNSW’s proposed WACC and WACC parameters to apply in the 
MDB and coastal valleys for the 2021 Determination period. 

8.4 WACC requirements – MDB valleys 

Under the transitional rules for the Water Charge Rules 2010, the ACCC imposes certain 
conditions for IPART to conduct the pricing reviews under the WCIR.  These conditions include 
that IPART must apply the pricing principles as published by the ACCC from time to time45. The 
rationale for this condition is to ensure that multiple regulators across the MDB apply one set of 
pricing principles to all determinations under the WCIR.  
 
The ACCC Pricing Principles are prescriptive on the method of setting the WACC.  Therefore, 
WaterNSW’s WACC proposal does not deviate from the specific requirements set out in ACCC 
Pricing Principles for the MDB valleys. 
 
Section 3.3.1 of the ACCC Pricing Principles require the WACC to be calculated by summing 
the weighted average of debt and equity held by a company multiplied by the cost of debt and 
equity, as follows: 

 
 

 

 
 
 
 
 
 
 
 

 
Table 41 below sets out the WACC variables and parameters as per the WACC formula, and 
Table 42 sets out WaterNSW’s proposals in respect of each variable and parameter. 

 
45 See section 2.4 of the ACCC Final Decision, IPART Application for accreditation under Part 9 of the Water Charge 
(Infrastructure) Rules 2010, 23 September 2015 
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that results in a current forecast of inflation as at May 2020 of 2.3% over the next four years is 
simply not sustainable.  It puts WaterNSW at significant financial risk when considering the 
current low inflation forecasts arising from COVID 19 impacts.   
 
Our proposal regarding inflation and financeability is outlined in Appendix 3 and is supported by 
an expert report by CEG provided as Attachment 2.55  
 
  

 
55 See CEG report titled WACC, inflation compensation and financeability for WaterNSW provided as Attachment 2.  
This report was originally provided as Attachment 1 to WaterNSW’s 27 April 2020 response to IPART’s Draft Greater 
Sydney Determination and is unchanged from that version. 
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9. Working capital, tax allowance and ICD rebate 

9.1 Tax allowance  

In a post-tax framework, corporate income tax expenses are included as one of the building 
blocks that make up WaterNSW’s total revenue requirement.  IPART includes an explicit 
allowance for tax, because it uses a post-tax WACC to estimate the allowance for a return on 
assets in the revenue requirement.  This allowance reflects the regulated business’s forecast 
tax liabilities. 
 
WaterNSW is proposing to hold the user share revenue requirement constant into the 2022 
regulatory year with adjustments for uncontrollable events such as the change in the IPART 
cost share ratios.  
 
As a result, this section sets out WaterNSW’s approach to calculating the total tax allowance for 
the cost reflective revenue requirement for the regulatory period commencing 1 July 2021.  
 
IPART calculates the tax allowance for each year by applying the statutory corporate tax rate 
adjusted for franking credits to the business’s (nominal) taxable income.56  The adoption of a 
corporate tax rate of 30% is consistent with the rate expected to be applicable in the upcoming 
regulatory period to the benchmark efficient entity that is applied in estimating the WACC and 
net tax liabilities, being a firm operating in a competitive market and facing similar risks to the 
regulated business. 
 
Furthermore, in March 2017, the Australian Government enacted legislation that introduced 
different rates of corporate income tax for businesses of different sizes.  Under the legislation, 
from 1 July 2018, businesses with an aggregated turnover of less than $50 million (base rate 
entities) pay 27.5% tax, while those with a higher turnover pay 30% tax on all their taxable 
income.  From 2024-25, base rate entities will pay 27.0% tax, and this rate will reduce to 26.0% 
in the following year and 25.0% in 2026-27.   
 
The annual turnover for providing water services to Rural Valleys is greater than $50 million and 
therefore the lower tax rates would not apply to WaterNSW.  Notwithstanding we note that even 
if the Rural Valleys business operated as a separate business (which is does not), tax law 
requires the determination of aggregated turnover (a key factor in eligibility as a base rate 
entity) to include the turnover of connected entities.  Therefore, even if the annual turnover was 
less than $50 million (which it is not), the applicable corporate income tax rate is 30%. 
 
Taxable income is the notional revenue requirement (excluding tax allowance) less operating 
cost allowances, tax depreciation and interest expenses. 
 
As part of calculating the appropriate tax allowance, the business is required to provide forecast 
tax depreciation for the determination period.  Other items such as interest expenses are based 
on the parameters used for the WACC and the value of the tax RAB. 
 
The total tax allowance is calculated following the same methodology as used in the 2017 
Determination for WaterNSW as follows 
 

Total tax allowance = 
Notional revenue requirement (excluding tax liability) 
− Operating expenditure 
− Tax depreciation 
− Interest expense 

 
56 Under IPART’s post-tax framework, the value of franking credits (gamma) enters the regulatory decision directly 
only through the estimate of the tax liability. 
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= Taxable income 
− Accumulated tax losses 
= Taxable income after tax losses 
x Adjusted corporate tax rate57 
= Tax before adjustment for franking credits 
− Adjustment for franking credits 
= Total tax allowance 

 
Each of these inputs is determined as follows: 

• The calculation of the notional revenue requirement is set out in Section 12 ‘Revenue, 
prices and customer bill impacts’; 

• Cash and in-kind contributions, such as gifted assets and capital contributions are 
included in recognition of the tax liabilities associated with these items. WaterNSW is not 
forecasting any cash or in-kind contributions; 

• Interest expenses are calculated by multiplying the RAB by the cost of debt, adjusted for 
the level of gearing (i.e. the share of debt funding) as discussed in Section 9 ‘Rate of 
return’; 

• The approach used for estimating operating expenses is discussed in Section 7 
‘Operating expenditure’; and 

• Previous year losses are the accumulated tax losses from prior years.  If the taxable 
profit calculated above (excluding previous year losses) results in a loss, then these 
losses are carried forward and tracked over time. 

The adjustment for gamma is discussed in Section 9.1.2 below. 
 
Under the National Tax Equivalents Regime (NTER), the same provisions typically apply to 
government owned corporations.  However, instead of paying taxation subject to income tax 
laws, the entity pays an equivalent income tax liability to the Treasury or Revenue Office of the 
State or Territory to which the NTER entity belongs. 
 
In forecasting the corporate income taxation payable by WaterNSW, under the ACCC Pricing 
Principles the regulator must forecast the actual taxation bill to be incurred by the firm over the 
regulatory period. This must be done in accordance with either Australian tax law, or provisions 
such as the NTER. 
 
To comply with these requirements, WaterNSW has forecast tax obligations consistent with our 
existing financial modelling.   
 
In the 2017 price review, WaterNSW noted that the former State Water was entitled to claim a 
deduction on capital expenditure incurred on water infrastructure as it was identified as carrying 
on a business of primary production (40F depreciation claim). For WaterNSW, the 40F 
depreciation claim is applied at the corporate level. If we applied this approach for pricing 
purposes, rural customers would not receive the benefit of the 40F claim through reductions in 
bulk water charges due to the absence of tax losses in our Greater Sydney business. 
 
To ensure that rural customers receive the benefit of the 40F claim, in the 2017 price review, 
WaterNSW allocated 40F claims only to those valleys which contain assets that triggered the 
claim. We then allocated the rural wide forecast tax depreciation in line with the allocation of the 
40F claim.  The tax losses caused by the 40F claims will be carried forward into 2021 
determination period until they are exhausted.  
 
The asset life values used to determine the RAB depreciation have also been used as an input 
to the tax allowance building blocks. We considered this approach to be consistent with Tax 

 
57 Calculated as Taxable Income x T / (1-T(1- 𝛾𝛾)), where T is the corporate tax rate (0.30) and 𝛾𝛾 is the value of franking credits(gamma, 
0.25). 



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 110 

 

Ruling 2015/2 Income Tax: effective life of depreciating assets and therefore consistent with the 
ACCC Pricing Principles. 

9.1.1 Tax on gifted assets 

Gifted assets are assets that utilities receive for free, usually from developers.  Gifted assets do 
not affect the RAB, and utilities do not earn a return on or of those assets.  Utilities, however, 
are required to pay tax equivalents on the value of gifted assets.  WaterNSW is not forecasting 
any gifted assets.58 

9.1.2 Tax imputation credits 

Under the Australian taxation system, tax credits (imputation credits) created by an Australian 
company may be redeemed by domestic shareholders.  An imputation credit is created for each 
dollar of eligible tax paid by companies.  Imputation credits are distributed to shareholders 
through the payment of franked dividends.  Imputation credits therefore represent a benefit to 
domestic shareholders for their investment in the company in addition to dividends.59 
 
Investors should be prepared to accept a lower rate of return for an investment with imputation 
credits attached than if there were no imputation tax credits attached.  If the benefit to domestic 
shareholders of imputation credits is not taken into account, the amount of revenue required to 
provide an appropriate return to investors would be overstated. 
 
While WaterNSW, as a publicly owned business, does not pay out franked dividends, an 
adjustment for the value of imputation credits is required to maintain consistency with the 
benchmark efficient entity approach (see Section 8 'Rate of return').  This is consistent with the 
2014 IPART decision where an adjustment was made to the tax allowance for imputation 
credits. 
IPART’s 2018 WACC Methodology60 adopted a value of 0.25 for imputation credits. 

Value of imputation credits 

The regulatory approach generally used in Australia to account for imputation credits is to 
reduce the estimated amount of corporate tax by the value of imputation credits (represented by 
the Greek letter ‘𝛾𝛾’, gamma). 
 
Gamma is always less than one, reflecting the following factors: 

• Companies generally do not distribute all profits as dividends; 
• Foreign investors are not able to redeem imputation credits; 
• Some Australian investors cannot utilise imputation credits; 
• Shareholders entitled to utilise imputation credits do not always do so; and 
• Shareholders that do utilise imputation credits may not value them at the full face value. 

Gamma is calculated as the distribution rate (the value of imputation credits distributed by a firm 
as a proportion of the value of imputation credits generated by it) multiplied by the utilisation 
rate, also referred to as ‘theta’ (the value of imputation credits distributed to investors as a 
proportion of their face value). 
 
WaterNSW proposes a value of 0.25 for imputation credits, consistent with IPART’s stated 
approach, based on a distribution rate of 0.7 and a utilisation rate of 0.35. 

 
58 Section 21A, Income Tax Assessment Act 1936.  See IPART, The incorporation of company tax in pricing determinations – Final Decision, 
December 2011, p 15. 
59 Imputation credits are of no value to foreign shareholders and not all credits distributed to domestic shareholders are redeemed. 
60 IPART’s February 2018 Final Report Review of our WACC Method, page 76. 
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IPART finalised its updated working capital policy in September 2018 and published a policy 
paper on this matter in November 2018.61  
 
IPART includes an allowance for working capital in the notional revenue requirement to ensure 
businesses can recover the costs they incur due to delays between them delivering regulated 
goods or services and receiving payment for those goods or services (net of any benefits they 
receive due to delays between them receiving goods or services and paying for those good or 
services).  It typically represents around 1% of their notional revenue requirement (NRR). 
 
This section describes the working capital allowance used to calculate the cost reflective 
revenue requirement. 
 
We have adopted IPART’s methodology of determining the working capital allowance based on: 

• The billing cycle 90 days plus a 30 day allowed delay before payment for receivables; 
• 30 day payment term for accounts payable; 
• WaterNSW does not propose an inventory amount over the determination period; and 
• WaterNSW proposes a prepayment amount of $0.3 million that remains unchanged in 

real terms over the determination period. 

9.2.1 Return on net working capital 

To determine the working capital allowance, IPART calculates the return on the net working 
capital that the business needs each year by: 

• Multiplying net working capital by the nominal post-tax WACC; and then 
• Discounting the result to its mid-year value, consistent with our timing assumptions and 

treatment of return on and of the RAB. 

IPART has indicated it will use the formula shown below to calculate the return on working 
capital. 

Figure 30 – How IPART will calculate the working capital allowance 

 
Source:  IPART Working Capital Allowance Policy Paper Final Report Policies.  November 2018. 
 
 
IPART uses a nominal WACC rather than a real WACC because, unlike the RAB, IPART does 
not capitalise inflationary gain in net working capital.62   
 
The working capital allowance considered throughout this submission represents less than 1 
per cent of total revenue as is shown in Table 46 below.  
  

 
61 IPART Working Capital Allowance Policy Paper Final Report Policies.  November 2018. 
62 IPART Working Capital Allowance Policy Paper Final Report Policies November 2018.  Page14. 
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10. Forecast sales and number of entitlements  
This section sets out the methodology and inputs to determine: 

• The water sales forecast used to set the variable usage charge 
• The HS premium used to determine the revenue split between GS and HS fixed 

entitlement charges, and 
• The water entitlements used to set the fixed entitlement charges. 

The forecast volumes described in this section have been used to reset the fixed and variable 
charges using 2017-2021 user share revenue allowance, adjusted for uncontrollable events 
such as the change in the IPART cost share ratios in 2018.  
 
For the North and South Coast, the forecast volumes in this section have been used to calculate 
the revised Community Service Obligations (CSO) payments required to be made over the 2021 
Determination period to ensure WaterNSW can continue to provide bulk water services to 
Costal valley customers in a manner that is consistent with required standards and regulatory 
requirements. For example, the need to ensure continuity of supply. The CSO payments are 
measured as the difference between the cost reflective user share revenue requirement and the 
expected revenue from tariffs which are currently capped. 

10.1 Water usage (sales) forecast used to set the variable usage charge 

WaterNSW is proposing to retain the current forecasting methodology for water usage by using 
the 20 year rolling average of actual water sales. This method has been in place since the 
2010-14 IPART price determination and was continued by the ACCC in its 2014-17 price 
determination and IPART in its 2017-21 price determination. 
 
The 20-year rolling average of actual water sales and underlying data is shown below in Figure 
31. 

Figure 31 - 20-year rolling average of actual water usage (GLs) 

 
 
The time series uses actual usage from the period 1999-2000 to 2018-19. This includes a 
forecast of expected demand for 2019-20 which will be replaced with actual data as part of the 
IPART price review process once this data becomes available. WaterNSW’s forecast of 
expected demand for the 2019-20 year considers:  
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 Bulk Filtered Water  231 
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11. Revenue requirements for bulk water services 

11.1 Overview 

In this section we present our revenue requirements at cost reflective levels based on the 
traditional building block components and other charges excluding the impact of MDBA and 
BRC pass-through charges.  
 
We then compare the cost reflective revenue requirement to the 2020-21 revenue allowances 
which we are proposing to hold constant into the 2021-22 regulatory year with adjustments for 
uncontrollable events such as the change in the IPART cost share ratios.   
 
In effect, any difference between the cost reflective user revenue requirement and the 2021-22 
revenue allowance for users is an efficiency dividend for users. WaterNSW proposes to allocate 
the efficiency dividend to the Government revenue requirement, up to a maximum cap of the 
total revenue requirement for the current 2021 Determination period. 
 
A comparison of our smoothed cost reflective user revenue requirement against the revenue 
allowance set by the regulator is shown in the figure below.  

Figure 32 - Comparison of smoothed user revenue 2021-22 against smoothed revenue allowance 
2020-21 by valley ($ millions, 2020-21)  

 

11.2 Total revenue requirement (gross amount) allowance 

WaterNSW has calculated our proposed total revenue requirement as follows: 

• Calculate WaterNSW’s proposed base revenue requirement for the 2021 Determination 
period based on a ‘bottom-up’ assessment of our costs by applying IPART’s building 
block methodology.   

• Apply an ‘efficiency dividend’ that effectively caps our proposed revenue requirement for 
2021-22 at the unsmoothed revenue requirement from the last year of the 2017 
Determination (in $2020-21); 

• Apply the user / government revenue split as per IPART’s February 2019 Rural Water 
Cost Shares Final Report based on an ‘impactor pays’ methodology; and 

• Maintain the existing proportion of fixed and variable charges as per the 2017 
Determination.  For most customers, this means 40% fixed charges and 60% variable 
charges. 
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12. Customer pricing structure 

12.1 Introduction 

WaterNSW regulated revenues are recovered from charges to users and a cost sharing 
component from the NSW Government based on a methodology introduced by IPART in 2001 
as set out in Section 3.7.   
 
WaterNSW has applied the cost shares from IPART’s February 2019 Final Report.64   
 
WaterNSW also levies water take service charges and other miscellaneous charges as set out 
in Section 14. In addition, WaterNSW passes through to customers the MDBA and BRC costs 
which are set out in Section 2.6.  
 
In line with the feedback we have received from customers, we are continuing with the 
approach adopted in previous pricing determinations, regarding the fixed and variable tariff 
allocations (remains unchanged) and have applied IPART’s approach to eliminating the UOM 
balances from the 2017 Determination. The specific variations to this approach are discussed 
below. 

12.2 Continuation of general approach from previous determinations 

12.2.1 Bulk water services charges 

Historically, IPART and the ACCC have determined bulk water services charges at a ‘valley’ 
level to recover valley-based costs from customers. The border for each valley is defined by 
reference to a water management area, or a specified water source under a WSP with some of 
these combined for pricing purposes.  
 
Bulk water services charges are based on a separate fixed charge for GS and HS customers, 
together with a volumetric charge for all entitlement holders in each valley. An overview of HS 
and GS entitlements is set out in Box 3 below. 
 

 
64 See IPART Rural Water Costs Shares for WaterNSW and Water Administration Ministerial Corporation – Final Report Water.  February 
2019. 
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There are two categories of fixed charges based on the reliability of the access licence, the GS 
fixed charge and the HS fixed charge. The price difference between the GS and HS fixed 
charge is based on the application of the HS premium calculated using:  

• The conversation factor of HS to GS entitlements in the relevant WSP; multiplied by 
• A reliability ratio, which is the ratio of average GS to HS water allocations, over 20 years.  

The fixed charges are calculated as follows: 
 

1. Revenue is allocated to HS and GS customers using a HS premium. The HS premium is 
based on the reliability of (and conversion of) a HS entitlement to a GS entitlement. For 
example, if the HS premium is 3, then for each $1 of revenue allocated to a GS 
entitlement, $3 will be allocated to a HS entitlement  

2. GS fixed revenue is divided by forecast GS entitlements held in the valley to calculate 
the GS fixed charge  

3. HS fixed revenue is divided by forecast HS entitlements held in the valley to calculate 
the HS fixed charge.  

WaterNSW proposes maintaining the HS and GS premium calculation methodology from the 
2017 Determination, updated for contemporary data.   
 
See Section 10.2.1 for the actual inputs. 
 
The remaining 60 per cent of costs are allocated to volumetric revenue, which is divided by 
forecast water sales (the 20 year rolling average of water sales) to set the volumetric charge. 
The volumetric charge is levied for every ML of water used by the customer. 
 
Under this approach, the recovery of 60% of the user share of costs can vary in any given year. 
This is because actual water sales vary significantly year on year against the 20-year rolling 
average. 
 
Hunter Water charges are currently split using a 60:40 fixed to variable split, while Peel Valley 
charges are split using an 80:20 fixed to variable split. 

12.3 Exceptions 

There are some exceptions to the methodology described above which have been adopted for 
the Fish River Scheme, the North and South Coast Valleys and Lowbidgee as set out below.   

12.3.1 Fish River Scheme 

Bulk water charges apply for one ‘major’ user - EnergyAustralia - and approximately 280 ‘minor’ 
users.  Users in the Fish River Scheme do not hold statutory water access entitlements with 
access to water regulated through a ‘minimum annual quantity’ (MAQ) for each major customer 
and (collectively) for minor customers. Access (fixed) charges are set with reference to major 
users’ actual MAQ and for each minor user’s with reference to a deemed MAQ of 200KL.  
 
In its 2017 Determination, IPART accepted WaterNSW’s proposal to change the fixed:variable 
share for both raw and filtered water to 80 per cent fixed.  We propose the continuation of the 
80:20 fixed to variable split for the Fish River Scheme in the 2021 Determination period. 

12.3.2 Coastal valley subsidies 

In its 2017 Determination, IPART set prices in the North and South Coast to recover 
approximately 10% and 38% of user costs, respectively. 
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12.3.3 Lowbidgee 

Customers in the Lowbidgee hold only supplementary licences which entitles them to water use 
when there is excess water in the Murrumbidgee valley. As a result, in the ACCC 2014 
Decision, the ACCC levied a 100% fixed charge on customers in Lowbidgee, which was 
adopted by IPART in its 2017 Determination. We propose the continuation of that charging 
structure, noting that it’s a Supplementary Licence Fixed Charge. 
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costs outside of WaterNSW’s control, i.e. changes in volumes as measured by the 20-year 
rolling average and changes in IPART’s cost sharing arrangements. 
 
The valley-by-valley bill impacts for general and high security customers are presented below.  

14.2 Assumptions for bill impact analysis 

In this section, we present annual price change and bill impact tables for each valley for bulk 
water services charges.  The impact of the MDBA/BRC pass through charges has been 
excluded from the bill impact analysis presented below. 
 
The bill impact tables highlight the calculated bill for a small, medium and large customer by HS 
and GS entitlements in each year of the 2021 Determination period. The final two columns 
show: 

• The immediate bill impact from the end of the current determination period (2020-21) to 
the start of the 2021 Determination period (2021-22); and 

• The percentage change for customer bills from the end of the current determination 
period (2020-21) to end of the 2021 Determination period (2022-23).  

The bill impact tables for each rural valley are based on: 

• The proposed (smoothed) user revenue requirement (see section 11.2.2), converted into 
a fixed and variable usage charge, using the relevant fixed to variable split, uplifted by 
1% for IPART’s cost sharing arrangements; and 

• A scenario of 60 per cent water usage for general security customers and 100 per cent 
water usage for high security customers, broken down into: 

o small customers (100 MLs of entitlements); 
o medium customer (500 MLs of entitlements); and  
o large customers (1000 MLs of entitlements). 

For the Murray and Murrumbidgee valleys, we have produced additional bill impact tables for 
those customers who extract water through a Commonwealth funded WaterNSW owned meter, 
reflecting the changes to their meter service charge set out in section 15.1.1. This is broken 
down into: 

• Small customers (100MLs of entitlements) with a 100mm Commonwealth funded meter; 
• Medium customers (500MLs of entitlements) with a 250mm Commonwealth funded 

meter; and 
• Large customers (1000MLs of entitlements) with a 450mm Commonwealth funded 

meter. 

For the Fish River Scheme, the bill impact analysis is based on: 

• The proposed (smoothed) user revenue requirement (see section 11.2.2), converted into 
a fixed and variable usage charge, using the relevant fixed to variable split, uplifted by 
1% for IPART’s cost sharing arrangements; 

• MAQs in the WSP for major customers, and a deemed 200 MAQ for minor customers; 
and 

• Average water usage over 20 years for each customer type, and average water usage 
for EnergyAustralia.66  

Bills have been presented in 2020-21 dollars given the uncertainty of forecast inflation due to 
the impacts of COVID-19. 

 
66 This assumes 1200ML demand from the Mt Piper Power Station.  
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• Additional operational costs to maintain the gauging station at the required level of 
accuracy. 

WaterNSW is proposing a continuation of the environmental gauging station charge of 
$12,640.42 ($2020-21) per gauging station in the 2021-22 determination. 

15.5 Refundable meter accuracy deposit 

WaterNSW is proposing a continuation of meter accuracy deposit and verification and testing 
charges in real terms ($2020-21) over the 2021 Determination period. 
 
We currently levy a refundable deposit for resolving meter disputes of $1,750 levied upon 
request from the customer to have their Government meter tested or verified for accuracy. This 
deposit is forfeited by the customer if the meter is found to be within accuracy standards. The 
deposit is returned to the customer if the meter is found to be outside of accuracy standards. 
 
In the 2014 Determination, it was determined that the charge deposit was significantly below the 
costs of carrying out the works associated with meter accuracy verification and testing in situ. In 
response, IPART determined an in-situ verification and testing charge of $4,626.39 and a 
laboratory verification and testing charge of $6,922.88. If the meter is found to be within 
accuracy the relevant testing charge applies, and the deposit is forfeited. 
 
The above charges apply to WaterNSW-owned meters. We note that customers may engage 
WaterNSW to carry out meter accuracy and verification works on customer-owned meters. In 
such cases, we propose to offer a fee for service on commercial terms, similar to any other 
contestable service. 

15.6 Fish River Connection/Disconnection Fee  

WaterNSW currently levies new connection and disconnection fees for the Fish River Scheme. 
Requests for new connections and disconnection are at the request of the customer.  
 
Each new connection for the Fish River Scheme entails different requirements depending on a 
number of factors including whether there is a tapping point at the customer’s location and the 
time taken to travel to the location. These different factors reflect different costs for each 
connection.  
 
As a result, IPART has determined connection charges based on the complexity of the 
connection as follows: 

• Low complexity connections are charged a $916.30 connection fee;  
• Medium complexity connections are charged a $ 3,474.18 connection fee; and 
• High complexity connections are charged a $7,103.19 connection fee. 

We are proposing to retain the above charges in real terms ($2020-21) in the 2021 
Determination.   
 
We are also proposing retain the disconnection fee at the current rate of $257.96 ($2020-21). 
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16. Impacts on financeability 

WaterNSW supports IPART’s use of the financeability test and encourages 
IPART to ensure that its final determination supports an indicative credit rating 

that is ‘investment grade’ of Baa1 or above. 

In 2018, IPART reviewed the financeability test it uses as part of its price regulation process. 
When making price determinations for regulated businesses, IPART uses a financeability test  
(the 2018 test) to assess how its pricing decisions are likely to affect the business’s financial 
sustainability and ability to raise funds to manage its activities, over the regulatory period.68 
IPART previously reviewed the financeability test in 201369 (the 2013 test) and made small 
changes in early 2015.70 The general feedback IPART received from stakeholders during 
consultation for the 2018 test was that the 2013 financeability test worked well and that 
reviewing the approach to financeability is “important in ensuring that IPART’s approaches to 
regulation remain fit for purpose over time, reflect evolving regulatory best practice, and are well 
understood by all stakeholders.”71 
The objectives of the financeability test are to: 

• Ensure IPART’s pricing decisions would allow an efficient investment grade rated 
business to raise finance during the regulatory period (benchmark test); and  

• Assess whether the utility would meet this benchmark (actual test) during the regulatory 
period. 

IPART’s 2018 test maintains a number of elements from the 2013 test, including that IPART will 
continue to: 

• Conduct a quantitative assessment of financeability 
• Conduct a financeability test if:  

o the prices IPART regulates determines the revenues of the business, and 
o the business has, or is part of an entity with, a distinct capital structure; 

• Conduct the test on the regulated portion of the business, as a default, and 
• Retain a BBB72 target credit rating.  

IPART made a number of refinements in its 2018 test, including to: 

• Incorporate both a benchmark test (assuming a real cost of debt), and an actual test 
(using the business’s actual cost of debt); 

• Set a single target ratio for each financial metric rather than a range (as per the 2013 
test) to increase simplicity and eliminate the overlap of ratios; 

• Adopt a clearer process for identifying a financeability concern; and 
• Tailor the remedy for a financeability concern to its source.  

 
68 IPART Review of our financeability test – Final Report, November 2018.  Page 1. 
69 Refer to https://www.ipart.nsw.gov.au/files/sharedassets/website/trimholdingbay/final decision -

financeability tests in price regulation - december 2013.pdf 
70 Refer to https://www.ipart.nsw.gov.au/files/sharedassets/website/trimholdingbay/fact sheet - final decision -

financeability ratios - april 2015.pdf 
71 Ibid.  Page 1.  The quotation provided refers to the SDP submission to the IPART Issues Paper, June 2018, page 
1. 
72 According to IPART, an S&P Global credit rating of BBB is equivalent to a Moody’s Baa2 credit rating. Note that we 
use a BBB credit rating when setting the Weighted Average Cost of Capital (WACC).  Financeability Test Final 
Report November 2018, page 2. 
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In setting prices, IPART aims to ensure that utilities are financially sustainable so that they can 
recover their efficient costs over the long-term.  Under IPART’s building block model, IPART 
sets prices to recover the efficient costs of a benchmark business.  This includes a market-
based rate of return for equity and debt holders.  Robust financial health of utility businesses is 
generally considered to be in the best interests of customers. 
 
If a service provider is not financially viable, it may not be able to guarantee services to 
customers and this may result in higher prices over the long term. Poor financial health may 
also lead to under-investment in assets and / or their maintenance, which could in turn lead to 
higher lifetime expenditure on assets (and consequently higher prices) and poorer quality 
services.   
 
IPART’s financeability test assesses the short-term financial sustainability of the utility – 
whether the utility will be able to raise the necessary debt financing, consistent with an 
investment grade-rated firm, during the regulatory period.   

16.1.1 Target credit rating  

IPART intends to use the same target credit rating in the financeability test as it uses when 
setting the WACC.  According to IPART, this target credit rating ensures consistency with the 
WACC and achieves the objectives of the financeability test to assess whether the regulatory 
decisions are sufficient to maintain the financeability of a benchmark efficient business. 
 
Based on the credit rating metrics calculated in IPART’s water model (provided as an 
attachment to this pricing proposal), the revenues and prices proposed by WaterNSW would 
result in acceptable financial and credit rating metrics.  
 
IPART uses the S&P Global BBB credit rating when setting the WACC. An S&P Global BBB 
credit rating is equivalent to a Moody’s Baa2 credit rating and a Fitch Rating BBB credit rating.73 
 
IPART’s 2018 test sets a threshold (i.e., a minimum or maximum) value for each ratio that a 
BBB rated business would meet under IPART’s building block approach.  According to Moody’s, 
any of the ‘Baa’ ratings suggests moderate credit risk, with firms “considered medium-grade and 
as such may possess speculative characteristics”.74  
 
As outlined in Figure 38 below, a credit rating in the Baa range is at the low end of what 
Moody’s considers ‘investment’ grade.  
 

 
73 IPART Review of our financeability test – Final Report, November 2018.  Page 35. 
74 Moody’s Rating Scale and definitions, https://www.moodys.com/sites/products/ProductAttachments/AP075378 1 1408 KI.pdf 
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In constructing notional financial statements with “notional” inputs, we have used revenue, 
operating expenditure, capital expenditure and WACC assumptions consistent with this Rural 
Valley pricing proposal.  
 
For 2021-22, we have used the revenue requirement assumption of $88.3 million which is 
$8.3 million below the cost reflective revenue requirement of $96.4 million  (i.e. WaterNSW does 
not receive a Government CSO for the $8.3 million shortfall). 
 
Other assumptions we have made in applying the financeability test are:  
 

• Interest rate of 3.9% pre-tax nominal – representing a weighted average of the ACCC 
WACC and the IPART WACC by proportion of MDB/IPART RAB in 2021-22;  

• Gearing of 60% - which is consistent with WaterNSW’s Statement of Corporate Intent 
(SCI)’ and  

• FFO has been calculated based on Accounts Receivable Days of 30 and Accounts 
Payable Days of 45  

• No adjustments for operating leases or pension adjustments are necessary 

At the 60% notional (and actual) metric of ‘Net Debt / RAB’ gearing level, the ‘FFO / Interest’ 
ratio & ‘FFO / Net Debt’ is below the Baa Moody’s credit rating sub-factor band and within the 
“Ba” Moody’s credit rating sub-factor band.   
 
This means that, based on this assessment, for the 2021 Determination period there will be 
significant downside risk to our financeability, given the “Ba” FFO / Interest ratio is expected to 
trend towards the ‘B’ credit rating in 2021-22.  
 
We consider that financeability could be exacerbated even further, if the assumptions are varied 
– such as WACC, inaccurate forecast of expected water sales or asset lives. 
 
In addition, while Water NSW may be able to maintain its financeability requirements in the 
2021 Determination period, there is no doubt that there is a need for revenue protection if the 
continuation of the RTP  becomes uneconomic.  Managing volume volatility will be a key 
consideration in the upcoming determinations. 
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17. Glossary  
AASB Australian Accounting Standards Board 
ACCC Australian Competition and Consumer Commission 
ACCC Pricing 
Principles 

Australian Competition and Consumer Commission’s Pricing 
principles for price approvals and determinations under the Water 
Charge (Infrastructure) Rules 2010 

ACCC 2014 Decision  ACCC Final Decision on State Water Pricing Application: 2014-15 – 
2016-17 

ALARP principle ‘As Low As Reasonably Practicable’ principle 
AMS Asset Management System 
ANCOLD Australian National Committee on Large Dams  
AO&M Asset operations and maintenance 
ATS Authority to spend 
AWD Available water determination 
BRC Dumaresq-Barwon Border Rivers Commission 
CAPEX  Capital expenditure  
CARMS Computer aided river management system 
CEO Chief Executive Officer 
CEWO Commonwealth Environmental Water Office 
COAG Council of Australian Governments 
CPI Consumer price index 
CSC Customer Service Committee 
CSO Community service obligation 
DPI Water Department of Primary Industries Water 
DSEP  Dam Safety Emergency Plan 
ECM Efficiency carryover mechanism 
EMS Environmental Management System 
ESCV Essential Services Commission of Victoria 
EWON Energy and Water Ombudsman of New South Wales 
Fish River Scheme Fish River Water Supply Scheme 
FFO Funds from operations 
GL Gigalitre 
GS General security  
HS High security  
ICD Irrigation corporations and districts 
IGA Intergovernmental Agreement 
IPART Independent Pricing and Regulatory Tribunal 
IPART Guidelines Independent Pricing and Regulatory Tribunal Guidelines for Water 

Agency Pricing Submissions 
ICT Information communication technology 
IRC Investment Review Committee 
KL Kilolitre 
KPI Key performance indicator 
MAQ Minimum annual quantity 
MDB Murray-Darling Basin  
MDBA Murray-Darling Basin Authority 
MEERA Modern engineering equivalent replacement asset value 
ML Megalitre 
MSC Meter service charge 
NABC Needs analysis business case 
NTER National Tax Equivalent Regime 
NWI National Water Initiative 
OABC Options analysis business case 
O&M Operation and maintenance 
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OPEX Operating expenditure 
RAB Regulatory asset base  
RTP Risk transfer product 
R&R Renewal and replacement 
SAP Strategic action plan 
SCA Sydney Catchment Authority 
SCADA Supervisory control and data acquisitions 
SCI Statement of corporate intent 
TMS Telemetry metering system 
UOM Unders and overs mechanism  
WACC Weighted Average Cost of Capital 
WAMC Water Administration Ministerial Corporation 
WHS Work Health & Safety 
WSAA Water Services Association of Australia 
WSP Water Sharing Plan 
WCIR Water Charge (Infrastructure) Rules 
YACTAC Yanco Creek and Tributaries Advisory Council 
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18. Quality assurance 
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19. Chief Executive Officer’s Declaration  
In accordance with the Guidelines for Water Agency Pricing Submissions, November 2018 (the 
Guide), of the Independent Pricing and Regulatory Tribunal of New South Wales, I declare that:  
 
a) the information provided in our pricing proposal submitted on 30 June 2020 is the best 
available information of the financial and operational affairs of WaterNSW and has been 
checked in accordance with the Guidelines; and  
 
b) there are no circumstances of which I am aware that would render any particulars included in 
the information provided to be misleading or inaccurate.  
 
 
Certified by the Acting Chief Executive Officer:  
 
 
 
 
 
__________________________________________ 
Andrew George       
Acting Chief Executive Officer 
 
 
 
Dated  
 
 
  



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 155 

 

Appendix 1 – Legislative framework 
 

State Owned Corporation Act 1989  

The State Owned Corporations Act 1989 (NSW) specifies at section 8 that the principal 
objectives are equally: 
 

“(a) to be a successful business and, to this end:  
(i) to operate at least as efficiently as any comparable businesses, and 
(ii) to maximise the net worth of the State’s investment in the SOC, and 

 
(b) to exhibit a sense of social responsibility by having regard to the interests of the 
community in which it operates, and 
 
(c) where its activities affect the environment, to conduct its operations in compliance 
with the principles of ecologically sustainable development contained in section 6 (2) of 
the Protection of the Environment Administration Act 1991 , and 
 
(d) to exhibit a sense of responsibility towards regional development and 
decentralisation in the way in which it operates.” 

Water NSW Act  

WaterNSW is also subject to the Water NSW Act 2014 which came into effect on 1 January 
2015 allowing for the continuation of the legal entity of State Water Corporation to become 
WaterNSW and to assume the functions of the former Sydney Catchment Authority (SCA) On 1 
January 2015 the assets, rights and liabilities of the former SCA were transferred to WaterNSW. 
The Water NSW Act consolidated, with modifications, the provisions of the former Sydney 
Water Catchment Management Act 1998 and the former State Water Corporation Act 1989.  
 
The objectives and functions of WaterNSW were refined to reflect and consolidate the functions 
of the SCA and State Water Corporation into a single entity. The principle objectives of 
WaterNSW subject to this pricing proposal are as set out in section 6(1) of the Water NSW Act 
2014 as follows:  

 
“(a) to capture, store and release water in an efficient, effective, safe and financially 
responsible manner, and 
 
(b) to supply water in compliance with appropriate standards of quality, and 
 
(c) to ensure that declared catchment areas and water management works in such areas 
are managed and protected so as to promote water quality, the protection of public 
health and public safety, and the protection of the environment, and   
 
(d) to provide for the planning, design, modelling and construction of water storages and 
other water management works, and 
 
(e) to maintain and operate the works of Water NSW efficiently and economically and in 
accordance with sound commercial principles.” 

 
The other objectives of WaterNSW as set out in section 6(2) of the Water NSW Act 2014 are: 
 

(a)  to be a successful business and to that end:  
i. operate at least as efficiently as any comparable business, and  
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ii. to maximise the net worth of the State's investment in Water NSW.  
 
(b) to exhibit a sense of social responsibility by having regard to the interests of the 

community in which it operates,  
 
(c) to exhibit a sense of responsibility towards regional development and 

decentralisation in the way in which it operates,  
 
(d) where activities affect the environment comply with ecologically sustainable 

development provisions in the Protection of the Environment Administration Act 
1991. 

 
The Water NSW Act continues the separate operating licences of State Water Corporation and 
SCA with their respective focus on water supply to regional and rural areas and the 
management and protection of the Sydney catchment. The operating licence for WaterNSW is 
discussed in section 1.5.3 below.  
 
We are subject to a range of legislative instruments that cover our water operations and other 
matters. In the section below, we describe the obligations that have the greatest impact on our 
operating and capital expenditure requirements.  

Operating licence  

Obligations 

WaterNSW is licensed under the WaterNSW Operating Licence (the Licence) which enables 
and requires us to carry out our functions within the Area of Operations on the terms and 
conditions set out in the Licence. The Licence sets out our obligations in relation to: 
 

• Water quality; 
• Water quantity; 
• Asset management; 
• Customers; 
• Environmental management; 
• Monitoring of performance; and 
• Conferred functions. 

Conferred functions  

The Licence confers functions on WaterNSW.  We are required to exercise any functions 
conferred under the Licence consistently with the Water Management Act 2000 (NSW), the 
Water NSW Act 2014, the New South Wales – Queensland Border Rivers Act 1947 (NSW), any 
other relevant law and any relevant Water Management Plan. Our Licence requires us to 
publish a conferred functions statement setting out any roles and responsibilities regarding the 
conferred functions which have been agreed with relevant government departments and 
agencies.77 
 
The Licence confers on WaterNSW functions under the specified sections of the Water 
Management Act 2000 (NSW) as follows: 
 

• Approving the form of an application for an assignment dealing with an access licence; 

 
77 Refer to http://www.waternsw.com.au/__data/assets/pdf_file/0003/65676/Conferred-Functions-Statement-Oct-
2013.pdf  



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 157 

 

• Granting consents to temporary water transfers; 
• Debiting and crediting of water accounts; 
• Suspending access licences and suspending approvals in relation to a failure to pay any 

fees or charges; 
• Authorising the taking of water by means of a metered work while its metering 

equipment is not operating properly; 
• Imposing and recovering fees and charges consistent with any relevant determination in 

relation to the price of Bulk Water made by IPART or any other pricing authority; 
• Making a temporary water restriction order where water restrictions are required as a 

result of an emergency works failure; 
• Issuing certificates subject to any requirement approved by the Minister administering 

the Water Management Act 2000 (NSW); and 
• Recovering fees and charges as approved by the Minister administering the Water 

Management Act 2000 (NSW) 

 
The Licence confers on WaterNSW functions under the specified sections of the Water Act 
2012 (NSW) as follows:  
 

• Entering any land to take levels, make surveys and marks, fix pegs and stakes and 
inspect any water works under section 22(1). 

The Licence confers on WaterNSW functions under the specified sections of the New South 
Wales – Queensland Border Rivers Act 1947 (NSW), subject to any requirement imposed by 
the Minister administering the New South Wales – Queensland Border Rivers Act 1947 (NSW) 
or the Border Rivers Commission, as follows: 
 

• constructing, maintaining, operating and controlling relevant works in New South Wales 
under section 14; and 

• exercising the powers and obligations of a “Controlling Authority”. 

Customer advisory groups  

In 1999, we established Customer Consultative Committees (CSCs), now known as customer 
advisory groups (CAGs) as required under our previous operating licence. The valley-based 
CAGs are:  
 

• Murrumbidgee 
• Border Rivers 
• Murray  
• Greater Sydney 
• Coastal/Hunter 
• Barwon-Darling 
• Lachlan 
• Gwydir 
• Macquarie 
• Namoi Peel.  

CAGs are made up of customers and stakeholders representing the following user groups; (the 
structure of a committee may vary from valley to valley): 
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In accordance with the Licence we must, in consultation with the CAGs, establish and maintain 
a customer service charter (the charter). The charter sets out the mutual responsibilities or 
obligations of WaterNSW and its customers in accordance with the licence, and various Acts.  
 
The charter is published on our website.78 
 
Each year by no later than 1 September, we report to IPART our overall performance against 
our obligations under the Licence. 

Fish River Customer Council  

Fish River Water Supply Scheme (Fish River Scheme) provides both bulk raw water and 
drinking water supplies to local water utilities and individual customers via an extensive pipe 
network. 
As a supplier of drinking water in this area we have a requirement to meet stringent water 
quality standards to protect public health. A key component of the service levels in this area is 
the development and implementation of drinking water quality management plan in line with the 
Australian drinking water guidelines. 
 
Our Licence requires that we regularly consult with the Fish River Customer Council. This 
ensures Fish River customer involvement in issues relevant to the performance of WaterNSW 
and its obligations to Fish River customers under the licence and any customer contract. 
 
We must appoint the members of the Fish River Customer Council in accordance with the 
Licence which include representation from Lithgow City Council, Oberon Council; and 
EnergyAustralia. 

Fish River - customer contracts 

We must enter into and maintain agreements with our customers in Fish River Water Scheme in 
relation to the supply of water by the operation of the Fish River Scheme. 
The terms of the arrangements must, as a minimum, include: 
 

• The standard of the quality of water supplied; 
• The continuity of water supplied (i.e. interruption, disconnection and reconnection to 

supply); 
• The metering arrangements; 
• The costs to be paid by Fish River customers for the supply of water and other services 

to them; and 
• Any other terms agreed between us and Fish River customers; 

Standards of service 

WaterNSW releases water from dams and weirs to supply water within the regulated sections of 
the rivers. The water is released to meet the requirements of bulk water users such as irrigators, 
industry, urban centres and the environment, and piped supply to customers at Fish River. Our 
customers depend on the quantity and timing of this delivery. 
The Licence provides the basis for key performance indicators that are in place to assess our 
performance on customer management. These include: 
 

• % customer contacted within one day of placing a non-complying order; 

 
78 The charter can be viewed at http://www.waternsw.com.au/__data/assets/pdf_file/0007/67165/Customer-Fact-
Sheet-Customer-Service-Charter1.pdf  
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• % complying orders delivered outside +/-1 one of scheduled delivery measured by 
complaints 

• % of orders rescheduled in consultation with the customer within one day of known 
shortage 

• % age of complying transfer processed within 5 working days 
• Number of customer requests for payment assistance 
• Number of customers in receipt of payment assistance 
• Number of licences and entitlements suspended under the Water Management Act 2000 

or Water Act 1912 (NSW) 
• Number of approvals suspended under the Water Management Act 2000. 

Our performance against these indicators are audited by IPART as part of the annual operating 
licence review.  

Voluntary key performance indicators  

WaterNSW has implemented voluntary measures to extend on the regulated KPIs applied by 
the Licence.  These include: 
 

• Customer use of online services – 52% 
• Customer calls – 30 seconds - 80% 
• Customer complaints (per 1000 customers) - 10 
• Customer Complaints to EWON1 (per 1000 customers) - 0.5 
• Processing allocation trade applications within 5 working days (COAG2) - 90% 
• Operational surplus of releases - 5%. 

Dam safety compliance 

Prior to the passage of new legislation, WaterNSW managed its prescribed79 dams to meet the 
requirements of the NSW Dams Safety Committee under the Dams Safety Act 1978 (NSW).  
 
The Dam Safety Act 2015 (NSW) provides for a new framework for dam safety. Dams Safety 
NSW is a continuation of, and the same legal entity as, the former Dams Safety Committee. The 
functions of Dams Safety NSW include recommending to government the dams safety 
standard, or standards, that dam owners must meet. This differs from the previous approach, 
which directly references Australian National Committee on Large Dams (ANCOLD) guidelines.  
 
The reforms are intended to ensure that ANCOLD guidelines are translated into the New South 
Wales regulatory system with greater regulatory impact assessment processes. Dams Safety 
NSW will be required to conduct a cost-benefit analysis on the proposed standards before they 
are prescribed. The new legislation provides for dam owners to submit operations and 
maintenance and emergency plans in accordance with a more compliance-based regulatory 
model. Dams Safety NSW will have the power to audit plans, and this power will be enhanced 
by the emergency management and dam operations and management expertise that will be 
available through the membership of Dams Safety NSW.80  
 
The reforms under the Act are intended to improve transparency in the regulation of dam safety 
and provide dam owners such as WaterNSW with greater flexibility to achieve required 
standards. The government is consulting with dam owners during the implementation of the Act. 
WaterNSW also addresses dam safety as part of compliance and performance with our asset 

 
79 Prescribed dams are those listed in Schedule 1 of the Dams Safety Act 1978.  
80 The Hon. Blair N. Minister for Primary Industries, and Minister for Lands and Water, Second Reading Speech 
Dams Safety Bill 2015, 16 September 2015. 
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management obligations of Operating Licence. This is achieved through a structured program 
continuous surveillance including inspections, monitoring, surveys, chemical analysis of 
seepage water, and seismic monitoring: 
 

• Periodical safety reviews typically including flood studies and risk assessment; 
• Remedial action where appropriate; 
• Safe operation and maintenance, including keeping up-to-date manuals and procedures; 
• Emergency management, planning and implementation including conducting emergency 

drills; and 
• Ongoing personnel training.  

Our procedures comply with the requirements of the NSW Dams Safety Committee, and 
national and international best practice. This regime of surveillance is also in accordance with 
the Guidelines on Dam Safety Management published by the Australian National Committee on 
Large Dams.  

Water sharing plans  

WaterNSW operates in accordance with WSPs and delivers water to customers and the 
environment. The WSPs are statutory instruments made under section 50 of the Water 
Management Act 2000. Based on the WSPs, the available water resources are shared 
throughout the year, allowing water for the environment and for consumptive use  
 
WSPs make provision for the identification, establishment and maintenance of planned 
environment water, either to promote fundamental ecosystem health or to further specific 
environmental purposes. WaterNSW must comply with these requirements as set out in the 
relevant operational rules. 
 
The Water Management Act 2000 applies to areas that have a WSP and includes areas under 
our operation. The objectives of the Act are to provide for the sustainable and integrated 
management of the water sources of the State for the benefit of both present and future 
generations.  
 
WSPs establish rules for sharing water for environmental purposes and other users such as 
town supply, rural domestic supply, stock watering, industry and irrigation.  
The water sharing planning provisions of a WSP for a water management area or water source 
may also deal with:  
 

• Taking of  water from any water source in the area; 
• The kinds of water supply works that may be constructed and used in the area; 
• The operation of water accounts for the area or water source; and 
• Water sharing measures for the protection and enhancement of the quality of water in 

the water sources in the area or for the restoration or rehabilitation of water sources or 
their dependent ecosystems.  

A list of the relevant water sharing plans can be found at http://www.water.nsw.gov.au/water-
management/water-sharing/plans-commenced   

Work approvals 

The NSW Department of Primary Industries Water (DPI Water) is responsible for approving 
water supply work.  
 
A water supply work approval authorises its holder to construct and use a specified water 
supply work at a specified location.  
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An approval statement from the Department: 
 

• Lists the authorised water supply works including the work type, the parcel of land where 
the work is located, the water source and zone from which the work extracts or captures 
water; 

• Identifies the water access licence/s linked to the work for the purpose of taking water; 
and 

• Applies conditions (each water supply works and water use approval has conditions 
specified in relevant water management plans, for example local water sharing plan. The 
approval may also have conditions that are specific to the particular approval and 
location).  

WaterNSW has a total of 14 water supply work approvals to cover all of our works. A list of the 
water supply works approvals can be found at http://www.water.nsw.gov.au/water-
licensing/corporate-licences/major-utilities/state-water   

Fisheries Management Act  

WaterNSW faces obligations under section 218 of the Fisheries Management Act 1994 (NSW), 
when constructing or altering a dam, floodgate, causeway or weir, to not block the passage of 
fish. This requires WaterNSW to construct fishway passage or offsets to comply with this 
obligation and to contribute to the cost of construction and augmentation.   

Other regulatory service obligations 

Water Act 2007 (Cth) 

All Australian governments have committed, through the National Water Initiative (NWI) 
Intergovernmental Agreement (IGA), to improve water resource management across Australia. 
As a result, WaterNSW will incur costs implementing measures in line with NWI objectives. 
 
The Commonwealth Water Act 2007 will require WaterNSW to setup its business, systems and 
processes to apply and comply with new water resource plans which will be implemented from 
2019 and beyond.  
 
The water resource plans to be implemented under the Water Act 2007 (Cth) will specifically 
impact on the following functions: 
 

• Water release rules; 
• Water accounting rules; 
• Allocation assignment rules; 
• IT application rules; and 
• Customer education and communication. 
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Appendix 2 – Regulatory methodologies and estimates of 
the market risk premium 
 
 
Table 98 below reproduces Table 6.2 from the Independent Competition and Regulatory 
Commission for the ACT (ICRC) Draft Report for regulated water and sewerage service prices 
2018-23 in the ACT.  The table, while not exhaustive, highlights that a number of regulators, 
including IPART, apply both historic and current market data when calculating the market risk 
premium (MRP).   
 
As an example, and not included in the table below, we also note that IPART, in its 2020 
Greater Sydney Draft Determination for bulk water prices identified a current MRP of 9.7%.   
 
This is contrasted with the results provided below, which highlight the ACCC’s predominant use 
of historical evidence when calculating the MRP for water.  We note that the ACCC in some 
cases has placed a level of weight on current data (i.e. NBN, telecommunications, rail). 

Table 97 - Regulatory methodologies and estimates of the market risk premium 
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We request that IPART consider the evidence provided above when assessing the appropriate 
rate of return for the MDB valleys and applying the ACCC’s pricing guidelines. 
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Appendix 3 – WACC and inflation and financeability – 
IPART valleys 

Our proposed ‘placeholder’ rate of return for the 2021 Determination period is 
3.2% based on IPART’s post-tax real framework, with annual updates to the 

cost of debt. 

Proposed method and rate of return 
 
The return on capital covers the cost of servicing our debt and provides a return to our 
shareholders for their equity investment in our business.  It is calculated by multiplying the value 
of our regulated asset base by the rate of return on capital. WaterNSW is proposing to apply the 
Weighted Average Cost of Capital (WACC) methodology for determining the rate of return on 
capital. 
 
The WACC is the minimum (‘benchmark') financial return an investor requires from an 
investment given its risk before committing additional capital.  It is the sum of weighted average 
returns expected from the two types of capital invested – debt and equity.  
 
In determining the appropriate rate of return, economic regulators strive to provide an allowance 
as reasonably accurate as possible to ensure that customers do not pay more than necessary 
and that the regulated firms will be financially viable and have the incentive to invest in the 
efficient level of productive assets. 
 
In this section, we outline an approach to calculating the WACC based on IPART’s standard 
methodology.  As part of IPART’s methodology, market data will be updated closer to the Draft 
and Final Determinations.  Therefore, the WACC proposed in this section is considered a 
‘placeholder’ as it will be updated during the review process.  Our proposed approach to 
inflation is provided in Section 10.5 below. 
 
Why is it important? 
 
The return on capital makes up approximately 18 per cent of the revenue allowance that we 
need to provide rural bulk water services. 
 
If the rate of return is set too low, we may not be able to secure the funds needed to invest in 
bulk water infrastructure, which could negatively impact on customer service levels. If it is set 
too high, our customers could pay too much for our services. 
 
IPART’s method for determining the appropriate WACC  
 
We have estimated the rate of return by applying IPART’s method for estimating and 
determining the WACC as published in the IPART Final WACC Report in 2018 (the 2018 
WACC Methodology)81 and as outlined in IPART’s consultation on the debt margin as part of 
the Greater Sydney Determination process for bulk water in Greater Sydney.82  We propose that 
IPART adopts this methodology in its 2021 Determination. 
 

 
81 See IPART Review of our WACC method – Final Report 20018. 
https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/investigation-administrative-legislative-requirements-sea-wacc-
methodology-2017/final-report-review-of-our-wacc-method-february-2018.pdf 
82 See IPART https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/regulatory-framework-regulatory-policy-sea-weighted-
average-cost-of-capital-wacc-models/wacc-publications/fact-sheet-wacc-consultation-on-debt-margin-april-2020.pdf 
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IPART’s 2018 WACC Methodology is based on a ‘post-tax real’ framework. The methodology 
includes sector-wide parameters and applies financial market information as published by 
IPART in its Bi-annual WACC Update from February 202083. The methodology requires annual 
updates to the cost of debt during the regulatory period using updated market information.  
Whether the revenue impact of the annual cost of debt updates is addressed at each annual 
price change or held and adjusted at the subsequent determination is a separate decision point 
that is addressed below. 
 
We consider that IPART’s methodology (subject to our concerns regarding IPART’s approach to 
forecasting inflation outlined below), is a reasonable proxy for our benchmark cost of capital and 
is in the best interests of customers for the Rural Valleys 2021 Determination.   
 
Cost of debt 
 
IPART has indicated it will: 
 
• Initially set the historic cost of debt as a 10-year average, with the interest rate for each 

annual tranche estimated over a consistent 40-day period; and 
• Update the historic cost of debt from the beginning of the second year of the regulatory 

period, by averaging the interest rates of each annual tranche of debt. 
 
WaterNSW supports IPART’s methodology for calculating the current cost of debt as outlined 
above.  We seek to engage with IPART during the review process as to whether applying a 
transition for the current cost of debt is appropriate in the circumstances. 
 
How to pass through annual changes 
 
Under IPART’s new trailing average approach for estimating the historic and current costs of 
debt, IPART needs to update its decision on the cost of debt each year.84   
 
IPART will decide whether to apply annual price adjustments or a true-up on a case-by-case 
basis, as part of its review process.  In making this decision, IPART will have regard to any 
evidence the regulated firm or its customers put forward to support one approach or the other, 
with neither option a default. 
 
While WaterNSW’s general preference is to seek annual updates to the cost of debt, we note 
that the need to update the cost of debt would not arise during the 2021 Determination given 
our proposal for a one-year determination period.  WaterNSW will revisit this matter as part of 
the 2022 Determination period. 
 
Cost of equity 
 
The cost of equity is calculated using the Capital Asset Pricing Model (CAPM). The average 
cost of equity across the entire market comprises a risk-free rate (representing the rate an 
investor would receive for zero risk to their capital) plus a premium that reflects the additional 
systematic risk a marginal equity investor bears (representing the average premium the investor 
would be willing to accept for a less-than-certain return).  This is premium is known as the 
market risk premium (“MRP”).   
 
The CAPM requires the use of an ‘equity beta’, which measures the sensitivity of a business’s 
return compared to upturns and downturns in overall market returns.  More specifically, the 
CAPM is applied using econometrically estimated equity betas combined with the risk free rate 

 
83 See https://www.ipart.nsw.gov.au/Home/Industries/Special-Reviews/Regulatory-policy/WACC/Market-Update/Spreadsheet-WACC-
model-February-2019 
84 IPART Review of our WACC method – Final Report, February 2018.  Page 38. 
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(or more accurately, the required return on a zero beta portfolio) being proxied by yields on 
nominal government bonds.  
 
Under its 2018 WACC Methodology, IPART will continue to determine the cost of equity as the 
midpoint between its estimates of the current and historic cost of equity at the start of the 
regulatory period, and to not update this cost during the regulatory period.   
 
If there are market extremes occurring (as measured by IPART’s Uncertainty Index) IPART may 
consider moving away from the mid-point.  Water NSW notes that in April 2020 IPART advised 
that its Uncertainty Index was operating outside the ‘normal’ control limit of +/- 1 standard 
deviation from the long term mean.   
 
Gearing 
 
IPART typically adopts a mid-point gearing level (debt to debt-plus-equity ratio) of 60% for 
regulated water businesses.  WaterNSW considers that the assumptions underpinning the 
gearing level from the 2017 Determination remain appropriate and a gearing level of 60% 
should be maintained for the 2021 Determination. 
 
Equity beta 
 
IPART currently uses the Sharpe Lintner (SL) CAPM to calculate the cost of equity.  According 
to this model, only systematic risk affects the expected return required by the marginal equity 
investor.  This is because the marginal investor would hold a well-diversified portfolio of 
equities, and a diversification strategy can remove firm-specific risk. 
 
Equity beta is generally measured as the covariance between a firm’s share price and that that 
of the market:  
 

• An equity beta of one implies that the firm’s stock is the same as for the market as a 
whole at each point in time.  This, simplistically, suggests the firm has a similar risk 
profile to the market as a whole; 

• An equity beta below one implies that the firm’s rate of return is less sensitive to upturns 
and downturns than the market overall; and 

• An equity beta above one implies that the firm’s rate of return is more sensitive to 
upturns and downturns than the market overall. 

The SLCAPM is applied using econometrically estimated equity betas combined with the risk 
free rate (or more accurately, the required return on a zero beta portfolio) being proxied by 
yields on nominal government bonds. 
 
IPART’s determined equity beta for the water industry applied in the 2017 Determination is 0.7.  
IPART has proposed to revise its approach to calculating the equity beta (see our 22 May 2020 
response to the IPART consultation on equity beta) which we anticipate will be applied to the 
2021 Determination.  
 
WaterNSW proposes an equity beta of 0.7 for the 2021 Determination period. 
 
IPART’s proposed approach to beta calculation 
 
On 1 April 2019, and as part of the WaterNSW Greater Sydney Determination process, IPART 
published a Fact Sheet85 asking stakeholders to comment on a new method of using market 
data to estimate the equity beta used in the return on equity calculation.   
 

 
85 IPART Fact Sheet on equity beta.  https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/investigation-administrative-
legislative-requirements-sea-wacc-methodology-2017/fact-sheet-estimate-equity-beta-1-april-2019.pdf 



WaterNSW 2021 Rural Valleys Pricing Proposal 

  
 168 

 

This new method implements the decisions IPART made in its 2018 WACC Review to improve 
the way it estimates the equity beta.  IPART stated that: 

 
To illustrate how this method would work, we have estimated a water industry beta using our new 
method. However, we have not applied this estimate in the three current water price reviews, as 
we are still developing this process and we have not yet consulted with stakeholders on the new 
method. Instead, we have applied our existing water industry beta in those reviews. We note that 
our current standard water industry beta (0.7), is similar to the estimate derived here (0.74). 
We would have regard to the equity beta estimated with this method along with other evidence 
on beta in our future WACC decisions.86 

 
As part of the Greater Sydney Determination process, IPART is reviewing its criteria for proxy 
selection, and its list of comparator companies that meets its criteria at the start of the price 
review.  It will give stakeholders the opportunity to propose additional comparable industries that 
meet its criteria, but not individual stocks.  Comments on IPART’s approach to applying the new 
equity beta were provided to IPART on 22 May 2020 and have not been considered further in 
this pricing proposal. 
 
In calculating the equity beta, IPART has stated it will:  
 

• Continue to use the SLCAPM as its foundation model; 
• Use the broadest possible selection, but exclude thinly traded stocks to improve its 

selection of proxy companies; 
• Amend its proxy selection process to make it more transparent, predictable and 

replicable for stakeholders; and 
• Continue to use the Vasicek adjustment, but no longer use the Blume adjustment to 

refine its approach to mitigating estimation bias in raw Ordinary Least Squares (OLS) 
beta estimates. 

We support these improvements. 
 
WaterNSW requests the opportunity to comment on IPART’s approach to proxy selection during 
the course of the 2021 Determination. 
 
Market Risk Premium 
 
Under the 2018 WACC methodology, IPART will continue to measure the historic MRP as a 
range with a midpoint of 6%.   
 
IPART has, however, modified its earlier approach and measures for estimating the current 
MRP.  
 
While IPART will still estimate the current MRP value using six different methods and then 
select a single point estimate, IPART will modify one of the methods – the market indicator 
method – by replacing two of the indicators previously used (the dividend yield and the risk-free 
rate) with a single new indicator (earnings yield less the risk-free rate).  
 
IPART will also modify the way its selects a single point estimate for the current MRP to: 
 

• Combine the estimates derived by the five dividend discount model (DDM) methods into 
a single DDM MRP by calculating the median estimate; and 

• Calculate the weighted average of this median DDM MRP and the market indicator 
MRP, giving a two-third weight to the former and a one-third weight to the latter87.   

 
86 IPART Fact Sheet on equity beta.  https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/investigation-administrative-
legislative-requirements-sea-wacc-methodology-2017/fact-sheet-estimate-equity-beta-1-april-2019.pdf.  Page 2. 
87 IPART Review of our WACC method – Final Report, February 2018.  Page 48. 
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Our proposed WACC of 3.2% is based on the values provided in IPART’s March 2020 
consultation the debt margin. 88 
 
 
Inflation forecasting risk impacting our financeability 
 
Market-based measures of expected inflation have fallen dramatically over the last few months 
and the breakeven inflation series suggests that bond market participants are pricing in close to 
zero inflation on average over the next four years. Maintaining IPART’s current approach for 
inflation that results in a value of 2.3% is simply not sustainable and puts WaterNSW at 
significant financial risk when considering the current low inflation forecasts arising from COVID 
19 impacts.   
 
We propose that IPART puts in place a mechanism to eliminate the impact of inflation forecast 
error on the compensation provided for WaterNSW’s services.  This includes lowering the 
inflation forecast in IPART’s revenue model (e.g. to 1.7%) or by including a new building block 
in the model that captures the cost difference between an inflation forecast of 2.3% and 1.7%.   
 
Should IPART not adopt these proposals, an uplift to the equity beta would be required to 
address the increased risk for WaterNSW equity investors.   
 
The following issues relating to WACC, inflation and financeability and the resulting implications, 
as well as how IPART can take these into account in its final determination for WaterNSW: 

• The exceptional impact of the COVID 19 pandemic on the economy as a whole and 
financial markets more specifically; 

• The associated heightened level of uncertainty that exists around all WACC parameters 
but, in particular, the uncertainty associated with the forecast of inflation used by IPART 
to derive a real WACC; 

• How the uncertainty around the inflation forecast can best be mitigated, and in so doing, 
reduce or eliminate the prospect of extreme windfall gains or losses accruing to 
stakeholders as a result of regulatory forecast error;  

• The implications for the financeability of WaterNSW’s business were IPART to not adapt 
its regulatory framework and methodology to the new economic circumstances; and 

• How heightened uncertainty should be reflected in the WACC. 

In relation to how uncertainty around the inflation can be best mitigated, we note that market 
based measures of expected inflation have fallen dramatically over the last month. They are 
now a full 2.0% below the current IPART method that produces an inflation forecast of 2.3%.  
Our response is summarised below and is supported by an expert report by CEG provided as 
part our Greater Sydney response to IPART’s 2020 Draft Determination.89  
 
IPART indicated in the 2020 Greater Sydney Final Report that it will adopt an inflation estimate 
of 2.30%90 per annum for deflating the post-tax nominal WACC to a post-tax real WACC.   
 
WaterNSW notes that there is inflation risk associated with IPART’s approach to forecasting 
inflation when calculating the post-tax real WACC, if outturn inflation varies from IPART’s 
forecast.  WaterNSW notes that IPART’s inflation forecasts (and other regulators’ forecasts 
generally) have been systemically higher than outturn inflation, which results in insufficient cash 

 
88 See  https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/regulatory-framework-regulatory-policy-sea-weighted-average-
cost-of-capital-wacc-models/wacc-publications/fact-sheet-wacc-consultation-on-debt-margin-april-2020.pdf. We note that IPART’s Final 
Determination for Greater Sydney bulk water services released on 16 June 2020 contained a WACC of 3.4%.  Given the timing of the 
release of the Final Determination and recognising the proposed WACC is a placeholder that will be updated prior to the WAMC Final 
Determination, we have maintained the use of a 3.2% WACC for this pricing proposal. 
89 See CEG report titled WACC, inflation compensation and financeability for WaterNSW provided as Attachment 2.  This report was 
originally provided as Attachment 1 to WaterNSW’s 27 April 2020 response to IPART’s Draft Greater Sydney Determination and is 
unchanged from that version. 
90 See IPART Final Determination for Greater Sydney bulk water prices 16 June 2020.  Page 166. 
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flows in the determination to achieve IPART’s ‘notional’ real post-tax WACC.  This has 
significant implications for the financeability of WaterNSW’s investment program. 
 
Systemic over-forecasting of the WACC results in prices set at artificially low levels that are 
insufficient to achieve the post-tax nominal WACC calculated by IPART, thereby placing 
pressure on the credit metrics and financeability of the businesses.  WaterNSW has been 
bearing the forecasting risk given the largely asymmetric nature of the estimating process.  We 
also note that we would similarly be concerned if the converse were to occur and there was 
systemic under-forecasting of inflation.   
 
As illustrated in Figure 36 below, market based measures of expected inflation have fallen 
dramatically over the last month.  They are now a full 2.0% below the current IPART method 
estimate of 2.3%. In addition, the breakeven inflation series suggests that bond market 
participants are pricing in close to zero inflation on average over the next four years. Whether 
one considers these market estimates of inflation will be borne out in reality, they are, at a 
minimum, indicative of extremely high levels of uncertainty about the future path of inflation.   

Figure 41 - 4 year breakeven inflation and inflation swaps 

 

 
Should IPART fail to adapt its approach to the new economic circumstances, then it is highly 
likely that its forecast for inflation, based on its previously published method, will be materially 
different to actual inflation, thus creating material windfall gains and losses for stakeholders if 
market based estimates turn out to be correct. 
 
Even if IPART's forecast for inflation is assumed to be accurate, there will still be a financeability 
problem for WaterNSW - a problem which will be extremely aggravated if, as is highly likely, 
IPART's inflation forecast does not accurately forecast actual inflation.  
 
At a high level WaterNSW proposes that IPART should: 

• Put in place a mechanism to eliminate the impact of inflation forecast error on the 
compensation provided for WaterNSW’s services (i.e. a true-up); and 

• Put in place a mechanism by which revenues in the upcoming regulatory period are 
increased, in a present value neutral manner, to improve the financeability of 
WaterNSW’s business.   
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We view the current approach of businesses solely bearing IPART’s inflation forecasting risk as 
unreasonable and inequitable and should not be borne by either party.  Critically, WaterNSW 
is not suggesting that customers solely bear the risk of IPART’s forecasting inaccuracies.  This 
could be achieved by passing through the difference between IPART’s forecasts and actual 
inflation used in the setting of the real WACC. 
 
We note that some forecasting risk is already shared between WaterNSW and customers 
through the indexation of the RAB, where actual inflation is applied.  Extending a similar 
approach to IPART’s inflation forecasts used in setting the real WACC would be a 
straightforward and internally consistent exercise. 
 
Specifically, if there was a difference between actual and forecast inflation during a given year 
of the 2021 Determination period, prices in subsequent years of the 2021 Determination period 
would be adjusted upwards/downwards as appropriate to eliminate the NPV impact of the 
forecast error.    
In terms of the effect of heightened uncertainty on the WACC, we consider that if the policies 
set out above are implemented then no uplift is warranted.  However, if these proposed policies 
are not adopted then, an uplift of around 60bp to the WACC as a minimum is warranted. 
.  
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Appendix 5 – Impacts of COVID -19 for the economy, 
water utilities and WaterNSW 
 
 
This attachment sets out WaterNSW’s views on the potential impacts of COVID-19 for the 
economy, water utilities and WaterNSW as may apply during the 2021 Determination period.   
 
1. Introduction  
 
In the midst of a global pandemic, Australia has not faced a crisis of the magnitude of COVID-
19 for generations. Governments locally and around the world are scrambling. Policy responses 
are sometimes confused and contradictory, and leaders are under huge pressure. A broadly 
consistent policy response to reducing the spread has been the enforcement of a degree of 
lockdown of the population. There measures have created challenges for the global economy. 
Although the outlook is subject to spectacularly wide bounds, this looks set to be the sharpest 
recession Australia has seen since the Great Depression of the 1930s.91  
  
Currently, the degree and extent to which the measures to restrict the spread of virus will 
continue are unknown. Despite global efforts, a vaccine is likely to take more than a year to 
develop, noting that historically a human vaccine has never been successfully developed 
against a coronavirus.92  Without a vaccine in sight and herd immunity considered an 
unacceptable pathway, there uncertainty surrounding both how long current lockdown protocols 
will be in place in Australia and how agile the Australian and world economy will be in returning 
to business as usual once restrictions are lifted. This means there is significant uncertainty as to 
how long a full recovery will take, with projections varying from a couple years up to a decade.93   
 
Utilities, which includes the water sector, are not immune to such wide-scale disruptions. 
Preliminary analysis at the start of lockdown protocols being put in place, suggests the short-
term impact on the utilities sector will not be as harsh as in other sectors of the economy. 
However, the severity of impact on utilities may be delayed. For example, Deloitte Access 
Economics estimates utilities sector output will begin to decline in FY2021 and continue through 
FY2022. This compares to other industries, such as accommodation and food services, which 
are likely to see a sharp drop in FY2020 and start to recover by FY2022.   
 
There is clearly great uncertainty as to what impact Covid-19 will have on water utilities. The 
following sections review the underlying uncertainty the pandemic has created and assesses:  
 

• The latest macroeconomic indicators and forecasts; 
• The implications the trends in macroeconomic indicators have for current framework 

IPART uses to regulate the water sector; and 
• The likely impacts on the revenue and expenditure drivers for regulated water utilities in 

the short term (within the 2020 calendar year) and medium term (within the next five 
years), and the implications for WaterNSW.  

1. Macroeconomic impacts – key indicators and trends  

Supplies of goods and services are being constrained as more and more nations are 
implementing lock downs. There have been notable disruptions in manufacturing, affecting cars, 

 
91 Deloitte Access Economics, March 2020, Business Outlook. 
92 NY Times, 20 April 2020, The Coronavirus in America: The Year Ahead 
<https://www.nytimes.com/2020/04/18/health/coronavirus-america-future.html>; Australian Financial Review, 3 April 2020, Why a 
coronavirus vaccine may never be found. 
93 Deloitte Access Economics, March 2020, Business Outlook; ABC, 6 April 2020, Coronavirus fallout could take 
Australian economy decade to recover from, KPMG says. 
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high tech goods, pharma, through to transport, retail and tourism sectors. But the even bigger 
problem is the lack of demand as citizens and businesses are hunkering down.  
 
In Australia, the key recent impacts on production and employment are as follows:  

• In late March, Deloitte Access Economics forecast Gross Domestic Product (GDP) 
would fall 6.7% in FY2021. A 5.8% recovery is expected in the following year; however, 
this growth is forecast to decline in succeeding years.94 More recent information 
suggests the economic downturn could be significantly worse.95 

• 17% of small to medium enterprises (SMEs) have stopped trading.96 
• 6% of construction businesses and 8% of manufacturing businesses have stopped 

trading.97 
• In April, the number of people who were currently working paid hours decreased by 8% 

from the month before.98 The unemployment rate is forecast to be 9.7% in FY2021, a 
significant increase from 5.1% in FY2019. This is expected to slowly recede to 5.6% by 
FY2024.99 

• Australia’s population growth has fallen as a result of migrant workers returning 
overseas. The number of temporary visa holders has already decreased by 260,000 
(10%) and may reduce another 16% by end of 2020.100 

Australian prices and financial markets are responding:  

• Inflation is expected to continue to plateau at record lows, with headline CPI forecast to 
drop to 0.9% in FY2021 and only a meagre recovery in following years. 101   

• The Reserve Bank of Australia (RBA) has cut its cash interest rate to its lowest level in 
three decades (0.25%), and it’s begun anchoring longer term interest rates at low levels 
too.12 This is in line with central banks across the globe.  

• The Australian dollar has fallen to an 18 year low, with the US exchange rate at US$0.57 
per AUD$1  on 16 March – falling further than it did during the global financial crisis. The 
Australian dollar is expected to recover to pre-COVID-19 levels over the next five years. 
102     

 
Global conditions are similar, if not worse, with two key trading partners impacted:  

• China’s economy contracted 6.8% in the first quarter compared to a year earlier;103 and 
• In the US, GDP is forecast to shrink 34% in the second quarter of this year, with 

unemployment expected to reach 15%.104  
It is uncertain how long the current economic downturn will persist, with optimistic forecasts 
suggesting recovery in 2021 and pessimistic forecasts pushing recovery back another half a 
decade. 105  

 
94 Deloitte Access Economics, March 2020, Business Outlook. 
95 Grattan Institute, 19 April 2020, Shutdown: estimating the COVID-19 employment shock 
96 ABS, 7 April 2020, Business Impacts of COVID-19. 
97 ABS, 7 April 2020, Business Impacts of COVID-19. 
98 Note that proportion of people ‘currently working paid hours’ is not compared to the employment rate as it includes 
those that may have left the labour force or may still be employed but not have hours resourced. Source: ABS, 20 
April 2020, Household Impacts of COVID-19. 
99 Deloitte Access Economics, March 2020, Business Outlook. 
100 Adam Creighton from Australian Financial Review, 15 April 2020, COVID-19: Nation’s great exodus revealed. 
101 Deloitte Access Economics, March 2020, Business Outlook. 
102 Deloitte Access Economics, March 2020, Business Outlook. 
103 BBC, 17 April 2020, China’s virus-hit economy shrinks for the first time in decades. 
104 Bloomberg, 31 March 2020, Goldman Sachs Sees 34% Plunge in U.S. GDP and 15% Unemployment; Business 
Insider, 6 April 2020, Credit Suisse says the US economy will shrink 33.5% next quarter, the biggest drop in history. 
105 Deloitte Access Economics, March 2020, Business Outlook. 
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2. Implications for IPART’s regulatory framework  

These changes in macroeconomic indicators resulting from the pandemic have implications for 
the regulatory framework that IPART uses to determine water business revenues and prices. In 
particular:  

• The estimated rate of inflation used in the cost of capital and forecast prices and 
expenditures; and  

• Efficiency adjustments, both ‘catch-up efficiencies’ and ‘continuing’ efficiencies, in which 
the concept of a ‘frontier company’ is used as a benchmark for water businesses’ 
efficient expenditure.  

3.1 Inflation impacts on real returns  
 
In determining cashflows for regulated water utilities, IPART uses the standard approach 
adopted by regulators in other sectors in Australia and in the UK of applying a real rate of return 
to an indexed regulatory asset base (RAB).   
 
IPART in estimating the real rate of return for utilities, currently applies an expected inflation 
rate of 2.3%. This is much higher than what the prevailing inflation rate over recent times. For 
example, in FY2018 headline CPI was 1.7%.106  
 
As discussed in the CEG report on WACC, inflation and financeability (provided as Attachment 
3), in the review of bulk water prices for Greater Sydney, the difference between actual inflation 
rates and the current rate of expected inflation used by IPART has already been highlighted as 
creating a financeability risk for water businesses. This is because over-estimated inflation rates 
will result in an under-estimated real WACC, resulting in real returns that are lower than 
expected. The analysis conducted by IPART already highlights the issues this creates for cash 
flow risk in its own assessment of the funds from operations (FFO) over debt ratio,107 which 
tests whether we have generated sufficient free cash flow to repay our debts.   
 
The expected low inflation rates resulting from the global pandemic will only serve to exacerbate 
the cash flow risk and financeability issues already identified. This further highlights the need for 
IPART to revise its approach to estimating the expected inflation rate, as the impact on 
financeability will be much greater, the lower the expected inflation rate is compared to IPART’s 
2.3% estimate.  

3.2 Achieving efficiency improvements in an economic downturn   
 
The ‘frontier company’ approach that IPART’s consultant, Atkins-Cardno, applied in its review of 
WaterNSW’s Greater Sydney 2020 Determination assumed that there will be ongoing 
productivity improvements in the operation of the business over time. The productivity 
improvements are predicated on underlying growth and improvements in the economy that 
should flow through to the sector.   
 
Efficiency improvements at the productivity frontier are underscored by the assumption that 
efficiency can be achieved through increased scale or technological change. With a slow-down 
in new connections growth, economies of scale will be difficult to attain. Similarly, investment in 
technological improvements are likely to be stifled in a time of economic downturn.   
 
In addition, this new operating environment is likely to impact our productivity as:  
 

• Social distancing protocols result in slower manufacturing plant operations, this may 
require expenditure on larger operating space to keep employees adequately separated 
while keeping operations timely; and  

 
106 Deloitte Access Economics, March 2020, Business Outlook. 
107 IPART, March 2020, Draft Report: Review of prices for WaterNSW Greater Sydney, p.84 
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• Our employees transition to working from home and adjust to home distractions 
(particularly parents dealing with closed schools). 

 
There have been technology constraints as the capacity of the virtual private network in place 
prior to the lockdown had to be increased to support the volume of people now having to be 
online and working out of office.  
 
There are risks to productivity as efficiency enhancing IT programs may be delayed to the 
extent there are any constraints in supply on ICT capacity with increased demand being placed 
on the resources across the State.  

3. Expenditure drivers  
 
The range of economic disruptions and government policies will have a mixed and uncertain 
effect on both water supply needs and the cost to deliver those needs. In particular:  
 

• Changes in water usage behaviour in lockdown and growth in new water connections in 
the future; and 

• New operational requirements on businesses, which may be moderated by downwards 
pressure on labour and electricity costs   

 
The expected timing of major infrastructure projects and the cost of engineering, procurement 
and construction (EPC) and imported materials.  

4.1 Water demand  
 
4.1.1 Short term  
 
A key consideration in the short-term is how structural and behavioural changes will impact 
existing water consumption.  
 
As people continue to work and live from home under lockdown measures, residential water 
demand is likely to increase, as seen in other utility sectors such as electricity108. This may be 
slightly moderated by migrants returning to their overseas home.   
 
Small and medium enterprise (SME) water demand is likely to decline as trading is halted, 
particularly in non-essential services such as hospitality and entertainment.   
 
It is unknown how commercial and industrial (C&I) water demand will change as some 
businesses are closed while others ramp-up in response to bulk buying.   
 
In the electricity sector, non-residential demand decreased 8% after lock-down measures were 
introduced.109 However, unlike electricity, the increased frequency and rigour of cleaning may 
also increase water usage for those businesses that continue to operate.   
 
 
4.1.2 Medium term  
 
In addition to behavioural changes on water usage, we must consider how changes in growth 
will impact future connections and increased water consumption.  
 
It is uncertain how long current lock down protocols and isolation behaviours will last, it is 
possible that the short-term impacts on water usage will continue well into the medium term.  

 
108 Residential electricity demand increased 14% following the lock-down measures in the Jemena distribution zone. 
Source: Energy Networks Australia, 16 April 2020, Commercial down v residential up: COVID-19’s electricity impact. 
109 Energy Networks Australia, 16 April 2020, Commercial down v residential up: COVID-19’s electricity impact. 
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The economic downturn may result in slower growth in new connections, particularly if 
immigration (a major source of Australia’s population growth) does not pick back up.   
 
However, it is still currently expected that construction of major developments and infrastructure 
will continue as planned. This is in line with the New South Wales Government’s commitment to 
continue to deliver its infrastructure pipeline.110    
 
In the medium term we may see a phased return of SMEs if lockdown measures are lifted, 
although this will likely be dampened by the extent of economic downturn and cautiousness of 
people returning to normal routines. Potentially C&I businesses will recover from short-term 
impacts in a year’s time, but will then see production decline in following years as the economic 
downturn sets in.111  

4.2 Operating expenditure  
 
4.2.1 Short term  
 
New operational requirements  
 
This new operating environment has brought on new expectations of businesses such as more 
frequent and rigorous cleaning of workplaces. In addition, working out of office has required 
investment in improved information and communication technology (ICT) such as greater virtual 
private network (VPN) capacity. This is in addition to maintaining office building costs.   
 
In addition to sharp increase in unemployment, with the number of people with work already 
falling by 8%, a number of large employers have announced short-term wage reduction 
measures. Payment difficulties may increase for rural customers.   
 
Supply of resources  
 
High unemployment rates and short-term wage reduction measures may put downward 
pressure on wages, particularly for low-skilled jobs with quick turnover. However, upward 
pressure on wages may occur if a major disruption to labour supply occurs. This may be a result 
of widespread virus infections and/or mass emigration as foreign workers return home.  
 
Despite increasing unemployment, there are certain supply chain risks that may arise.   
 
The wide-spread demand for particular services, including cleaning and IT, is likely to put 
upwards pressure on prices for these services.   
 
The constraints on IT costs and on resources in the utilities sector, has been highlighted in 
energy by the market bodies recently announcing a one year delay in implementing the 
fundamental five minute settlement market rule change scheduled for 1 July 2021. This has 
been driven in part by concerns about businesses’ ability to absorb large costs and scale up IT 
capability in the current environment.112  
 
Other local businesses are likely to experience reduced demand from the private sector. This 
could lead to lower prices as businesses compete for fewer clients. However, prices may 
potentially increase as a result of greater market concentration following business closures.  
 
4.2.2 Medium term  

 
110 Dominic Perrotet, NSW Government Treasurer, Letter to the construction and engineering sectors of NSW. 
111 Deloitte Access Economics, March 2020, Business Outlook 
112 AEMC, COVID-19 power plan launched to support energy sector through pandemic, media release 9 April < 
https://www.aemc.gov.au/news-centre/media-releases/covid-19-power-plan-launched-support-energy-sector-through-
pandemic?utm medium=email&utm campaign=New+AEMC+Update+-+9+April+2020&utm content=aemc.gov.au%2Fnews-
centre%2Fmedia-releases%2Fcovid-19-power-plan-launched-support-energy-sector-through-pandemic&utm source=www.vision6.com.au> 
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New operational requirements  
 
It is likely that the short-term disruptions considered above will continue well into the medium 
term. Even if health concerns ease, certain requirements like improved ICT may continue to be 
pertinent, as working from home becomes the ’new normal’ and businesses look to prepare in 
case of future office disruptions.  
 
We will also need to consider how we’re protected as we navigate these new risks, including 
changes to workplace safety and workplace interruptions. It is likely that we will require 
insurance extensions if we wish to be protected from the impacts of the next pandemic.113  
 
Supply of resources  
 
It is likely that some proportion of businesses will never recover after the shutdown period ends, 
despite Government support payments and wage subsidies.  
 
It is therefore likely that the short-term impacts considered above will continue into the medium 
term. Unemployed workers may be able to transition to low skilled jobs, such as cleaning, 
relatively quickly. However, it will take time before unemployed labour can transition to skilled 
areas, such as IT. Overall, higher unemployment is likely to prevail to some degree,114 putting 
downwards pressure on labour costs as employment contracts are refreshed in the coming 
years.  
 
As more businesses continue to fail over the medium-term, there is however the risk of market 
concentration of suppliers, which may put additional upwards pressure on our prices.   
 
In addition, grid electricity prices may decline if gas prices remain low115 and demand continues 
to be subdued.116  

4.3 Capital expenditure  
 
Timing  
 
Despite the potential slowdown in new growth areas as result of declining population growth, 
the NSW Government’s commitment to deliver major developments and infrastructure means 
we are still expected to undertake capital expenditure related to Government projects.   
 
As highlighted by the NSW Treasurer, continuing capital investments where possible will be vital 
to supporting the local economy during the economic downturn.  
 
Cost  
 
We are uncertain how the cost of planned capital investments will be impacted.   
 
As mentioned above, local businesses are likely to experience reduced demand from the 
private sector, this includes businesses in engineering, procurement and construction (EPC). 
This could lead to lower EPC costs as businesses compete for fewer clients in the short term, 
potentially followed by higher prices due to greater market concentration following business 
closures in the medium term.  

 
113 Foez Dewan from McCabe Curwood, 17 March 2020, Will my Business Insurance cover me for the impact of 
COVID-19? 
114 Deloitte Access Economics, March 2020, Business Outlook. 
115 Gas prices are closely linked to oil prices which are currently at all-time lows (reaching negative prices on 21 April). 
It is unknown when and to what extent oil prices will be able to recover.  
116 Note that electricity prices are not expected to reduce in the short term as retailers and large energy users are 
often entered into hedged contracts and a delay is expected as retailers refresh their contracts with revised price 
forecasts. 
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While a lower exchange rate will increase our international competitiveness, it will make 
imported inputs more expensive and reduce the competitiveness of local businesses relying on 
overseas materials or equipment. In addition, greater restrictions and regulatory oversight of 
international trade and shipping, including the cancellation of most air flights, will likely constrain 
international logistics and may impose further higher prices for imported goods. As such, 
imported equipment and assets are expected to increase in costs.  

4. Summary of Covid-19 impacts 

The rapid changes in macroeconomic indicators that the world is currently experiencing are 
already impacting water utilities and posing unique challenges for the regulatory framework that 
IPART operates. In particular, the duration of any lockdown and the related impact this will have 
on the economy and the water sector is still unclear.  
 
We already face significant risk to our financeability. over the regulatory period as a result of the 
disconnect between IPART’s assumed inflation rate and actual inflation. This issue is likely to 
be worse given the expected lower levels of inflation now prevailing. Further, it is questionable 
whether the efficient frontier used by the reviewer is still applicable given the downturn currently 
being experienced in the economy. We have seen our input costs increasing  in a number of 
areas, and there are also potential declines to productivity as our workforce adapts to new 
working arrangements  
 
Meanwhile, the impact of COVID-19 on water demand remains uncertain, with behavioural 
changes and economic growth factors yet to be revealed in actual consumption. As we have 
noted, accurately forecasting demand and costs in the current environment for the upcoming 
four year regulatory period presents considerable challenges.   
 
Overall, we urge IPART to take these unprecedented levels of uncertainty into account in 
preparing its 2021 Rural Valleys Determination.  
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Strategic Action Plan 

The WaterNSW Strategic Action Plan sets priorities for the business. It outlines how the 
organisation plans to continue to satisfy the needs of WaterNSW customers and stakeholders, 
through the following components: 
  

• Safety excellence: to improve our safety performance for employees, contractors and 
the public;  

• Business transformation: to reform the business’ organisation structure, culture and its 
processes in core functional areas to enable it to achieve its other strategic objectives;  

• Customer value creation and responsiveness: to improve customer value; 
•  Growing the capabilities of our people: to enable performance through our people; 
•  Capability to develop and evaluate infrastructure solutions: to pro-actively scope, 

develop and propose infrastructure solutions that address identified deficiencies in the 
quantity and reliability of metropolitan and rural water supply;  

• Asset health and capability management: to improve the efficiency of our asset 
management processes and activities and our asset development projects performance;  

• Water quality research and expertise: to improve our understanding of water quality 
causes and effects so that we continue to deliver high quality water to customers; and 

• Better business systems: to improve the efficiency of our processes through the use of 
technology and to provide information to our customers that assists them in improving 
their business and being more profitable  

Knowledge management: to systematically capture all of the company’s mission critical and 
mission important knowhow, methods and outcomes (knowledge) and have that knowledge 
readily accessible to all employees and in a form that is useable across multiple functional 
areas. 

WaterNSW - Asset Management Policy 

WaterNSW is committed to providing effective asset management in order to achieve its 
legislated and strategic business objectives.  The WaterNSW Asset Management Policy is 
directed at meeting our primary objectives and regulatory commitments as set out in the 
WaterNSW Act.  
 
Our Asset Management Policy is illustrated in the figure below. 
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Figure 43 – WaterNSW Asset Management Policy 

 
Source:  WaterNSW 
 
 
Our Asset Management Policy states that meeting our primary objectives is supported by the 
effective management of large, long-lived water infrastructure assets and supporting assets 
such as buildings, information and communication technology, plant and equipment.   
 
In order to achieve our legislated and strategic business objectives, WaterNSW will: 
 

• Operate from the principle that assets exist to deliver value for our customers, 
shareholders and the organisation; 

• Develop recognised Centres of Excellence in the development, management and 
operation of the assets and infrastructure needed to collect, store, transfer and release 
bulk water; 

• Develop and maintain an AMS that complements and supports our business in 
accordance with ISO55001 and which maximises the net worth of the State’s investment 
in WaterNSW; 

• Apply the AMS to all physical assets; 
• Develop asset management planning processes that facilitate the balancing of 

performance, risk and cost across the asset portfolio, consistent with the objectives of 
the corporate risk management framework and potential current and future climate 
change impacts; 

• Ensure relevant data and information is captured and stored in a common systematic 
and efficient manner, for the purposes of informed and timely decision-making; 

• Ensure asset investment is supported by traceable and transparent decision-making 
processes, including associated relevant asset criticality, capability and condition 
information and data analysis; 

• Optimise asset investment and operational costs using a whole-of-life approach and 
utilising suitable life-cycle models as appropriate; 

• Address performance of the asset portfolio and AMS in consideration of relevant industry 
standards and benchmarks; and 
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• Invest in the workforce to ensure it is resourced and suitably skilled for the productive 
and efficient delivery of asset management. 

 
The Asset Management Policy has shaped the capital expenditure forecasts for this pricing 
proposal.  

Strategic Asset Management Plan 

The Strategic Asset Management Plan is the key document for describing the WaterNSW AMS 
and how various asset management activities are to be undertaken in support of achieving 
organisational objectives. 

Capital Investment Strategy 

The Capital Investment Strategy (CIS) provides a strategic view of WaterNSW approach to 
capital investment and supports the delivery of WaterNSW’s Strategic Asset Management Plan.  
The CIS describes how we optimally manage capital investment in both new and existing assets 
and considers how customer, community and regulatory requirements will be met at least cost.  
 
The CIS guides investment planning and decisions and aligns with the Strategic Asset 
Management Plan and WaterNSW corporate objectives.  The CIS defines how the capital 
program is formulated and designed and identifies key factors that influence capital allocation 
and spending.  
 
The CIS is used to develop the 20-year WaterNSW Capital Investment Plan and is a key 
component of the AMS. 

Capital Investment Plan 

The Capital Investment Plan describes the way we optimally manage investment to meet the 
needs of customers and comply with regulatory obligations.  
 
The 10-year Capital Investment Plan is developed within the context of the AMS. The 10-year 
Capital Investment Plan covers water infrastructure, ICT, fleet, property and minor assets. At a 
minimum it is reviewed annually and used as the basis for capital expenditure forecasts for the 
Statement of Corporate Intent (SCI), budget and regulatory proposals. 

Key capital expenditure categories 

WaterNSW classifies capital investment in four broad categories: 

• Maintaining Capability; 
• Augmenting Capability; 
• New Capability/Solutions; and 
• Regulatory Compliance. 

The figure below represents in simple terms how the broad capital investment categories flow 
through to the development of short, medium and long-term plans.  
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Regulatory Compliance – Environmental, safety and dam safety 

• Comply with relevant environmental protection legislation; 
• Comply with two sub-strategies of the 20-Year Infrastructure Strategy, namely:  

o State-wide 20-Year Fishway Implementation Strategy; and 
o Cold Water Pollution Implementation Strategy; 

• Comply with Work Health and Safety requirements that apply to WaterNSW ; and 
• Comply with the Dams Safety Act 2015 (NSW) which is intended to underpin a new dam 

safety regulatory framework. Dam Safety related risks are managed in accordance with 
the WaterNSW Dam Safety Management System as described in Section 5.5. 

The investment strategy for this program is to determine a prudent, efficient and sustainable 
level of expenditure. The intent of this strategy is to ensure that the optimal level of funding is 
available, whilst providing the organisation the flexibility to substitute and reprioritise projects 
based upon need. 

WaterNSW Dam Safety Management System 

WaterNSW’s AMS applies to the physical assets utilised by the organisation to deliver its 
services including infrastructure, water quality management, catchment protection and internal 
support.  The Strategic Asset Management Plan provides alignment between the corporate 
objectives, the Asset Management Policy and the Asset Management Objectives.   
 
Dams, as an asset type, require special treatment within the AMS due to the specific regulatory 
compliance requirements hence WaterNSW has developed a Dam Safety Management System 
(DSMS) to provide asset management standards for this asset type. 
 
WaterNSW has implemented a DSMS as a tool to achieve the corporate objective of “Safety 
Excellence” by ensuring health and safety implications are considered in asset management 
activities and appropriate controls implemented to manage risks.  
 
The DSMS provides WaterNSW with a framework for dam safety management activities, 
decision-making and supporting processes. WaterNSW applies the following Dam Safety 
Management objectives: 
 

• All reasonably practicable measures are taken to prevent and mitigate dam failures and 
uncontrolled releases to protect people, property and the environment;  

• Satisfy the legal and regulatory framework for dam safety by providing an overarching 
position for dam safety assurance; 

• Effective leadership and arrangements for dam safety are established and sustained; 
• Appropriate resources are allocated to allow effective implementation of the dam safety 

management program; 
• Dam Safety Management is optimised using a risk-based framework to provide the 

highest level of safety that can reasonably be achieved at least cost ; 
• The organisation has in place appropriate emergency preparedness and response plans 

and measures in place for dam failures and incidents; 
• Safety status and performance are evaluated through regular surveillance, safety 

reviews, risk assessments and monitoring regimes in compliance with guidelines 
produced by the Dam Safety Committee and Australian National Committee on Large 
Dams; and 

• The dam safety management practices are regularly reviewed and audited to ensure 
they remain appropriate and in line with current good practice. 
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Trade-offs between capital expenditure and operating expenditure 

In managing infrastructure assets, in general, there are trade-offs to be made between capital 
expenditure and operating expenditure to obtain optimal life-cycle outcomes. As a simple 
example, protective coatings for steel structures can be patch repaired throughout their lives 
(typically operating expenditure). However, as the coating deteriorates, the cost of repairs 
increases, whilst the efficacy of repair work declines. As such there is a point beyond which the 
deferral of full recoating of a major structure (typically capital expenditure) would result in an 
effective escalation of average life-cycle cost. 
 
The optimisation of operational and maintenance costs is considered along with several other 
dimensions in the process of option evaluation and selection for capital works. Operating cost 
reduction may be considered as either the primary driver for undertaking capital works, or as a 
secondary driver influencing the selection of one amongst several options for a capital project. 
This is shown conceptually in the figure below. 

Figure 45 – Operational and Maintenance Operational expenditure as a dimension considered 
during option analysis and evaluation   

 
Source:  WaterNSW 
 

Our capitalisation policy 

We have applied our internal accounting policies, in accordance with Federal and State 
accounting standards, to identify the forecast expenditures that are related to capital 
expenditure and those expenditures that should be expensed. Our capitalisation policy, as 
updated from time to time, sets out the criteria for determining whether an asset is created, and 
the materiality thresholds applied to assess whether an asset should be capitalised or 
expensed.  
 
Our capitalisation policy complies with the NSW Treasury Policy TPP06-6 "Capitalisation of 
Expenditure on Property, Plant and Equipment", which is consistent with relevant Accounting 
Standards including AASB 116 Property, Plant and Equipment.117 WaterNSW incurs corporate 
support costs which are triggered by capital and operating projects related to our significant 
property, plant and equipment portfolio. Corporate support costs have been allocated to projects 
and determinations as specified in our CAM (Attachment 4). Our CAM provides a practical 

 
117 https://arp.nsw.gov.au/sites/default/files/tpp06 6.pdf 
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approach to identify and allocate a supportable proportion of corporate costs to capital projects 
consistent with the AASB 116.  
 
Under the updated AASB 16 Leases, which applies from the 2019-20 financial year, operating 
lease payments are now recognised in the balance sheet. Our consolidated accounts will reflect 
the updated standard. However, the IPART secretariat has expressed a preference for 
regulated entities to continue to treat operating lease payments as an expense item for pricing 
purposes, contrary to the new standards. On this basis, WaterNSW’s continues to treat 
operating leases as an expense item in its proposed expenditures. 

WaterNSW is currently in the process of implementing new and improved reporting systems and 
analytical capabilities to identify operating leases payments for future regulatory reports as well 
as to comply with the updated AASB 16 standards. 

WaterNSW reviewed and issued an updated capitalisation procedure, known as the Non-
Current Asset Procedure, in June 2015. This procedure aims to ensure that: 
 

• accounting for non-current assets such as the ongoing recording, depreciation and 
impairment of such assets is conducted in accordance with relevant pronouncements of 
the AASB, New South Wales Treasury and other relevant agencies 

• WaterNSW makes an appropriate distinctions between operating and capital 
expenditure for financial reporting purposes 

• capital expenditure is appropriately and accurately recognised in the financial statements 
of WaterNSW.  

The procedure provides guidance on the treatment of non-current assets. 
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technology (ICT) in critical infrastructure delivery, and the risk and impact of a cybersecurity 
incidents.120 For example, the Water Corporation in Western Australia observed that there were 
7,000 malicious connection attempts per day, and an attempt in Syria saw hackers breach a water 
utility’s control system and alter chemical systems for treatment.121 
 
A cybersecurity or data breach incident at WaterNSW would have adverse implications for 
public health, employee and contractor safety, regulatory compliance, as well as our reputation 
and public trust. While new technologies have the potential to lead to efficiency gains and 
benefits for consumers, they require improvements to security in parallel.122 Therefore, 
WaterNSW has recognised the need for a more mature cyber security capability to mitigate 
cyber risk and respond to potential and emerging threats. 
 
Further, the increasing concern around cyber security for critical infrastructure more generally 
was reflected in the 2017 Finkel Review of the energy sector. This highlighted the trade-off 
between the innovation benefits of adopting digital technologies and the risk of cyber security 
threats. To improve preparedness of electricity infrastructure to such threats, the review 
recommended the publication of an annual report into cyber security preparedness of the 
National Electricity Market. This is to assess and action any issues related to the cyber maturity 
of energy market participants.123 In relation to water, IPART incorporated cyber security 
requirements as part of Sydney Water’s 2020-25 Operating Licence.124 

The WAVE Program 

The WAVE Portfolio constitutes a substantial share of the WaterNSW ICT Capital investment 
plan for the next three years and involves a proposal to transform operational business 
processes. The WAVE program represents a significant step change in customer service, water 
delivery and water data management. The WAVE program will significantly enhance our ability 
to serve our customers, providing for improvements to our customer interfaces: 
  

• An online licensing and transactions system (Customer, Stakeholder and Water Markets 
stream); 

• Streamlining our delivery and operational decisions for our customer transactions (Water 
Delivery and Visualisation stream); and 

• Enhancements to our ability to monitor and model our water system (Water Monitoring 
and Modelling stream). 

  
The key objectives of the WAVE Program include:  

• Service and efficiency improvement;  
• Centralised management of water information;  
• Consolidation of IT systems; and  
• Mitigation of risks. 

 

 
120 CERT Australia, Critical infrastructure & big business (2019) <https://www.cert.gov.au/critical-infrastructure-big-
business>.   
121 Thea Cowle, ‘Caught in the network’, The Australian Water Association Magazine (online), November 2016 
<https://issuu.com/australianwater/docs/current november 2016/1?ff&e=32264009/57258143>   
122 WaterSource, ‘Water utilities set to tackle cyber security’, Water source (online), 28 November 2016 
<https://watersource.awa.asn.au/business/assets-and-operations/water-utilities-set-to-tackle-cyber-security/>.   
123 Commonwealth of Australia ‘Independent Review into the Future Security of the National Electricity Market: 
Blueprint for the Future’ (2017) <https://www.energy.gov.au/sites/default/files/independent-review-future-nem-
blueprint-for-the-future-2017.pdf>. 
124 IPART, Review of the Sydney Water Corporation Operating Licence 2015-20 – Final Report, April 2019, 
Recommendations 77 and 78. Available at https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-
files/licensing-public-water-business-licence-end-of-term-review-of-operating-licence-2015-2020-sydney-
water/working-papers/iparts-report-to-the-minister-sydney-water-licence-review-12-april-2019.pdf   
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Appendix 8 – Request from DPI-E with respect to 
MDBA/BRC costs 
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Keepit Dam safety 
project 
 

Life safety risk position 
from Keepit Dam 
reduced to below 
Australian National 
Committee on Large 
Dams (ANCOLD) Limit 
of Tolerability for 
societal risk (ANCOLD 
Guidelines on Risk 
Assessment Figure 
7.4). 
 

30 June 2020 
 

As above, the benefits will be 
realised on completion of the 
project. 

Future Dam Safety 
capital works strategy 
 

Following expected 
changes in dam safety 
regulations, formulate a 
medium-term (5-10 
year) plan of capital 
works required. 
 

24 months following 
confirmation of applicable 
dam safety regulations in 
NSW 

The new regulations 
commenced on 1 November 
2019. The standards and 
guidance material that 
stipulate regulatory 
requirements below the 
safety threshold are still to be 
developed. This is expected 
to be delivered within a 2-
year window starting at the 
inception of the new 
regulations. The 
development of the corporate 
strategy is dependent on the 
publication of these 
requirements and guidelines. 
When the standards and 
guidance material have been 
gazetted, we will require at 
least 12 months to develop 
the strategy i.e. apply the 
methodology, assess 
compliance and develop risk 
mitigation solutions.   
















