


 
 
 
 
 

 
 

Regulatory Depreciation 
On 27 April, we wrote to you outlining the financial sustainability risks and concerns that 
we hold in the event that a 30 year regulatory life was immediately applied to our 
Regulatory Asset Base (RAB). While these concerns remain, we have developed an 
alternative approach that we propose to adopt in relation to regulatory depreciation that 
we believe addresses the concerns raised in your draft decision.  
 
For the majority of assets we have adopted regulatory depreciation in line with actual 
remaining asset lives. For the remainder of assets for which we proposed and the ESC 
approved a 16 year straight line regulatory life in 2018, we continue this approach into the 
2023-2028 regulatory period. This means all assets constructed after 2018, and the 
majority of all assets, have regulatory depreciation that reflects actual remaining asset 
lives. Financial indicators were pushed to the limit of Director tolerance as we mitigated 
customer bill increases as much as possible. Any major reduction to regulatory 
depreciation will undermine Directors’ compliance with their fiduciary duties. 
 
Further reform is needed to reset our RAB. We have commenced discussions with 
relevant government stakeholders and will work with the ESC and other relevant parties to 
achieve a reset RAB that will overcome the current regulatory depreciation ‘work-around’ 
that is required as a result of an inadequate opening RAB.  
 
New Customer Contributions 
We have compelling evidence to underpin our proposal to adopt a new approach to NCCs 
that is better than the current approach for both developers and existing customers. Our 
submission outlined a prudent, efficient and deliverable plan for $500 million of capital 
expenditure over the next five years. We are encouraged by the positive audit undertaken 
by FTI Consulting that affirmed our overarching plans. 
 
Of this program, we have conservatively assigned $90 million as being attributable to 
growth. Our implementation of the NCC principles then results in approximately $39 
million being collected from NCCs over the period. In the event that only CPI is applied to 
NCCs over the period, the amount collected drops further to $28 million. 
 
Our response to the draft decision outlines the many aspects of our NCC proposals that 
were directly influenced by developers and customers, including discounts or direct 
provision of sewer pump stations, phasing in of the required levels of NCCs and inclusion 
of a budget for ‘linking up’ legacy water networks. Our extensive engagement program 
affirmed developer support for all these aspects of our plans. 
 
As proposed in our presentation to the ESC’s draft decision Public Forum, we have 
undertaken further engagement with developers and customers. To provide independence 
and assurance, this engagement has been facilitated by engagement experts Insync. The 
full report is available in Attachment 2 of our response, and a recording of our final 
engagement session is also available for ESC review (https://youtu.be/zUB2AD7PpYY).  
 
Individual interviews occurred with developers and consultants to ensure all voices could 
be heard, and a group session was held with members of our three Customer Advisory 
Groups to incorporate feedback from existing customers. We are thankful to the 
community members and the developers that contributed to this process. 
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Further reform is needed to reset our RAB. We have commenced discussions with relevant 

government stakeholders and will work with the ESC and other relevant parties to achieve a reset RAB 

that will overcome the current regulatory depreciation ‘work-around’ that is required as a result of an 

inadequate opening RAB.  

New Customer Contributions 

We have compelling evidence to underpin our proposal to adopt a new approach to NCCs that is better 

than the current approach for both developers and existing customers. Our submission outlined a 

prudent, efficient and deliverable plan for $500 million of capital expenditure over the next five years. 

We are encouraged by the positive audit undertaken by FTI Consulting that affirmed our overarching 

plans. 

Of this program, we have conservatively assigned $90 million as being attributable to growth. Our 

implementation of the NCC principles then results in approximately $39 million being collected from 

NCCs over the period. In the event that only CPI is applied to NCCs over the period, the amount 

collected drops further to $28 million. 

Our response to the draft decision outlines the many aspects of our NCC proposals that were directly 

influenced by developers and customers, including discounts or direct provision of sewer pump 

stations, phasing in of the required levels of NCCs and inclusion of a budget for ‘linking up’ legacy 

water networks. Our extensive engagement program affirmed developer support for all these aspects 

of our plans. 

As proposed in our presentation to the ESC’s draft decision Public Forum, we have undertaken further 

engagement with developers and customers. To provide independence and assurance, this 

engagement has been facilitated by engagement experts Insync. The full report is available in 

Attachment 2, and a recording of our final engagement session is also available for ESC review 

(https://youtu.be/zUB2AD7PpYY).  

Individual interviews occurred with developers and consultants to ensure all voices could be heard, 

and a group session was held with members of our three Customer Advisory Groups to incorporate 

feedback from existing customers. We are thankful to the community members and the developers 

that contributed to this process. 

In response to this engagement we have made changes to our proposed approach: 

- Small lot infill NCC: Introduction of a new charge for small scale small lot subdivisions in 

established areas. This NCC is proposed to increase only with inflation for the regulatory 

period. 

- Water NCC: Increasing the rate of smoothing so that annual increases are aligned to the 

sewer increase of 20% per annum, instead of 10%. The correct rate of NCC is then reached in 

2027 instead of the following regulatory period, achieving cost-reflectivity as supported by 

the Consumer Action Law Centre. 

After undertaking further engagement and review, other aspects of our submission are retained.  

We have confidence in the Average Incremental Cost (AIC) model and note this represents best value 

for developers. In the event the ESC rejects the AIC model, our fall-back position is to continue the 

application of the current Net Cash Flow (NCF) approach to NCCs. Under this approach, NCCs will be 

higher than under the proposed AIC approach and the co-designed complementary elements of the 

AIC model developed through this process may be a missed opportunity to improve the NCC approach 
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2 OUTCOMES AND SERVICE STANDARDS 

 

As part of its Draft Decision, the Commission rated our Outcomes Advanced under the PREMO 

framework. It noted that “Coliban Water’s intentions are clear and its measures and targets will 

provide a sound basis to track performance and delivery against each outcome”, and that proposed 

targets “suggest an overall improvement in customer value”. 

In its Draft Decision, the Commission raised two issues for us to address: 

• Population of the Commission’s standard Outcomes Reporting Template. 

• Submission of proposed rural service standards. 

2.1 OUTCOMES REPORTING TEMPLATE 

We are pleased that the Commission considers most of our proposed Performance Measures meet 

requirements, as evidenced by the Commission’s confirmation of our Advanced self-rating for the 

Outcome PREMO measure. 

Some of the proposed measures require refinement to ensure they are measurable, appropriately 

defined and unambiguous. We have liaised with the Commission to confirm its views on these 

measures and have proposed amendments in the Outcomes Reporting Template 2023–28 

(Attachment 1). We will continue to work with the Commission to refine all measures to ensure they 

are relevant, measurable, clearly defined and unambiguous, have targets set for each year and are 

easy for our customers to understand ahead of introduction from 1 July 2023. 

2.2 RURAL SERVICE STANDARDS 

Clause 1.5 of the Water Industry Standard – Rural Customer Service specifies that a water business 

must define and specify targets for the following services: 

a) Assessing and/or processing licencing and other administrative applications; 

b) Responding to correspondence or complaints and providing information for each applicable 

service; 

c) Providing a reliable water supply; and 

d) Any other customer-related areas. 

SUMMARY OF OUR RESPONSE 

• We have populated the Commission’s standard Outcomes Reporting Template 

(Attachment 1) consistent with the Guidance. 

• We have begun the process of working with our rural customers to develop appropriate 

rural service standards to apply from late 2023. 
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We note the urban and rural standards were released by the Commission on 27 September 2022, 

three days prior to lodgement of the Price Submission. Coliban Water’s rural system is unique 

compared to others in Victoria, with a relatively small number of customers, many of whom are now 

peri-urban with a low average demand for lifestyle purposes rather than agriculture. This is the first 

time Coliban Water has been required to develop service standards that apply to our rural systems 

and customers.  

We have since met with the Commission to confirm their expectations for the development of new 

rural service standards. Commission representatives noted their preference for Coliban Water to work 

with customers to develop appropriate service standards, with customer involvement more important 

than having standards in place by 1 July 2023. Given this feedback, we will work with our rural 

customers via existing rural customer groups and further targeted engagement to develop new rural 

service standards to apply. To allow appropriate time for engagement, we anticipate we will propose 

rural service standards to apply from October 2023, in line with the commencement of the 2023–24 

rural water season. 
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3 REVENUE REQUIREMENT 

 

Following submission and audit of the substantial body of evidence and documentation that 

supported our proposals, the Draft Decision only provided for minor adjustments to: 

• Operating expenditure (-0.9%) 

• Capital expenditure (-1.1%) 

These minor adjustments demonstrate the prudency and efficiency of the forecasts and the value 

proposition being presented to customers. 

Given the Commission’s feedback, we have reconsidered our approach and propose an alternative 

approach to regulatory depreciation. The following sections detail our response to the issues raised 

by the Commission in its Draft Decision and our final proposals. 

3.1 OPERATING EXPENDITURE – END OF TERM CONTRACT REVIEW 

3.1.1 Our initial proposal 

During the upcoming pricing period, we have five major outsourced contracts reaching end-of-term. 

Collectively, the future value of these contracts exceeds $1 billion, including:  

1. AQUA 2000 BOOT 

2. Campaspe Water Reclamation Scheme (CWRS) BOOT 

3. Operations & Maintenance Service Agreement 

4. Goldfields Superpipe Contract 

5. Engineering Services Agreement 

SUMMARY OF OUR RESPONSE 

• We propose to capitalise end-of-term contract review cost adjustments. 

• We propose to maintain the proposed baseline adjustment to account for changes to the 

superannuation guarantee levy. 

• The benefits of digital metering are currently reflected in the cost of our metering program, 

in avoided bulk water purchases, in avoided customer billing costs, in our operating 

expenditure efficiency commitment and in the achievement of customer outcomes. 

• We accept the Draft Decision for the deferral of forecast water purchases costs, from 2027–

28 into the following regulatory period. 

• We are lowering our forecast Environment Contribution by $1.1 million to reflect the higher 

prevailing inflation. 

• We are amending our approach to regulatory depreciation, resulting in a weighted average 

asset live of 34.6 years. 
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Understanding this approach, we: 

• Have included within the base year a quantum of superannuation consistent with a 

superannuation guarantee levy of 10%, applied to the existing labour force and its cost (based 

on current costs). 

• Are not proposing to apply any rate of escalation above/below inflation to base year 

superannuation, in accordance with the Commission’s model, noting that this avoids highly 

complex estimations of different cost category escalations. It is assumed that inflation is a 

reasonable proxy for the average escalation rate across all cost categories, noting some may 

be higher and some may be lower. (For example, the Victorian Default Offer for electricity in 

2023-24 is up 31.1% for the average household). As such, existing base year superannuation 

costs will be escalated by inflation.  

• Require a baseline adjustment (i.e. step change) to account for the change in legislative 

requirements to increase the superannuation guarantee levy to 12%, consistent with the 

Commission’s guidelines for justified step changes. The baseline adjustment reflects the 

additional 2% superannuation that we must contribute under law. 

With acknowledgment that our workforce will fluctuate over the regulatory period and given the high 

demand for expertise resulting in labour shortages as the Australian economy recovers post-Covid, 

superannuation increases have been applied on baseline full time equivalents (FTE) as opposed to 

labour growth assumptions.  

The risk of the legislative obligation on FTE growth throughout the Price Submission period is a further 

$1.4 million. This adjustment has not been proposed as a baseline adjustment.  

3.3 OPERATING EXPENDITURE – DIGITAL METERING COST SAVINGS 

3.3.1 Our initial proposal 

We have completed four out of five stages of the digital metering rollout across our network. The final 

stage involves most meters in Bendigo and this stage is underway. While 35,500 digital meters have 

been installed, there are currently delays of 12–18 months being experienced due to global supply 

chain impacts on the procurement of electronic hardware.  

The digital metering program enables several benefits: 

• Quantitative benefits: avoided meter replacement costs, avoided special meter reading 

costs, network and on-property leakage reduction, resulting in avoided bulk water 

purchases, deferred growth capital expenditure and reduced bad debts resulting in lower 

billing costs. Water savings also result in a reduction of carbon emissions due to lower 

energy costs of treating and transporting water. 

• Qualitative benefits: enables monthly billing which will improve affordability, improved 

customer experience, more accurate billing, supports delivery of Customer Outcomes, 

enhanced consumption decisions, reduced OH&S incidents, reduced greenhouse gas 

emissions. 

Several of these benefits have been realised and are reflected in our baseline operating expenditure. 

Based on our experience to date, we anticipate a saving of 1.5% on residential demand attributed to 
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digital metering. This saving has been reflected in our demand forecasts and offsets increases in 

demand due to a warmer climate. 

Due to the mix of quantitative and qualitative benefits, we maintain our original proposal that savings 

are built into and enable the achievement of the 1.4% efficiency factor.  

3.3.2 Draft Decision 

Within its Draft Decision, the Commission requires us to quantify the cost savings to customers 

delivered from the digital metering project rollout across the current period and demonstrate how 

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

3.3.3 Submissions to the Draft Decision 

The Commission received two responses from customers Alanna Moore and Janobai Smith about their 

concerns related to the public health and environmental impact of digital meters and the prudency of 

the project. 

3.3.4 Our Response 

Digital metering data provides high-resolution insights into consumption patterns in our systems and 

insights into our network operations. We have successfully used this data to mitigate the impacts of 

recent flooding incidents, which was a benefit not anticipated in the business case. 

Firstly, digital metering data provided detailed insights into the progress of network flushing during a 

boiled-water advisory in the Cohuna low pressure system. The data enabled us to precisely time the 

moment that all water had been flushed from the system through customer taps. This data minimised 

the duration of the disruption to customers.  

Data from our digital water meters also enabled us to monitor the Rochester and Echuca water 

networks for damage caused by floods. The digital water meters were able to keep functioning even 

though they were submerged. The data showed that flooding contributes to bursts and leaks and 

increases the volume of leakage caused by movements of saturated soils.  

More recently, digital metering data enabled a detailed analysis of the impact of water outages by 

analysing flow patterns during the incident and identifying customers that were impacted by the 

disruption. In this scenario, the customers who received an outage were those of a specific elevation. 

This analysis assisted us in determining GSLs and other customer gestures to customers who had 

experienced service outages (Figure 1). 

 

Figure 1: Analysis of properties that were not impacted by the water supply disruption using digital meters 
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Digital metering data has become an indispensable part of our toolset to manage water networks. The 

high-resolution consumption data provides insights otherwise not achievable with traditional means 

of measurement. 

There are a range of mechanisms by which the benefits from digital metering are being passed through 

to customers in this current regulatory period, each of which is discussed below. 

Avoided Meter Replacement Costs 

Avoided meter replacement costs have flowed through our metering capital program costs. For the 

duration of the 2018–2023 pricing period, we have not undertaken any planned water meter 

replacements. Water meters are only replaced when failure is evident (Figure 2). This saving was 

achieved by extending the technical life of water meters by five years. Digital metering data allows us 

to monitor data quality and thus extend the life of water meters without sacrificing reliability. Planned 

replacements will recommence in the next regulatory period. We will be doing more work on the 

optimal life of water meters over the coming regulatory period. 

 

Figure 2: Customer water meter replacement program actual expenditure 2013–2022. 

Furthermore, all new connections are fitted with a data logger by default. The cost of the new water 

meters, including data loggers, are included in the pricing for new connections. 

Leakage Reduction 

Leakage reduction is reflected in our bulk water purchase costs and partially offset increases in 

demand due to climate change. 

Since August 2020, we have notified 1,758 customers of leaks on their properties (Figure 3). Of these, 

1,264 customers have confirmed that the leak has been repaired (the remainder of notifications are 

pending customer notifications or have been resolved without confirmation). 

 

Figure 3: Status of leak notification cases (2020–2023). 
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Leak notifications have resulted in estimated savings of up to 447 ML (average leak greater than 100 

litres per hour). Customers have repaired more than $1 million in leaks upon being notified by us. 

Occupational Health & Safety 

Digital metering almost eliminates the need to visit water meter locations. Meter reading is one of the 

most hazardous activities for Coliban Water employees and its contractors. Most common hazards are 

uneven ground, traffic and animals (dogs, snakes and spiders). Reduced OH&S incidents results in 

improved employee wellbeing and will eventually lead to reduced WorkCover premiums. Our data 

shows a significant reduction in hazards and incidents reported in relation to meter reading activity, 

which is a direct result of the reduced number of physical meter reads (Figure 4). 

 
Figure 4: Number of OH&S hazards and incidents related to meter reading. 

Enhanced Customer Experience 

Digital metering also enhances the customer experience and supports our customer outcome “Be Easy 

to Deal With”.  

We provide customers with plumbing leak notifications if the detected leak is greater than 60 litres 

per hour. Through automation utilising the new Salesforce platform, we are targeting to increase from 

90% notified leaks in 2023–24 to 100% in 2027–28. 

 

Figure 5: Proportion of digital versus physical special meter reads 

Digital metering reduces our meter reading costs for special meter reads by using digital reads instead 

of travelling to the location to read the meter. Currently around 33% of special meter reads are 
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undertaken digitally (Figure 5), which represents a current saving of $57,750 per year. This number is 

anticipated to reach 99% after the program is completed. Special digital meter reads also provide 

greater benefits to customers as we can respond much faster to any requests for a read. 

Once the entire digital metering program is completed, this data will enable us to achieve further 

savings, such as deferred growth capital expenditure. We continuously monitor benefits achieved 

through digital metering due to our data analytics. 

Public Health and Environmental Impact of Digital Meters 

Digital water meters do not pose a health risk to the community or to the natural environment. The 

data logger transmits hourly through low level radiofrequency waves, which are well within Australian 

safety standards. The Australian Radiation Protection and Nuclear Safety Agency (ARPANSA) states 

that: There is no established scientific evidence that the low-level RF EME exposure from smart meters 

causes any health effects1. 

While there is no evidence of negative health impacts, we offer the option to opt-out of the program 

for concerned customer who contact us directly. Since the start of the project, 38 customers have 

opted out of the program, out of the 35,500 installed meters (0.1%). This approach will be retained 

for as long as we use radio devices to record water consumption. 

Project Governance 

Coliban Water has commissioned three independent peer reviews following the Department of 

Treasure and Finance Gateway process.2 Reviews were undertaken for the Business Case (Gate 2, 

2016), Implementation Plan (Gate 5, 2017) and a Mid-Stage Program review (Gate 5, 2019). All three 

reviews received a green confidence assessment, which means that the program is on track for 

success. 

3.4 OPERATING EXPENDITURE – ENVIRONMENT CONTRIBUTION 

3.4.1 Our initial proposal 

In accordance with the Guidance, we proposed the environment contribution to remain fixed in 

nominal terms over the regulatory period. 

3.4.2 Draft Decision 

The Draft Decision approved Coliban Water’s operating expenditure which included the Environment 

Contribution. 

3.4.3 Our Response 

We are proposing the following adjustments to the environment contribution to reflect the proposed 

higher rates of inflation. 

  

                                                           
1 ARPANSA, Smart Meters and Health. 
2 Department of Treasury and Finance (2019). Gateway Review Process Overview. 
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In addition to strong growth, our region is experiencing step-change impacts from climate change, as 

evidenced by a 53% reduction in inflows to our Coliban River storages since 1997 (Figure 6).  

 

Figure 6: Coliban Storages Annual Inflow. 

Our climate adaptation approach will ensure water security by acquiring new permanent water 

entitlements and investing in innovative Integrated Water Management projects, including managed 

aquifer recharge, groundwater and water reuse.  

We will partner with government and customers to modernise the Coliban rural system to generate 

water savings and improve customer service.  

Deliberative Panel feedback 

Our Deliberative Panel made nine recommendations covering seven themes that we have fully 

incorporated into our Customer Outcomes and other Price Submission initiatives. More specifically, 

the following two recommendations directly related to water security: 

• More investment in new water resources as our dry region continues to feel the effects of 

climate change. 

• Retaining the promise to have no towns on water restrictions (beyond Permanent Water 

Saving measures). 

To maintain water security, we proposed to invest in the purchase of water shares (Table 7). 
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3.7 REGULATORY DEPRECIATION 

3.7.1 Our initial proposal 

Coliban Water proposed a 6.3% average rate of depreciation for existing assets, equivalent to 15.87 

years. 

This approach was driven by two factors: 

1. Maintaining the asset life approved by the Commission in the 2018 final decision. 

2. To directly respond to the recommendations of the deliberative panel, as supported by 

quantitative evidence gathered through the bill simulator. 

The 2018 Price Decision 

The reasons for increasing our rate of depreciation for the 2018-23 period was to achieve a smoother 

price path (reflecting customer preferences for stable prices and bills) and recover depreciation 

amounts deferred from the 2013–18 period.  

Also, we noted the depreciation forecast was not premised on halving asset lives. 

On this basis, the Commission’s final decision accepted our forecast regulatory depreciation. 

Deliberative Panel Findings 

The first recommendation of our deliberative panel relates to intergenerational equity and regulatory 

depreciation is how we have been able to accept the panel’s clear recommendation. 

Recommendation 1: Intergenerational debt:   

To avoid unnecessary burden and deferment of cost to future generations, we must take 

responsibility for the current financial position, requiring a rise in water costs to minimise future 

price burden, allowing future generations to respond to future circumstances. The alternative is 

leaving future generations with little choice but to shoulder heavy debt.3  

3.7.2 Draft Decision 

In its Draft Decision, the Commission was of the view that we had not justified why 16 years reflects a 

reasonable assumption about asset life. Nor did the Commission consider that we had sufficiently 

justified that its assumption for asset life will best achieve intergenerational equity as compared to 

alternative assumptions. 

Its preliminary view is that our approach means today’s customers will pay more than an efficient cost 

of providing services than will future customers, which runs counter to objectives associated with 

intergenerational equity and the efficiency objectives of the Water Industry Regulatory Order 2014 

(WIRO). 

In forming this decision, the Commission considered that: 

                                                           
 

3  Panel Report: Coliban Water Price Submission, 19 March 2022, Coliban Water Community Panel Report 
(amazonaws.com) 
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• Our assumed asset life of 16 years for existing assets is around 30 years less than the average 

adopted by regional Victorian businesses on average, for the 2023–28 regulatory period 

(around 47 years). 

• Our assumed asset life is around 14 years lower than the next lowest asset life proposed by a 

water business in the current price review. 

• the context for the 2018 and 2023 water price reviews are different, most notably in terms of 

the real price increases proposed and likely high inflation being added to 2023–24 real prices 

and customer bills, compared to the real price reductions it proposed in 2018. 

 

In response to the Draft Decision, the Commission has requested that we either propose an asset life 

for existing assets of at least 30 years or provide more information to justify our approach to 

regulatory depreciation. 

3.7.3 Our response 

We have considered the Draft Decision and propose an alternative solution which leverages the 

precedent established for assets constructed prior to 2018 (where the Commission approved a 16-

year asset life) and a longer asset life for all assets constructed during the current regulatory period 

(2018–23) and beyond. 

What this approach does is three-fold: 

1. Reverts the rate of regulatory depreciation to align with asset lives for three significant 

investments (Goldfields Superpipe, Harcourt Rural Modernisation and Water Shares). 

2. Ensures that all other assets constructed prior to 2018-19 are fully depreciated on a straight-

line basis over 16 years in accordance with the approach endorsed by the Commission in 2018. 

3. Applies a longer 45-year life to all assets constructed from 2018-19 onwards (i.e., the start of 

the current regulatory period). This is more consistent with the industry average and is longer 

than that proposed by the Commission in its Draft Decision. 

This approach results in three outcomes: 

1. Ensures financial sustainability sufficient to meet the Board’s fiduciary duties.  

2. Reflects technical asset lives and prior decisions. 

3. Achieves the Community Deliberative Panel recommendations relating to modest price 

increases for achieving intergenerational equity. 

Financial Indicators 

Were we to adopt a 30-year regulatory life, it would reduce regulatory depreciation by $84.2 million 

over the regulatory period and result in an average price path of CPI – 1.90% per annum, holding all 

else equal. Revenue would be approximately 20% lower in 2027-28 than the revenue proposed in the 

Price Submission. 

This would have material consequences on our short-term financial sustainability: 

• Net Debt/RAB (Gearing): dips slightly before increasing above 75%. 
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• FFO Interest cover: falls below the 1.5 target across the regulatory period (1.24 in 2027–28) 

compared to the initial proposal remaining above 1.5 (Figure 9). 

• FFO/Net Debt: significantly below the 10% threshold (1.5% in 2027–28) and is lower than the 

initial proposal. 

• Internal financing ratio: declines over the period and remains below the 35% threshold (10.4% 

in 2027–28) whereas the Price Submission showed improvements toward the end.  

Under our proposed updated approach to regulatory depreciation, our short to medium term financial 

sustainability is secured: 

• Net Debt/RAB (Gearing): similar position to our proposal. It is worth noting that regulatory 

depreciation barely effects the Net Debt/RAB ratio. This is because any easing in the rate of 

regulatory depreciation raises the RAB by collecting less revenue. All else being equal, this 

leads to a commensurate increase in debt (plus interest), leaving the Net Debt/RAB ratio 

materially unchanged. (Figure 7) 

• FFO Interest cover: maintains interest cover above 1.5 across all years (Figure 9). 

• FFO/Net Debt: remains below the 10% threshold but is improved on the 30 year proposal 

(Figure 9). 

• Internal financing ratio: falls below the 35% threshold but is improved on the 30 year proposal 

(Figure 10).  

 

 

Figure 7: Economic gearing: Debt to RAB ratio. 
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Figure 8: Net operating cash flow / net debt.  

 

Figure 9: Interest cover. 

  

Figure 10: Internal financing. 

New Approach 

We have adopted an approach that is consistent with the 2018 Price Determination, reflects technical 

asset lives and considers contributions and non-depreciating assets.  
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This approach proposes depreciation over the following four categories: 

• Recovery of investments for specific assets, namely Harcourt Rural Modernisation, the 

Goldfields Superpipe and the purchase of water shares; 

• All other asset constructed prior to 2018–19; 

• Assets constructed from 2018–19 to 2022–23 split into infrastructure and IT investments; 

• New investments. 
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Recovery of Investments for Specific Assets 

We have identified three significant investments since 2005–06 that are being recovered from today’s 

customers. In total, the regulatory depreciated value of these investments as of 1 July 2023 is $98.3 

million.  

We have calculated the depreciated value based on the regulated value, an allocation of contributions 

(both government and new customer) and regulatory depreciation allowances (i.e., including years 

where it would have been depreciated as part of existing assets). In the financial template, we have 

split these assets into different asset categories where applicable. Overall, these investments were: 

• Goldfields Superpipe: $139.1 million invested and $87.2 million of capital contributions 

($79.7 million in capital and $7.4 million in allocated customer) received across 2006-07 and 

2007-08, a depreciated value of $18.4 million on 1 July 2023 for pipes with an average 

remaining asset life of 84.0 years and $3.9 million for pump stations with an average 

remaining asset life of 9.0 years.  

• Harcourt Rural Modernisation: $53.1 million invested in 2015–16, a depreciated value on 1 

July 2023 of $31.2 million and a weighted average remaining asset life of 75.7 years. This has 

been split into three asset categories – Channel ($26.9 million depreciated over the next 93 

years), Tanks ($1.9 million depreciated over the next 73 years) and Buildings, Pump Stations 

and Pressure Reducing Valves ($8.0 million depreciated over the next 17.8 years).  

• Water shares purchases: $84.7 million invested from 2005–06 and an allocation of customer 

contributions of $8.0 million, a depreciated value on 1 July 2023 of $39.3 million and we 

propose to maintain the remaining value as a non-depreciating asset.  

All Other Assets Constructed Prior to 1 July 2018 

Consistent with the 2018 Price Determination, all other assets constructed prior to 1 July 2018 will be 

depreciated from 1 July 2018 with an asset life of 16 years. The value of the assets at 1 July 2018 was 

$552.8 million, less the depreciation over the last five years ($173.7 million) and the value of specific 

assets ($98.3 million), resulting in a depreciated asset value at 1 July 2023 of $280.7 million with a 

remaining life of 11 years given the five years elapsed since the 16-year straight line depreciation was 

endorsed in the 2018 Final Decision.  

Assets Constructed from 1 July 2018 to 30 June 2023 

In the 2018 Price Determination, our assets constructed during the regulatory period were 

depreciated with average useful life 36.0 years for infrastructure and 7 years for IT. This reflected the 

technical asset lives at the time and average expected useful life for IT investments (including the 

billing system replacement) that have been capitalised.  

The remaining net capital expenditure (i.e., gross capital expenditure, less contributions, proceeds and 

disposals) to be depreciated is: 

• For infrastructure, $180.6 million with an average remaining life of 36.0 years. 

• For IT, $12.5 million with an average remaining life of 4.5 years.  

This information can be summarised in the following table: 





 

ESC draft decision - response Coliban Water page 27/57 

equity – that higher debt now leads to higher prices later and customers accepted the need for the 

current generation to bear some of the burden of the upcoming Big Water Build. 

Financial indicators were pushed to the limit of Director tolerance as we mitigated bill increases as 

much as possible. Any major reduction to regulatory depreciation will undermine Directors’ 

compliance with their fiduciary duties and will undermine the customers who invested their time in 

the Deliberative Panel process. 

3.8 COST OF DEBT 

In communications received from the Commission on 3 May 2023, the updated Cost of Debt (CoD) for 

the 2023 Water Price Review is 6.7608%. We have updated our financial template (submitted as part 

of this response) to reflect these changes, in each of the forward years to 2032–33.  

3.9 INFLATION ASSUMPTION (FOR COST OF DEBT PURPOSES) 

We have adopted the Commission’s long-term inflation estimate of 3.50%. As such, we have updated 

the key assumptions in the financial template. 

We note that the Commission’s communication dated 3 May 2023 stated that the “update reflects the 

expected inflation consistent with the methodology set in the Guidance Paper”. The Commission’s 

Guidance (section 3.13.1) states that forecast inflation is the midpoint between the: 

• RBA geometric mean using the RBA forecast for the first two years and the midpoint of the 

RBA target range for years three to ten, i.e., 2.5%; and 

• ‘bond breakeven’ implied inflation rate between the 10-year nominal and indexed 

Commonwealth Government Securities. 

We have not reconciled the application of this approach with the estimate provided by the 

Commission. 

It would be valuable if the Commission in its Final Decision documented the methodology used and 

input assumptions that underpin the forecast inflation of 3.50%. This will allow us and the industry to 

better estimate forecast inflation in the future and to incorporate these estimates within customer 

engagement. 
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rural area of the City of Greater Bendigo (COGB) zone. This will have the effect of underestimating 

growth for these two areas as the projected growth rate will be impacted by mostly rural customers 

growing at a near zero growth rate.  

This can effectively be seen in the changes between VIF 2019 and VIF 2022, which has seen a major 

increase in growth for this district. By using our internal rate, this expected high rate of growth has 

already been factored into our planning.  

 

Figure 11: VIFSA Districts against existing water mains. 

The growth rates used within the Price Submission for the Coliban North region (which is equivalent 

to the COGB local government area), were 2.06% for water connections and 2.02% for sewer 

connections.  

For the July 2019 to July 2021 period, equivalent to the timing of the VIFSA update, we experienced 

annualised net growth in water connections of 1.79%. When looking at a two-year period, changes 

such as this can occur as the growth rate does fluctuate over time, but this is worth monitoring and 

will be factored into our long-term planning to occur for the 2028 Price Submission when a revised 

rate will be used based upon updated information. 
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5 NEW CUSTOMER CONTRIBUTIONS (NCCS) 

 

5.1 OUR INITIAL PROPOSAL 

During the current regulatory period, as part of a larger industry cohort we worked with VicWater to 

review the appropriateness of the current approach to forecasting NCCs. This review adopted a 

principled, evidenced, transparent and consultative reform process. The VicWater review along with 

our design both of our proposed NCCs and their transitional arrangements has been extensive since 

beginning in September 2021. This has included consultation with the Commission, Urban 

Development Institute of Australia (UDIA) and developers. 

The overarching objective was to consider approaches that not only manage the uncertainty 

surrounding future growth, but also to establish a pricing methodology that better meets the 

Commission’s principles and is consistent with customer expectations. 

The output of this review was a strong case to change the methodology for forecasting NCCs – the 

adoption of an average incremental cost (AIC) approach to calculating standard NCCs.  

Concerns with the Current Approach 

SUMMARY OF OUR RESPONSE 

• In response to the Draft Decision, we undertook a new round of independently facilitated 

engagement so that our response can incorporate all customer views. (See Attachment 2 for 

the full engagement report). 

• Fairness between current customers and new customers has been the core consideration of 

our NCC approach. 

• We propose to update the rate at which water NCCs increase to 20% per annum in response 

to customer feedback. 

• We propose to introduce a new Small Lot Infill NCC and hold the level of this charge with 

inflation over the regulatory period. 

• We maintain that the AIC model is the best and most transparent model for applying NCCs. 

• Capital expenditure is apportioned to NCCs in accordance with Board endorsed principles. 

• Extensive engagement with developers has fundamentally shaped our proposals, including 

the provision of budget for water main link-ups and cost concessions regarding sewer pump 

stations. 

• Consistent with our sewer Growth Capital Expenditure Guarantee, we will introduce a 

framework of annual reporting and engagement with developers to ensure that all 

developers and their advisors have confidence in how we are apportioning growth capital 

expenditure to NCCs. 
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The VicWater NCC review identified several issues with the current net cashflow (NCF) NCC approach 

that were potentially distorting NCC pricing outcomes:  

• Across a significant number of the participants, the current net cashflow approach was 

resulting in systemically low NCCs, in some cases $0 NCCs, that were not commensurate with 

the level of growth-related expenditure businesses were delivering. This outcome of the net 

cashflow approach raised material concerns around fairness to existing customers and the 

long-term sustainability of the approach.  

• The current approach allows the inclusion of sunk assets in its calculation of NCCs. It is 

important to us, given the inherent uncertainty associated with our recent development 

boom, that we can levy NCCs that provide signals to developers about the costs associated 

with connecting to our systems and encourage efficient development timing decisions.  

• The WIRO also requires us to levy prices that are transparent and easy to understand. The 

VicWater review identified feedback from developers on the complexity of the current 

approach and difficulty in understanding the basis for their NCCs. The NCF approach is not 

intuitive and is difficult to communicate to both our broader customer base and our 

developers.  

• The complexity associated with the current approach results in administrative costs that are 

not proportionate to the benefits. 

• Businesses had experienced issues with the operation of the Commission’s current NCF 

model. The model which is publicly available on the Commission’s website has circularity 

issues embedded in its formulation that can impact on the resulting calculations. This 

circularity is generated by the model’s tax allowance calculator and relates to the continual 

iteration of NCC revenue and the resulting tax liability. 

• The Commission’s NCF model incorporates a terminal value in its net revenue and cost 

calculations that is referenced in the resulting NCC charge. The Commission has not outlined 

conceptually the purpose of this value and its rationale for inclusion in the NCCs. Typically, 

terminal values in discounted cash flow analysis are intended to represent the expected value 

of all future cash flows beyond the forecast period. However, we do not consider terminal 

values appropriate within the context of NCC price setting, where future cost and revenue 

forecasts are calculated based on simple compounding growth rates and as such increase or 

decrease exponentially over the very long term. The exponential nature of the cash flows can 

sometimes result in large terminal values that do not reflect realistic cost or revenue 

outcomes. We note that of the three businesses whose proposed standard NCCs the 

Commission has accepted in its Draft Decision two businesses with NCCs based on AIC that do 

not incorporate a terminal value and one other business with NCCs based on the NCF 

approach that does not appear to have referenced the model’s terminal value. 

• The use of both positive and negative values to create net cashflow value is highly sensitive to 

assumptions. This volatility detracts from the certainty that should be expected within a 

robust model. 
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Options Considered and Our Preferred Approach  

The VicWater review adopted an options-based analytical process that identified a comprehensive set 

of alternative approaches (options) for the setting of NCCs. Each of these options (including the 

current net cashflow approach) was qualitatively assessed against good practice assessment criteria. 

The assessment also included a quantification of the shortlisted options. The options considered were: 

1. Net Cashflow: Commission approach (Status Quo). A net cashflow approach that applies 

the Commission estimator model on a postage stamp basis. The approach incorporates 

$0 standard NCCs with negotiated NCCs based on the bring forward costs of out of 

sequence development. 

2. System based Net Cashflow: A net cashflow approach that applies the Commission 

estimator model on a system/town basis. All other aspects of the option are consistent 

with status quo. 

3. Forward looking Net Cashflow (excluding sunk assets): A system based net cashflow 

approach that excludes revenues and costs associated with sunk assets from the 

cashflow calculations. 

4. Net Cashflow – Excluding consumption: A system based net cashflow approach that 

excludes expenditure and revenue associated with consumption-based prices. 

5. Net Cashflow – Consumption Offset: System based net cashflow approach that excludes 

variable revenue net of the long run marginal cost (LRMC) of consumption. The option is 

aimed at addressing efficiency issues that may occur where postage stamp prices for 

water or wastewater do not reflect the LRMC in that system. 

6. Direct Cost – Long Run Marginal Cost (LRMC): A system based direct cost approach 

based on the long run marginal cost of connection. 

7. Direct Cost – Average Incremental Cost (AIC): A system based direct cost approach based 

on the average incremental costs of connection. 

8. Hybrid 1: NCF excluding sunk assets and consumption. A hybrid option that incorporates 

the forward looking Net Cashflow (excl sunk assets) option with the Net Cashflow – 

Excluding consumption option. 

9. Hybrid 2 – NCF excluding sunk assets and consumption offset: A hybrid option that 

incorporates the forward looking Net Cashflow (excl sunk assets) option with the and 

net cashflow excluding consumption option. 

An AIC approach was identified as the preferred option on the basis that it scored highest across the 

assessment criteria. AIC delivers several benefits relative to the current approach:  

• The ability to send developers efficient pricing signals and incentivise efficient development 

decisions. AIC is a stronger approximation of the marginal cost of connection than the current 

approach. It clearly aligns the charge to the incremental costs associated with the connection 

and excludes sunk assets from the calculation of the charge. 

• Ease of understanding: AIC is a more intuitive approach than the current approach. The 

relative simplicity of the approach will enhance the effectiveness of the charge in incentivising 

efficient development decisions. 

• The ability to send clear signals to developers is fundamental to the management of demand 

risk associated with our growth boom. Risk is best placed with those whose actions are 

capable of changing risk outcomes, through their development decisions. 

Average Incremental Cost Based NCCs 
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customers. That is, existing customers do not draw capacity from the works or benefit in their 

levels of service. 

• 0% growth: These projects and programs were excluded from NCC growth capital expenditure 

on the basis that they were not triggered by growth and relate solely to either renewals or 

improvement/compliance drivers. 

• Shared: Shared expenditures are those that have multiple cost drivers (such as growth and 

renewals and/or improvement/compliance). These expenditures were apportioned on a 

project by project or program by program basis. 

Shared expenditure was apportioned for individual projects or programs based on a range of criteria 

that included: 

• For network related capital programs, we adopted the relative geographical shares of water 

infrastructure.  

• For renewals capital programs, the growth apportionment was based on the costs associated 

with the upsizing of assets and the construction of linking assets, on the basis that these 

expenditures were aimed at facilitating growth. 

• For treatment capital programs, the growth apportionment was based on the costs of upsizing 

treatment assets to growth.  

• For most works associated with the Bendigo Reclamation Plant, our apportionment was based 

on the cost of upsizing assets for growth. These costs were estimated based on the difference 

between the estimated renewals/replacement costs associated with current assets that have 

been built to service existing customers and the costs associated with the Reclamation Plant 

that has been built to cater for both new and existing customers.  

• For capital project expenditure associated with Health-Based Target water quality upgrades, 

we adopted a 10% apportionment. Given the primary driver for this expenditure is 

compliance, we adopted a precautionary approach that only apportioned half the growth rate 

to the project over a ten-year period (ten times 1%).  

• For the remaining shared capital projects, we adopted a growth apportionment based on a 

simple ten-year extrapolation of historical growth rates at a town/system level as a proxy for 

the capacity share between new and existing customers. The rationale for this proxy was that 

we size our assets to cater for 10-years of growth.  

A detailed accounting of our cost apportionment approach was provided to the Commission on 10 

May 2023 in response to an FTI information request.  

The Draft Decision proposed a reduction of $5.8 million for the purchase of water shares during the 

Price Submission period. We have accepted this and included it in our revised capital program.  

The Draft Decision also questioned our proposed approach to the apportionment of capital 

expenditure related to water share purchases. In response, we are proposing to include these 

expenditures in the 100% growth expenditure category and fully apportionment them to growth on 

the basis that these entitlements have been purchased solely for the purpose of meeting security of 

supply for new customers. While our existing yield from entitlements are sufficient to meet demand 

from existing customers within this pricing period, demand from new customers necessitates the 

augmentation of current entitlements. We provided the Commission with supporting documentation, 

including the full business case for the purchase of the entitlements in its information request. 
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Foregone revenue is calculated as the forward revenue from full cost recovery NCCs less forward 

revenue from transitioning NCCs. 

Our proposed transition was aimed at addressing the WIRO requirement that prices consider the 

interests of customers. Our transition struck a balance between the interests of existing customers, 

which were met by the phased adoption of an AIC based NCC that send appropriate incentives for 

efficient development, and developers, who have already made investment decisions with long lead 

times based on the previous NCC approach.  

In its Draft Decision, the Commission raised the issue of our proposed transitional arrangements and 

potential cross subsidisation between developers and existing customers. We note that the issue of 

cross subsidisation within the context of development is complex. Developers in practice do not 

consume water and sewerage services, rather they are seeking connection to our network. The issue 

of cross subsidisation relates primarily to the costs associated with the ongoing provision of water and 

sewerage services to new customers relative to existing customers. It is important to note that we 

have in place a postage stamp pricing approach that does not differentiate prices for ongoing water 

and sewerage services between towns and separate systems, even where these systems have 

different cost profiles.  

The changes incorporated in our revised proposal will reduce the level of funding required from our 

broader customer base. This seeks to address concerns raised by the broader customer base and their 

advocates (e.g., a submission lodged by the Consumer Action Law Centre stated that “existing 

customers should not cross-subsidise developers”5). 

Given our broader postage stamp pricing approach and recognition of the benefits that existing 

customers will realise through the promotion of more efficient investment in growth expenditure 

facilitated by AIC NCCs, we believe our proposal struck an appropriate balance between the interests 

of existing customers and new customers. AIC is accepted as an appropriate approximation of 

avoidable cost. We acknowledge that the revenue shortfalls associated with the original transitional 

arrangements resulted in our NCCs temporarily not achieving avoidable cost. However, the quantum 

of this shortfall was lower than that currently in place and would converge to full cost recovery in 

2030-31. 

Infill vs Greenfield 

In its Draft Decision, the Commission noted that we had not provided it with enough information to 

assess how we distinguished between infill and greenfield growth areas and our reasons for not 

proposing charges to reflect this distinction. In response to the Draft Decision, we have separately 

identified the expenditures related to infill and greenfield developments and estimated separate NCCs 

for based on these distinctions.  

We have defined infill as development occurring on land that has previously been developed and is 

being either repurposed or redeveloped. Greenfield refers to land that has not yet been developed or 

is in the process of being developed. Based on these definitions, approximately 63.5% of development 

across our systems and towns have been defined as infill. Based on these definitions, infill and 

greenfield development accounts for approximately $4.03 million and $16.66 million in growth capital 

expenditure, respectively.  

We note that the profile and nature of growth in a regional context makes identification of infill and 

greenfield development problematic. There are large areas of land under development on the edges 

                                                           
5 Consumer Action Law Centre, Feedback on standard draft decision: 2023 Water Price Review, May 2023, p. 3 
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One purpose of the engagement was to compare support for a single set of charges instead of 

differentiating between infill and greenfield development. The developers and Customer Advisory 

Group (CAG) members were provided with a “Consult” level of influence on the IAP2 spectrum of 

public participation. This includes the promise that Coliban Water will “keep you informed, listen to 

and acknowledge concerns and aspirations and provide feedback on how public input influenced the 

decision.” 

Ten interviews were held with developers between 1 May and 5 May and an online workshop with 20 

CAG members was held on 4 May. Both cohorts were asked whether there should be one set of NCCs 

or whether there should be separate NCCs for greenfield developments.  

Of the nine developers who expressed a view, two (22%) supported differentiated charging for 

greenfield sites. Two more (22%) indicated that the cost would need to be “significantly different” to 

justify a separate NCC for greenfield areas. Five (55%) interviewees preferred a single charge for all 

development sites. One developer abstained from responding until further information could be 

provided from Coliban Water.  

In contrast to just two strong developer votes in favour of differentiated pricing (and two conditional 

votes), 78% of CAG members wanted separate NCCs for greenfield areas. Only 11% of members said 

they would support a single charge that does not differentiate between greenfield areas and other 

development sites and 11% said they did not know or had no opinion. 

Based on the developer consultation outcomes and the inherent difficulties in identifying infill 

development, we are not proposing to broadly differentiate scheduled NCCs for infill and greenfield 

developments. We also note the lack of regulatory precedent for infill and greenfield NCCs for regional 

water businesses. Based on our research, Barwon Water is the only other regional water business that 

has adopted and infill and greenfield based NCCs. Barwon Water services Geelong and faces a more 

urban development profile that Coliban Water.  

As a follow-up to the consultation and in consideration of social housing in built environments, our 

Revised Proposal in section 5.4 includes an allowance for two and three lot small subdivisions.  

Customer Engagement 

We have extensively engaged our broader customer base and developers. 

• Consultation with the broader customer based occurred through deliberative forums. 

Feedback from the forums noted that for fairness reasons developers need to pay their own 

way without passing costs onto residential customers (noting the deliberative panel chose not 

to form a formal “Recommendation” of the Panel). 

• Consultation occurred with developers during the 2018-2023 regulatory period and 

specifically in the lead up to the Price Submission. We met with developers in November 2021, 

March, June, July and August 2022. Table 27 in our Price Submission summarises engagement 

and communication with the land development community. Along with participating in the 

VicWater project with other Victorian water businesses to develop a consistent methodology 

for calculating NCCs, we have reviewed and revised our proposals in line with ongoing 

feedback from developers. 

Our full engagement program for developers is outlined in Table 17. This includes engagement 

undertaken as early as August 2021. 

  





 

ESC draft decision - response Coliban Water page 41/57 

We identified the following key stakeholder groups that we needed to consult with: 

• Key developers and the consultants that do high volumes of work with us. 

• Broader customer base who are likely to be impacted by any phased pricing of NCCs. 

• Consultants registered with us that do low volumes of work with us. 

• The UDIA. 

We engaged an independent consultant, Insync, to facilitate one on one interviews with key 

developers and consultants. This process introduced new information and showed additional NCC 

data and calculations for transparency.  

We have heard from 20 members of our existing customer advisory groups in an online session which 

was also facilitated by Insync. There was diverse representation within the group which gave us their 

opinions on the introduction of development charges. 

We emailed all consultants and asked them for their opinion on some of the key matters being 

reconsidered. They were encouraged to provide feedback online via our engagement platform 

Connect Coliban. Strong feedback included the following: 

“Coliban Water’s fees have not kept pace with the value of the land. Fees should have 

increased before now to keep pace…I have no problem with the fees, the only issue is if 

developers have to pay upfront, then it is a hindrance.” Don Erskine (YourLand) 

From our engagement with both customers and developers, we looked at balancing the transition 

period for consistency, with both water and sewer increasing at 20% until actual cost is reached. This 

was provided back to our stakeholders on 11 May 2023, as well as a different way of considering infill 

for social housing with a revised infill definition and fixed rate.  

Insync contacted the state office of the UDIA and offered an interview to share the new information 

being discussed with developers. The state office of the UDIA did not respond to our offer to share 

new information.  

For ease of assessment, Attachment 4 outlines our response to other submissions to the ESC, noting 

we highlight some clarifications in relation to matters of fact. 

Insync’s full engagement report regarding our most recent engagement is included as Attachment 2. 

Overall, 7 out of 8 developers/consultants and 15 out of 18 customers considered our process fair and 

authentic. 

All developer and Customer stakeholders we engaged in this process were part of a closing the loop 

session on 15 May 2023, before which we supplied a comprehensive summary of the proposal, as 

attached in Attachment 5. The session was a balanced and open discussion with both developers and 

customers, where we reflected on how our revised proposal (Section 5.4) had been changed based on 

the outcomes of our customer and developer engagement.  
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The following attributes as favoured by developers are also included as part of our NCC package: 

• Phasing in of NCCs instead of upfront implementation of new model, as strongly 

supported by developers. 

• Exclusion of costs relating to Castlemaine, Axedale and Trentham as suggested by 

developers. 

• Inclusion of shared sewer pump stations within the Sewer NCC as suggested by 

developers. 

• Discount to the Sewer NCC where a developer has privately provided a sewer pump 

station that is standalone for their development, as suggested by developers. 

• Inclusion of budget for “linkups” of water networks so developers do not need to pay for 

all legacy link-up issues, as suggested by developers. 

• Introduction of a sewer Growth Capital Expenditure Guarantee, which will see us rebate 

sewerage NCCs by 20% in the year following a period where we have underspent sewer 

Growth Capital Expenditure by at least 20%, as supported by developers.  

In the event that our AIC approach is not supported in the Commission’s Final Decision, we propose 

that the above attributes are also not included within the Final Decision. These attributes were 

proposed as part of a major reform package and are contingent on endorsement of the AIC model. 

Updating NCCs for the latest inflation and debt data 

Our revised NCC proposal is based on the discount rate proposed in our price submission (2.29%). We 

have not adjusted the discount rate to reflect the most recent available CPI and cost of debt.  

An updated discount rate (2.52%) results in NCCs of $3,621 for water and $4,884 for wastewater. 

These NCCs are slightly higher than NCC levels which underpinned our extensive customer 

engagement program. The higher discount rate results in higher NCCs as it has a bigger impact on 

connections relative to capex due to the different timing profiles of capex and connections and how 

they interact with the discount rate. 

However, to uphold the integrity of the customer engagement process, we are not proposing to 

increase NCCs by this small amount (approx. 1%). Rather, we are acknowledging that while a higher 

rate is justified, we are choosing not to enact it. There is no material impact on existing customers’ 

bills as a result of honouring the figures we shared with developers and customers during our 

engagement. 

Freezing NCCs for the 2023 Regulatory Period 

Commission staff have foreshadowed that if a non-compliant response is provided by Coliban Water, 

one alternative for the ESC is to hold NCCs in real terms. 

Freezing our NCCs at their 2018 determined rates is not appropriate for the following reasons: 

• NCCs that were forecast in 2018 do not reflect the material changes in our growth capital 

expenditure profile that have occurred since 2018 or our latest capital expenditure forecasts 

for the 2023 regulatory period. The 2018-determined NCCs will also not reflect the changes 

we have experienced in actual connection growth over the current regulatory period or that 

forecast for the 2023 regulatory period. This would not be cost reflective. 
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• Freezing NCCs at current rates with CPI escalation will impose on Coliban Water and our 

customer base a schedule of standard NCCs that do not comply with the Commission’s NCC 

pricing principles regarding incremental cost and revenue (all of which have changed since 

2018) or avoidable and standalone costs (which have also changed since 2018). We note 

that outdated and non-cost reflective NCCs will also not meet the WIRO principles for 

efficiency.  

• Outdated NCCs will unnecessarily exacerbate the cross-subsidisation of development by the 

broader customer base that the Commission raised in relation to our proposed transition. 

We also note that our negotiated NCC framework (See Attachment 6) does not provide us with 

sufficient capacity to address the issues associated with an NCC price freeze. Negotiated NCCs are 

intended to provide an ability for us to respond to developments that have unique infrastructure 

requirements or associated costs that are not addressed through the standard NCCs. For the 

negotiated NCC framework to operate effectively it needs to reference an agreed method for the 

calculation of NCCs. Price freezing (as opposed to updating our net cashflow NCCs) implies a lack of 

confidence in the current NCC method making its application to negotiated NCCs inappropriate.  

If the Commission does not approve our AIC based NCCs, it should determine to apply the net cashflow 

NCCs that we have calculated in this response (as requested in the Draft Decision and outlined as 

option 6 in Table 23). We also request that we be provided an opportunity to confirm the NCF forecasts 

given the sunk assets used in the calculations were developed as part of the VicWater NCC review and 

may need to be updated. This would be a more appropriate option for continuation of our current 

pricing approach.  

We also note that under the Commission’s regulatory framework a continuation of the current pricing 

approach would not require us to adopt transitionary arrangements. A continuation of current pricing 

would also preclude our proposed Small Lot Infill NCCs and our Sewer Discounted NCCs. Both 

proposals have been developed as an integrated part of our broader AIC NCC framework and are not 

intended to function under a net cashflow NCC framework. 

An industry wide NCC review 

We are supportive of an industry-wide review of NCC frameworks and implementation being 

conducted by the Commission. However, the most appropriate timing of implementation of any 

framework reforms would be to feed into the next regulatory period rather than implementing (for 

example) a short term NCC price freeze followed by mid period implementation. 

Any review should incorporate the following: 

• The ability of the current net cashflow approach (method and principles as outlined in the 

guidance) to meet the regulatory principles outlined in the WIRO (including those relating to 

efficiency).  

• The operational and practical differences between regional and metropolitan water 

businesses, with specific reference to the different growth profiles and uncertainty that 

regional businesses face. 

• The appropriateness of cost apportionments within the context of price setting.  

• Cross subsidisation between existing and new customers. 

• The costs and benefits that businesses and customers face due to the administrative 

requirements associated with different NCC options. 

• The impact of review outcomes on businesses that have undergone extensive reform over 

the course of this regulatory period. 
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6 INFLATION 

 

6.1 DRAFT DECISION 

Within its Draft Decision, the Commission stated that we must consider the inflation environment and 

the impact on customer prices and bills. 

The Commission noted we proposed to increase prices in real terms over the 2023–28 regulatory 

period. Given the currently high rate of inflation, the Commission asked water businesses to provide 

information illustrating how they intend to address the impacts of inflation on proposed. 

The Commission noted that while the annual outcome for the March Quarter 2023 CPI is likely to be 

high6, noting the rate is expected to fall through 2023 and 2024. 

The Commission has noted that many of the drivers of higher inflation (such as fuel, food and travel) 

are not major cost items for water businesses. Some high-cost growth areas specific to the water 

sector such as insurance and chemicals have been accounted for in uplifts to their opening base costs 

for the 2023–28 regulatory period. 

6.2 OUR RESPONSE 

Victoria’s water pricing framework is designed to allow for the recovery of the efficient costs of service 

provision. Within Appendix D of the Commission’s 2023 water price review Guidance Paper, it notes 

that the regulatory framework provides for the indexation of prices to ensure that “water businesses 

remain fully responsible for management of controllable costs and that it does not need to bear the 

full risk associated with general price inflation”. 

There are several elements of the regulatory framework where CPI is applied, including: 

• The conversion of the nominal rate of return to a real rate of return. 

• The trailing average cost of debt. 

• Escalation of the regulatory asset base. 

• The conversion of the nominal tax allowance. 

• Estimates of financial indicators. 

                                                           
6 Coliban Water notes the March 2023 index value is 132.6, for annual inflation rate of 7.02% 

SUMMARY OF COLIBAN WATER’S RESPONSE 

• We acknowledge the real impact of inflation on our customers at this time. 

• We propose to retain pass-through of inflation in 2023-24 to ensure financial sustainability. 

• However, we are responding to the challenge of inflation by reducing our 2023-24 general 

price increase. 

• Our Coliban Assist Program will double in value to ensure that no customer experiencing 

vulnerability is left behind. 
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Seeking to estimate the actual escalation rate of our cost base would be a time consuming and 

resource-intensive exercise, which could not be resolved in five weeks (the time allowance for 

responding to the Draft Decision). Even if there was adequate time, it may create unintended future 

consequences were we to seek to apply a different rate of escalation than CPI. 

We note that the 2023 inflation figure of 7.0% is significantly higher than the previous low inflation 

environment and is significantly above the 2.6% average since 1992 (when the RBA began setting 

annual inflation targets). Nevertheless, despite above-average CPI results in 2022 and 2023, the 

average inflation rate over the period from 2015 is in line with this post-1992 average (average 

2.6%). While our customers are facing a high inflationary environment now, it follows a persistent 

period of very low inflation (Figure 12). 

Figure 12: Australian annual CPI 1950–2023. 

We are unable to pass through anything less than the full rate of inflation in each year of the PS23 

regulatory period. Providing 1% relief from inflation in 2023-24 would only lower the average 

household bill by 27 cents per week but would reduce revenue by $1.5 million in 2023-24 and over 

$7.5 million for the full regulatory period. This would add straight onto debt and would not be 

recoverable through the RAB in the future. Given the necessary expenditure for the regulatory period, 

we contend that many cost drivers are overall in line with or exceed the rate of inflation.  

Some examples of significant increases in input costs for various services over the past two years 

include: 

- Chemical costs: up 52%7 

- Heavy and civil engineering construction: up 16%8 

- Electricity: up 50%9 

With inflation impacting most of the elements of the regulatory framework and operating costs 

typically tied to the inflation rate, any reduction in revenue would 100% flow through to increased 

debt and an increased financial burden on future customers. 

                                                           
7 Australian Bureau of Statistics (ABS), Series A3343980X Basic chemical and chemical products 
8 Australian Bureau of Statistics (ABS), Series A85219099L Heavy and civil engineering construction Australia 
9 Australian Bureau of Statistics (ABS), Series A2309192C Electricity 
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However, there is one area we can offer immediate relief to customers. As our revised revenue 

requirement is $3 million less than originally proposed, we have chosen to apply as much as possible 

of a reduction to 2023-24 prices while maintaining smooth prices for the balance of the period. This 

results in a reduction in prices of 1% compared to our original submission. 

We also note our customer supported programs for those experiencing vulnerability. By doubling the 

funding for our Coliban Assist Program to $570,000 per annum, we will ensure that customers can get 

the support they need from us when they need it. We are pleased the submission by the Consumer 

Action Law Centre10  notes and supports our increased investment in our programs that provide 

financial assistance for our customers who need it most. 

 

                                                           
10 Consumer Action Law Centre, Feedback on standard draft decision: 2023 Water Price Review, May 2023, p. 3 


























































































































































































































































