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$256 million capital program as per our Price Submission. We believe that this indicates the 

Management of Central Highlands Water has prudently demonstrated the acceptance of a 

significant financial risk during this period of elevated regional development. 

 

4.1 Operating expenditure p.21 - Regulatory Accounting Statement Reconciliation  

ESC Draft Decision:  Since lodging its price submission with us, we identified that Central 

Highlands Water’s 2021-22 Regulatory Account Statement figure for total prescribed operating 

expenditure is $4.0 million lower than the figure provided in its financial model for the price review. 

Further investigation to reconcile this with Central Highlands Water and our auditor has confirmed 

an error in the 2021-22 regulatory accounts. Correcting for this increases the 2021-22 figure by 

$2.9 million, and we accept this adjustment to the total operating expenditure figure, noting it is 

$1.16 million lower that the figure initially proposed by Central Highlands Water in its price 

submission. 

 

CHW Response: CHW acknowledges the variance between the 2021-22 regulatory accounting 

statements operating expenditure as submitted to the ESC did not reconcile to the operating 

expenditure that was used as the 2021-22 baseline number within our Price Submission financial 

model. This was due to inadvertently classifying some costs to incorrect categories within the 

regulatory accounting statements.    

 

The table below outlines the changes required to be made and that these changes relate to the re-

classification of some operating expense categories between prescribed/non-prescribed operating 

expenditure and depreciation caused by some incorrect classifications in the original Regulatory 

Accounting Statements submitted. The total Operating Expenditure in the Profit and Loss remains 

the same.  We will ensure to classify the operating expenses categories correctly for future 

Regulatory Accounting Statements.   

 

Following is a summary of the adjustments made: 

 

 
 

These changes show that the numbers between the pricing model and the 2021-22 baseline 

operating expenditure number and regulatory accounting statements align closely, with only a 

small variance of $154k calculated in real terms. Central Highlands Water has provided the revised 
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2021-22 Regulatory Accounting Statements file for review to the ESC on 4 May 2023 and it is 

provided with this response as well. 

 

4.2.2  Forecast Capital Expenditure p. 31 

ESC Draft Decision: For the reasons set out below, our draft decision is to adopt a forecast capital 

expenditure of $244.7 million, $11.4 million (or 4.4 per cent) lower than the $256.0 million forecast 

proposed by Central Highlands Water for the purpose of calculating its revenue requirement (Table 

4.5). 

 

 
 

CHW Response: CHW does not agree with the ESC’s view regarding the proposed reductions to 

the 4 capital programs listed above. The ESC’s Draft Decision highlighted uncertainty around 

timing, scope or cost as the basis for its initial assessment. However, CHW believes that fair and 

reasonable assumptions have been made in preparing the justification for these projects which 

reflect a prudent and efficient approach to managing both risk and expenditure. 

 

Each of the proposed adjustments is specifically addressed below. 
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Ballarat Water Growth Project – Western and North-Western growth area and 

Ballarat Sewer Growth Project – Western and North-Western growth area 

 

The ESC noted the following in its Draft Decision on p.32: 

 

‘Our consultant considered that as the required land is not yet subject to a rezoning application, the 

expenditure included in Central Highlands Water’s forecast for the next regulatory period should be 

reallocated into the 2028–33 regulatory period, alongside the remainder of the relevant projects’ 

expenditure. We agree with our consultant’s view, noting this is an appropriate approach to 

address timing risk on behalf of customers.’ 

 

CHW response: The Western and North-Western Growth Areas are 2 of the 5 Growth Areas 

discussed in the PR23 Price Submission. Their proposed development contributes to providing 

sufficient greenfield development for Ballarat in line with Victorian Government policy. 

 

CHW acknowledges that some timing risk is associated with the rezoning and development of this 

land. However, we offer the following explanatory notes to support that our proposal reflects fair 

and reasonable assumptions, including risk allocation, to servicing these areas in an efficient 

manner: 

• The City of Ballarat (being the local planning authority) resolved at their meeting on 23 

February 2022 to apply to the Minister for Planning to rezone 3 Growth Areas (Northern, 

Western and North-Western) to an Urban Growth Zone and this is in the process of being 

enacted.5 

• The City of Ballarat has already engaged a consultant to develop an Infrastructure 

Servicing Strategy for the Western and North-Western Growth Areas, which is anticipated 

for completion in mid-2023. The current growth rates within Ballarat and the available land 

stock also suggests that our proposed construction timing is fair and reasonable. 

• The intent of the $1.55 million of capital investment is to enable CHW to undertake 

significant planning work during the 2023-28 regulatory period to ensure that our next price 

submission (for the period commencing 2028) contains accurate and reflective costings, as 

would be expected by the ESC.  

• CHW’s proposal only assumes expenditure towards planning and design costs during the 

2023-28 regulatory period. This reflects prudent and efficient expenditure as projects of this 

magnitude have long lead times and require sufficient planning during the early phases of 

the project.  

• The overall capital investment to deliver water and wastewater services to these 2 new 

growth areas amounts to $77.9 million up to the end of the 2033-38 regulatory period on 

current estimates, so is important that preliminary planning is undertaken in a methodical 

way to avoid unnecessary capital expenditure.  

                                                 
5 City of Ballarat. Council Meeting Minutes. 22 February 2022 p.22  https://www.ballarat.vic.gov.au/sites/default/files/2022-

05/D-22-28671%2023%20February%202022%20Council%20Meeting.pdf  



 

 
Page 8 

 

• Construction costs are solely reflected within the 2028-33 and 2033-38 regulatory periods 

for this suite of projects. Construction is expected to commence during 2028-29. This timing 

reflects a balanced risk position.  

• Adopting the ESC’s approach of condensing all expenditure into the construction period is 

not practical or feasible. This increases the risk in providing efficient infrastructure delivery 

and will also impact on the 2028-33 price pressures. 

 

In summary: 

• This body of work is an essential step to preparing a prudent and efficient capital works 

program for the following regulatory period. The current delivery timing is a balanced risk 

position and is reflective of current work and projections undertaken by the City of Ballarat. 

• These are large scale projects with significant lead times that require careful and 

considered forward planning. 

• Our proposed PR23-28 expenditure is for planning and design work only, not construction. 

It is highly feasible that a scenario may eventuate requiring the construction of these future 

works in PR23-28, requiring developers, CHW and/or the ESC to look at different 

mechanisms for funding this essential growth infrastructure. 

• Our approach is both practical and prudent. It supports managing infrastructure delivery 

risks and provides accurate and reflective costings for the subsequent PR28-33 regulatory 

period. 

• A number of public submissions provided by local land developers to Engage Victoria 

during the 2023-28 Price Submission feedback period also strongly supported the planning 

of these 3 growth areas to enable future development, such as: 

“Proposed NCCs and staged increase are reasonable to enable delivery of major 

infrastructure. It is encouraged to utilise collection of NCCs to plan/deliver key 

infrastructure for all three identified growth fronts. This will enable faster collection of 

NCCs via multiple growth fronts”.6 

• The $0.43 million for water projects and $1.12 million for sewer projects are both 

considered prudent and efficient capital expenditure within the PR23-28 regulatory period. 

 

 

 

 

 

 

 

 

 

                                                 
6 Submission #28 received through Engage Victoria 28 November 2023 from Beveridge Williams (Land development 

consultants)  
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Growth and Development Upsizing and Efficiency Program 

 

The ESC noted the following in its Draft Decision on p.33: 

 

‘Our consultant identified the forecast expenditure for the Growth and Development Upsizing and 

Efficiency program was derived using the actual costs of projects delivered in the current 

regulatory period, which included two high-cost projects, along with a contingency allowance of 

$0.5 million per year. While noting that the drivers for this program were appropriate and justified 

the need for the program, given the timing uncertainty around the growth drivers for this work and 

uncertainty in the scope of works to occur, our consultant recommended reducing the annual 

allowance for this program to $1.5 million, with an overall adjustment of $4.9 million across the 

period.’ 

 

CHW response: This program provides additional funding towards growth-related projects that 

cannot be entirely funded by developers, other utility providers or statutory authorities. This 

typically involves CHW requesting for assets to be upsized or upgraded during construction to 

service additional growth beyond the minimum servicing solution for the proposed project 

boundary.  

 

Central Highlands Water acknowledges that some timing and scope risk is associated with the 

Growth and Development Upsizing and Efficiency program as it is largely informed and driven by 

external factors outside the control of CHW. However, we offer the following explanatory notes to 

support that our proposal includes accurate and reflective costings and is an appropriate risk 

allocation for the 2023-28 regulatory period: 

• Historically, CHW’s networks have contained considerable spare capacity to enable new 

developments to be serviced without significant capital expenditure to upgrade the capacity 

of assets. This spare capacity is reaching its limits and is driving up capital investment in 

upsizing and efficiency upgrades. 

• Elevated growth projections remain a feature of the region (particularly for Ballarat) and are 

forecast to continue for the foreseeable future, as confirmed by the recent Victoria in Future 

(VIF) 2022 projections. This additional growth has been driving investment in recent years 

and will continue to do so. 

• Whilst the ESC’s consultant highlights that a portion of recent costs were attributable to 2 

major projects, it failed to acknowledge that there has been an overall spend increase 

which directly correlates with higher growth rates and more developments occurring. These 

are not isolated occurrences, they reflect a sustained trend over multiple years. In addition, 

construction costs have increased significantly in recent years and have driven up 

expenditure requirements per project. 

• Our proposed expenditure in this program aligns with our Pricing Submission assumptions 

regarding future accelerated and sustained regional growth. The proposed expenditure is a 

key pillar in ensuring that our capital investments aligns with our key assumptions and 

customer outcomes which includes investing in long-term projects and future proofing now.  

• Importantly, this program extends beyond regular land development projects. Regional 

investment projects continue to be funded in Ballarat by a range of bodies, which is 

demanding greater CHW investment into upsizing projects. Some examples include 
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p.12 Key Strategic Initiatives – Industrial Automation and Control Systems: Operational 

technology, Communications network 

p.13 Key Strategic Initiatives – ICT & Digital: ICT Asset lifecycle, Disaster 

recovery/business continuity 

p.14 Key Strategic Initiatives – Cybersecurity  

p.15 Strategic risks  

 

It is important to note that the International Financial Reporting Standard (IFRS) number 16, which 

sets out the definition of a lease, highlights that ‘Software As a Service’ arrangements should be 

treated as a service contract (i.e. operating expenditure).10 CHW is now anticipating that many of 

its projects will be cloud-based during the 2023-28 period.  

 

However, as CHW has currently included its IT program of works expenditure as capital 

expenditure it does not propose to reclassify but seek to have the ESC note this matter. This 

approach reduces the allowable revenue in the ESC financial model and ultimately reducing costs 

to customers. This also means that the costs will be recognised as an operating expense in our 

statutory accounts rather than a capital expense during the 2023-28 period.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

                                                 
10 IFRS 16 is the new lease accounting standard for business reporting under the International Financial Reporting 

Standards 
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• Cost adjustments - Section 4.1.1.3  p.25 

ESC: We request that in its response to our draft decision, Central Highlands Water quantify 

the cost savings to customers to be delivered through digital metering, and demonstrate how 

these savings are reflected in its financial model and passed through to customers.  

CHW response:  At the time of the lodging the PR23 Price Submission, the digital metering 

contract had not been finalised and therefore the ongoing costs of the project had not been 

included in CHW’s submission. Following a competitive tendering process, CHW entered into a 

contract that provides value-for-money to deliver customer outcomes. The project was publicly 

announced on 8 May 2023.11 

The 3-year installation period will commence mid-2023 and the benefits are not likely to be 

realised until late in the regulatory period. CHW’s ongoing operating expenditure for costs 

associated with digital metering have not been incorporated into CHW’s controllable costs. This 

is a direct saving reflected in the financial model that benefits customers and an additional 

efficiency consideration for the ESC as it is in addition to the annual efficiency rate of 1.0% p.a. 

incorporated into CHW’s Price Submission. 

It is also important to note that the primary benefits to be realised from the implementation of 

digital metering include: 

a) Significantly improving our customer’s experience by encouraging closer involvement 

and appreciation of their water use 

 

b) Support for customers (particularly vulnerable customers) by being able to better 

identify leakage in residential properties with savings estimated in the range of 3% to 

8% p.a. over time.12 CHW is planning a comprehensive customer communication and 

engagement program so that customers will become familiar with the new technology 

which will include water use apps. This will enable customers to have more visibility 

over their water usage and ability to manage their water consumption to achieve 

financial savings. It is expected that these benefits will become more apparent towards 

the end of the regulatory period. 

 
c) CHW is also undertaking modelling on how this forecast reduction in water consumption 

may result in the ability to defer the future water supply augmentation for our smaller 

water supply systems which will also ultimately provide long-term financial benefits to 

our customers. This supported several water supply augmentation projects to be 

deferred as part of CHW’s robust risk assessment of the capital program. 

 
d) Meeting the requirements of the ESC Act s8A(1)(d) where the relevant health, safety, 

environmental and social legislation applies to the industry. This project will significantly 

reduce safety risks to meter reading staff primarily relating to potential incidents caused 

                                                 
11 Central Highlands Water 2023. New data insights to drive customer benefits in digital water meter rollout. 8 May 2023. 

https://www.chw.net.au/news/latest-news/new-data-insights-to-drive-customer-benefits-in-di  
12 Araine Liu, Pierre Mukheibir, Institute for Sustainable Futures, University of Technology Sydney (2018). Digital metering 

feedback and changes in water consumption – A review.  Resources, Conservation & Recycling 134 (2018) 136-148. 
https://doi.org/10.1016/J.RESCONREC.2018.03.010   
This research paper reviewed 25 published studies regarding the impact that the introduction of digital water metering had 
on residential water consumption, citing mean savings across all the studies of 5.5%, within the 10th–90th-percentile 
envelope of 3.0%–8.0% savings (excluding the extreme outliers). 
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by entering properties and exposure to dangerous dogs, aggressive customers and 

other hazards, resulting in lower WorkSafe costs long-term. 

 
e) Significantly reducing time traveling on roads, resulting in financial savings and also 

reduced greenhouse gas emissions due to less vehicle usage 

 
f) Improving CHW’s environmental and sustainability footprint by using the data to identify 

water leaks in real-time resulting in reduced wastage of water. This will also produce 

savings for CHW in treating unnecessary water, pumping water and associated power 

costs and associated greenhouse gas emissions. 

 
g) The upgraded digital water meters will empower customers with the ability to monitor 

their water usage digitally. This can assist with leak detection and to identify areas 

where water can be saved, resulting in a lower water bill.  

ESC: We also request the business explain any benefits associated with its move to quarterly 

billing, such as the more frequent collection of revenues, and how this may benefit customers. 

CHW response: Central Highlands accepts the reduction in operating costs to implement 

quarterly meter reading of $50,000 per annum in years 1 and 2 ($100,000 in total).   

Quarterly meter reading was strongly supported through CHW’s customer engagement 

program as it provides customers the ability to manage bill payments more frequently during 

the year and result in less bill shock. 

Due to an aging billing system, the cost of modifying the payment options is in line with CHW’s 

original submission, however due to the customer value associated with this change, CHW will 

incorporate the financial risk into its budget. 

ESC: For the $1 million ($0.2 million per annum) in proposed operating expenditure to move a 

stockpile of contaminated biosolids and the $1.97 million ($0.39 million per annum) to complete 

lagoon desludging work, we note Central Highlands Water has presented these costs in its 

financial model as steady across all 5 years of the regulatory period, seemingly to smooth the 

pricing impact. We ask Central Highlands Water to consider whether it might be more 

appropriate to capitalise these associated costs, for recovery over a suitable longer time 

period, and quantify the customer pricing benefits of its chosen approach. 

 

CHW response:  Central Highlands Water has considered the opportunity to recognise the 

costs associated to move the stockpile of contaminated biosolids and the costs associated to 

complete the lagoon desludging works, however when considering these costs from an 

accounting treatment perspective, both costs relate to operations of the business and the costs 

expensed as the work is performed rather than depreciated over a useful life. In addition, the 

costs to be expensed do not provide any long-term value in terms of an asset that can be 

recognised on CHW’s balance sheet and as the expenditure incurred will not add value to 

CHW’s existing assets, this also reinforces the requirement to treat these costs as operating 

expenditure.  

 

As a result, CHW will continue to recognise these costs within its operating expenditure 

forecasts for each year across the 5-year pricing period. 
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• Customer contributions - Section 4.3.2.1 p. 38 

ESC: Central Highlands Water must update its customer contribution forecasts in response to 

our draft decision and must ensure that the forecast customer contributions in the financial 

model and new customer contributions model reconcile.  

 

CHW response: The forecast customer contributions have been updated to reconcile in both 

models. These models have both been provided as part of this response. 

 

• Regulatory Depreciation - Section  4.5  p.40 

ESC: Given our draft decision to adopt a different forecast regulatory asset base than proposed 

by Central Highlands Water, we require Central Highlands Water to recalculate its depreciation 

in its response to our draft decision. As it used the deprecation override function in our financial 

model, Central Highlands Water must also explain its approach to calculating depreciation and 

how it complies with our guidance. For the purpose of our draft decision, we have adopted the 

forecasts provided by Central Highlands Water noting these will be reviewed for our final 

decision. 

CHW response: Central Highlands Water has updated the depreciation rates to reflect the 

changes made to forecast revenue from the adjusted New Customer Contributions. 

• Tax Allowance - Section 4.6  p.41 

ESC: The tax allowance is a component of the revenue requirement. Central Highlands Water 

has proposed a tax allowance of $5.9 million in its revenue requirement for the 2023–28 

regulatory period. As we have proposed adjustments to its revenue requirement, the business 

must provide an updated estimate in response to our draft decision.  

CHW response: Central Highlands Water has provided an updated tax allowance of            

$5.8 million in 2027-28 to reflect the changes made in the financial model for both operating 

expenditure and revenue from New Customer Contributions. 

• Demand - Section 5.1  p.42 

ESC: Since lodgement of its price submission, updated Victorian Government population and 

dwelling growth estimates have been made available to water businesses.  

In its response to our draft decision, Central Highlands Water must demonstrate how it has 

considered these updated estimates and if required, identify and justify any changes to its 

demand forecasts (any updates must also be included in its pricing model submitted in 

response to our draft decision). 

CHW response: The growth forecasts in the PR23 Price Submission were based on a number 

of sources, including the Central Highlands Water 2022 Urban Water Strategy, which in turn 

was informed by the unpublished and confidential VIF 2021 data.  

Central Highlands Water also relied upon forecasts from other reliable sources including the 

City of Ballarat and other influences.  As a result, we considered that a material uplift in growth 

from 1.7% p.a. to 2.2% p.a. for the 5-year planning period was appropriate. Central Highlands 

Water has reviewed the unpublished and confidential VIF 2022 data and while there are some 

minor changes to the unpublished and confidential VIF 2021 data (some growth rates are 

marginally higher and some are marginally lower) they are not considered material changes in 
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the overall context and still indicate significant increases in growth from the current regulatory 

period.  

We have also reviewed recorded growth in connected services and the year-end estimate (as 

at 30 June 2023) is 2.4% p.a. after 10 months of data, indicating continuing high levels of 

growth. Collectively, this data continues to support Central Highlands Water PR23 Price 

Submission forecasts of growth of 2.2% p.a. and we recommend maintaining this growth rate 

as submitted. 

• Prices - Section 5.3.2  p.44 

ESC: We are seeking further information from Central Highlands Water in response to our draft 

decision on how it intends to address the impacts of relatively high inflation on its proposed 

prices and customer bills for 2023-24. 

As part of its response to our draft decision, Central Highlands Water must demonstrate how it 

has considered the impacts of inflation on its forecast expenditure in 2023-24, and whether 

these are reasonable taking into account that some of its key costs (such as labour) are 

unlikely to increase as much as near-term inflation. 

CHW response: The CPI to be applied for our 1 July 2023 tariff adjustment is 7.0% and is 

based on the most recent actual March 2022 to March 2023 inflation rate advised by the 

Australia Bureau of Statistics (ABS) and is the maximum CPI that Victorian water businesses 

may apply under the regulatory framework.  

We recognise that this is higher than the 2022-23 CPI of 5.1% that was applied to customer 

prices by the ESC and in the years prior of 1.1% (2021-22), 2.2% (2020-21), 1.3% (2019-20), 

and 1.9% (2018-19).  

Our Price Submission proposes to double our customer assistance program to $2.5 million 

over the 2023-28 period through a range of targeted support programs and we will divert more 

resources if required to help customers manage their 2023-24 bills.  

As noted above, the CPI is part of the annual adjustment prices so that we can recover the 

increase in costs of Central Highlands Water’s expenses due to inflation in the economy so that 

we can deliver the levels of water security, customer service and outcomes that we committed 

to in our 2023 Price Submission and that the community expect.  

Due to the different composition of our costs as compared to a ‘household basket of goods’ 

which the CPI measures, we are seeing some of our costs increase by less than 7.0% while 

others are increasing by much more, for example costs of building materials which have 

increased by an average of 28% over the past 3 years as per the following table: 
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Advisory Group to ensure we remain alert and responsive to our customers’ needs through this 

high inflation period.15 

• New customer contributions -  Section 5.4  p.46 

ESC: In response to our draft decision in relation to new customer contributions, Central 

Highlands Water must: 

o explain how it has allocated its capital expenditure to new customer contributions  

o explain its transition plan towards achieving full cost reflectivity for each service including 

the timeframes of this plan and provide reasons for adopting this transition plan and its 

timing 

o set out how it proposes to fund any shortfall in revenue from new customer contributions, 

compared to the estimated costs of providing the service  

o explain how it considered setting new customer contributions that distinguish between infill 

and greenfield growth areas and its reasons for not proposing charges to reflect this 

distinction 

o ensure that its proposed new customer contribution charges and connection numbers by 

service reconcile between its new customer contributions model and financial model 

o explain how its proposed new customer contribution is greater than the avoidable cost of 

that connection and less than the standalone cost of that connection. 

Alternatively, in response to the draft decision, Central Highlands Water can recalculate its new 

customer contributions using the current methodology.  

CHW response:  A thorough response to all the questions raised above is included at 

Attachment C. 

• Justification of proposed transition to cost reflective pricing – Section 5.4.2.1  p.49 

ESC: In response to the draft decision Central Highlands Water must provide...separate new 

customer contributions modelling for its new growth zones and existing growth zones/infill. 

CHW response: As requested, Central Highlands Water has modelled the New Customer 

Contributions (NCC) for the New Growth Zones and Existing Growth Zones/infill separately 

according to the Average Incremental Cost (AIC) methodology and this file is provided to the 

ESC as part of this overall response to the Draft Decision.16  

Allocation of growth capital expenditure to these 2 segments was included in a separate email 

to the ESC on 26 April 2023 which included details on the methodology and a flowchart 

showing the allocation process. Further details on growth capital expenditure allocated to 

specific asset categories was provided to FTI Consulting via email on 27 April 2023 following 

their request. 

The outcome of the model is as follows: 

 

 

                                                 
15 The Careflow Advisory Group is a group of local community support organisations facilitated by Central Highlands Water 

that meets regularly to develop initiatives and coordinate support for vulnerable customers in the region. 
16 The definition of a New Growth Zone and Existing Growth Zones/infill is unchanged as per the Central Highlands Water 

Price Submission 2023-28 p.108 
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ATTACHMENT B  Outcomes Reporting Template 2023-28 
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Business comment 
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Business comment 
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How is CHW tracking for outcome 3 in the regulatory period so far?  

Business comment 

 

 

 

 

 





 

 
Page 52 

 

• Existing growth zone NCCs are set at 43 percent of the New Growth Zone NCCs in 2023-
24 and then transitioned to 64 percent of New Growth Zone NCCs in 2027-28. 

Our proposal addresses our customers expressed preferences for a single per lot charge that 
maximises at approximately $8,000 per lot. This customer preference is the reasoning for our 
adoption of a common NCC across both water and wastewater.  

2. FTI Consulting review 

As part of the 2023 Price Review the ESC engaged FTI Consulting (FTI) to review our proposed 
NCC forecasts. Subsequent to the Draft Decision, on 14 April the ESC provided preliminary 
observations from FTI. These preliminary observations were followed by a Draft Report that was 
provided to us on 8 May 2023. 

FTI has made the following preliminary observations: 

• Observations on methodology: 

o Our general approach is conservative, however FTI found the allocation 
methodology is lacking detail. 

o FTI noted that no historical capital expenditure (sunk costs) are included in the NCC 
models. 

We note that the AIC approach we are proposing is forward looking and excludes sunk assets on 
the basis that they distort the ability of NCCs to provide developers with efficiency signals about 
the timing of their development.  

• Further observations: 

o The methodology for how capital contributions is included in NCCs has not been 
articulated in any policy documents. 

o Projects that are triggered by growth but provide shared benefit for new and existing 
customers are allocated a percentage of the capital cost based on the number of 
new connections as a proportion of total customers. FTI noted that while this 
approach is easily calculated, an assessment to determine the actual incremental 
increase in cost of any upgrade has not been made. 

We are proposing a simple approach to allocating growth capital expenditure that utilises the 
existing ESC regulatory framework and reflects what we believe is an appropriate balance between 
the costs associated with a more detailed forensic allocation at the individual project and program 
levels and the benefits that Central Highlands Water and its customers would derive from such an 
approach. 

In its Draft Report FTI provided confidence ratings based on an assessment of the capital 
expenditure included in the calculation of our proposed NCCs. FTI’s Draft Report makes the 
following key findings that potentially impact on our proposal: 

• Section 3.3.1 of the draft report rates our proposed NCC growth capital expenditure as 
“medium confidence”. The stated rationale for the rating is that FTI could not reconcile our 
proposed growth only allocated capex with the growth capex proposed in the financial 
template and that FTI considered the documentation provided by us in support of the price 
submission and in responses to FTI was ‘limited’. 

• Section 3.3.2 of the draft report rates our proposed capacity-based allocation approach for 
shared growth capex as “low confidence”. 
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• Practicality – that the approach was reasonably achievable given businesses current capital 
planning resources and capabilities and the nature of the capital expenditures themselves. And 
importantly that the approach is suitable within the context of its application for a pricing 
outcome for NCCs.  

• Compliant – that the approach aligns with the ESC’s interpretation of its incremental cost 
principles as evidenced over the 2018 and 2013 price reviews. We note that the current ESC 
guidance for NCCs does not require businesses to estimate incremental growth capex by 
undertaking comparative assessments of growth and non-growth capital planning, and that we 
are not aware of a previous ESC decision that required businesses to define incremental 
capital expenditure in this manner. 

Given growth is a secondary driver for a number of compliance and improvement proposed capital 
expenditure that are excluded from our proposed NCC expenditure, satisfaction of this criterion 
requires the reforecasting of the majority of our capital program (it would only exclude those 
renewals and improvement expenditures that did not have secondary growth drivers) or potentially 
our entire capital program. The administrative cost associated with undertaking this analysis would 
outweigh the benefits of any application of incremental capital expenditure within a pricing context. 
This observation is true for either the AIC based approach we are proposing or for our existing net 
cashflow NCC approach. Undertaking this analysis to justify our adoption of a simple proxy-based 
allocator would also undermine any savings we would achieve from our proposed proxy-based 
allocator and would be inappropriate within the context of price setting. 

We have proposed a relatively simple approach to allocating growth capital across new and 
existing customers based on the primary drivers for capital expenditure. The approach provides a 
reasonable accounting of growth-related costs and recognises that both new and existing 
customers are often beneficiaries of growth-related capital projects and programs. The rationale for 
our proposed allocation approach is outlined in section 4.1 of this response. 

2.3  Our response to FTI’s commentary on the lack of documentation 

In relation to FTI’s observations regarding the lack of formal documentation of our allocation 
methodology, it is important to recognise that that the allocation method has been developed as 
part of our proposed AIC based NCC approach. We will formalise the documentation already 
provided to the ESC and FTI outlining the process adopted following the Final Determination.  

 

3. ESC’s draft decision 

The ESC’s draft decision dated 12 April 2023 provides a qualified acceptance of the AIC method. 
The ESC considers the methodology capable of meeting its NCC pricing principles and the 
relevant requirements of the Water Act 1989. The draft decision does not reference the ESC’s 
position in relation to our proposal meeting the principles outlined in the WIRO.  

While the Draft Decision includes a qualified acceptance of the AIC methodology, noting that the 
ESC has already approved the AIC and the allocator approach used by CHW in the evaluation of 
other comparative water corporations’ 2023 Price Submission. 

 The ESC has not accepted our proposed NCCs on the following basis: 

• Fair and reasonable costs - The ESC’s preliminary view is that Central Highlands Water has 
not undertaken an assessment to determine the actual incremental increase in cost of any 
upgrade. It also considers our methodology to allocating costs to new customer 
contributions is unclear.  
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• Incremental infrastructure and associated costs – The ESC’s preliminary view is that the 
proposed standard NCCs do not have regard to incremental cost. This view is based on the 
observation that the proposed NCCs are less than the AIC calculated NCCs set out in our 
system-based AIC model. The ESC also noted that it was not clear in our proposal if we 
intended to transition system-based AIC NCC in the future. 

• Avoidable cost – The ESC raised concerns that the NCCs for new and existing growth 
zones were below avoidable cost. The ESC noted that we had not provided any evidence 
that the cap on our proposed NCCs has not caused NCCs to fall below avoidable cost. 

• Justification of proposed transition to cost reflective pricing – The ESC raised concerns that 
our proposal resulted in the broader customer base funding revenue shortfalls from NCCs. 
The ESC stated it was unclear whether the proposed NCCs for existing growth zones/infill 
are cost reflective or below the avoidable cost of these connections and if the transition plan 
for existing growth zones/infill achieves full cost reflectivity.  

• Cost allocation – The ESC was not able to verify if our allocation approach is reasonable 
attributing capital expenditure between multiple drivers and catchments. The ESC noted 
concerns that assets have not been double counted between the NCC model and the 
financial template. 

• Incremental future revenues – The ESC was not satisfied that we had regard to incremental 
future revenues that will be earned from customers at the relevant connections, in our NCC 
proposal. The ESC stated that including new customers in the demand forecasts in the 
pricing model is a sufficient condition if the numbers reconcile between the pricing model 
and the new customer contributions model.  

• Transparency – The ESC observed that we had not provided sufficient transparency to 
stakeholders to allow them to provide meaningful comments on the proposed methodology.  

In response to the draft decision the ESC requires Central Highlands Water to provide the 
following:  

• An explanation of how it has allocated its capital expenditure to new customer contributions. 

• An explanation of its transition plan towards achieving full cost reflectivity for each service 
including the timeframes of this plan and provide reasons for adopting this transition plan 
and its timing.  

• Set out how it proposes to fund any shortfall in revenue from new customer contributions, 
compared to the estimated costs of providing the service. 

• Explain how it considered setting NCCs that distinguish between infill and greenfield growth 
zones and its reasons for not proposing charges to reflect this distinction.  

• Ensure that its proposed NCC charges and connection numbers by service reconcile 
between its NCC model and financial model.  

• Explain how its proposed NCC is greater than the avoidable cost of that connection and less 
than the standalone cost of that connection.  

• Provide the ESC with sufficient information about its transition plan towards achieving full 
cost reflectivity for both new growth zones and existing growth zones/infill including the 
timeframes of this plan and provide reasons for adopting this transition plan (including 
timeframes).  

• Provide separate new customer contributions modelling for its new growth zones and 
existing growth zones/infill.  
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4. Our response 

This response provides further supporting information for our approach to allocating growth-related 
capital, restates the engagement on AIC methodology that we undertook with developers and 
provides a succinct overview of the reconciliation of NCC model data inputs and our submitted 
ESC pricing model and addresses the issue of potential double counting. 

4.1 Allocating growth related capital expenditure between new and existing customers 

We have proposed a relatively simple approach to allocating growth capital across new and 
existing customers based on the primary drivers for capital expenditure. The approach provides a 
reasonable account for growth related costs and recognises that both new and existing customers 
are often beneficiaries of growth-related capital projects and programs. The rationale for our 
proposed allocation approach is: 

• The approach is relatively simple to understand and communicate to our customer base, 
developers, and our broader stakeholders. 

• The approach utilises the ESC’s established regulatory accounting framework, with a 
minimal level of adjustment to the established regulatory capital expenditure cost categories 
to account for existing customers who benefit from growth expenditure. 

• The approach is objective and based on observable data which provides both Central 
Highlands Water and the ESC a readily measurable criteria for allocation. 

• The approach provides an adequate approximation of growth-related expenditure. 

Our cost allocation approach adopted the following process/methodology: 

• Step 1. All capital expenditure categorised as growth (as its primary driver) under the ESC’s 
regulatory accounting framework is identified. All capital expenditure with the ESC primary 
drivers of compliance, service improvement or renewal and replacement is excluded from 
the NCC calculation. 

• Step 2. Growth capital programs and projects that only service new customers are 100% 
allocated to NCCs. Growth programs and projects that service both new and existing 
customers are allocated to NCCs based on the proportional share of new connections. 
Connections are adopted as a reasonable proxy for the allocation of capacity. 

• Step 3. The resulting NCC growth capital (the sum of 100 percent allocated expenditure and 
partially allocated shared expenditure) is split into product categories of water or 
wastewater. Expenditure that is shared across the services (such as corporate expenditure) 
is allocated to service based on relative connections. 

• Step 4. For both water and wastewater, projects and programs that service existing growth 
zones are allocated to existing growth zones. Similarly, projects and programs that 
exclusively service new growth zones are allocated to the new growth zones NCC. 
Expenditures that service both existing and new growth zones are allocated to the 
respective NCCs based on connection numbers. 

The following provides a summary of the resulting NCC capex allocations: 

• Of our total $1,252 million capex program (over the 20-year NCC forecast period),       
$593.1 million is identified as relating to growth capital projects and programs. 

• Of the $593.1 million growth capital projects and programs, $380.64 million is either directly 
attributed to new customers and allocated 100 percent to NCCs or is identified as allocated 
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AIC is generally accepted as an appropriate approximation of avoidable cost. We acknowledge 
that the revenue shortfalls associated with the transitional arrangements result in our NCCs 
temporarily not achieving avoidable cost.  

4.5 Infill vs greenfield 

In its Draft Decision, the ESC required Central Highlands Water explain how we had considered 
setting NCCs that distinguish between infill and greenfield growth zones and our reasons for not 
proposing charges to reflect this distinction. We note that we have proposed charges that 
distinguish between New Growth Zones and Existing/Infill Growth Zones.  

Our proposal embeds infill areas in our Existing Growth Zone NCC on the basis that our infill 
development occurs exclusively in the systems we have classified as Existing Growth. These 
systems are characterized as primarily infill in nature, whereas development in the New Growth 
Zones is primarily greenfield in nature. 

We have defined greenfield development as development occurring within New Growth Zones, as 
defined in our 2023 Price Submission (page 108). Development in areas other than these is 
defined as infill development. Based on these definitions approximately 84 percent of development 
over the 5-year regulatory period across Central Highlands Water’s existing growth systems has 
been defined as infill. 

4.6 Customer engagement  

As outlined in our pricing submission, we undertook extensive engagement of developers on our 
NCC proposal. This engagement included:  

• All local developers on our Land Development contact list were invited to an in-person 
‘Developer Forum’ information session held on 30 May 2022 in Ballarat. At the forum we 
presented the rationale behind the proposed changes to our NCC approach. The forum 
included a formal Q&A session and an informal morning tea to enable discussions to 
continue with senior Central Highlands Water staff.  

• We circulated the forum presentation and accompanying newsletter to our Land 
Development contact list on 1 June 2022, seeking feedback and received written feedback 
from 3 respondents, reinforcing the feedback received at the forum. 

• The proposed new NCC pricing pathway was emailed to our Land Development contact list 
on 25 August 2022. We received no objections to the implementation of the proposed NCC 
changes.  

• Central Highlands Water also engaged directly with DEWLP and the ESC who were broadly 
in support of our proposed changes, provided that the local developer community and the 
Urban Development Industry of Australia (UDIA) had been satisfactorily engaged.  

• CHW engaged more indirectly with the UDIA – Victoria Branch, as part of a VicWater 
stakeholder workshop presentation on 1 August 2022, where no major objections to the 
proposed NCC changes were raised. 

A summary report of our engagement was provided to the ESC on 16 January 2023. Additional 
feedback provided by Integra (one of the region’s largest land developers) at the ESC’s online 
public forum to discuss the Draft Decision on 28 April 2023 was highly supportive of our 
engagement and the proposed NCCs. 








