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Directions paper 

Background and introduction  

The Essential Services Commission (the commission, ‘us’ or ‘we’) will undertake a review of the 
maximum prices the majority of Victorian water businesses can charge for water and sewerage 
services for the regulatory period commencing 1 July 2028 (the 2028 price review).1 

Our pricing powers and functions in Victoria’s water industry are governed by the Water Industry 
Regulatory Order 2014 (WIRO),2 which sits within the broader context of the Water Industry Act 
1994 (Vic) (WI Act) and the Essential Services Commission Act 2001 (Vic) (ESC Act). 

Under clause 13 of the WIRO we are required to issue a Guidance Paper to water businesses 
setting out our approach to each price review and information requirements that water businesses 
must provide. Our most recent Water Price Review Guidance Papers were released in November 
2024 for the 2026 Melbourne Water and North East Water price reviews. We intend to issue a 
Water Price Review Guidance Paper in September 2026 for the 2028 price review. 

However, ahead of the release of the Water Price Review Guidance Paper we have been asked by 
water businesses to provide early direction regarding our priorities for the water sector and 
requirements for the 2028 price review. We also believe it is helpful to provide an update on 
actions we are taking in response to our review of the effectiveness of the 2023 price review 
process.3   

This Directions paper provides the board and executive of water businesses with: 

• early direction regarding some aspects of the 2028 price review, to help shape the price 
submission process 

• information on how we will be reviewing and monitoring water business performance during the 
current regulatory period 

• advice on some of the longer-term themes and regulatory priorities for the water sector that we 
consider are important and will be monitoring and/or will influence our approach to the PREMO 
framework in future.  

 

1  The businesses that are not covered by the 2028 price review are North East Water and Melbourne Water, for whom 
prices will be set from 1 July 2026. 

2  The WIRO 2014 is available at http://www.gazette.vic.gov.au/gazette/Gazettes2014/GG2014G043.pdf#page=45, 
pp. 2485–2491. 

3  Our response to consultants FarrierSwier’s review of the 2023 Victorian water price reviews is available at 
https://www.esc.vic.gov.au/water/how-we-regulate-water-sector/premo-water-pricing-framework. 

http://www.gazette.vic.gov.au/gazette/Gazettes2014/GG2014G043.pdf%23page=45
https://www.esc.vic.gov.au/water/how-we-regulate-water-sector/premo-water-pricing-framework
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We appreciate that water businesses are facing a challenging environment with increasing 
infrastructure costs, climate change, and rapid customer and demand growth in some areas, and 
want to ensure that the regulatory framework supports businesses to rise to these challenges. 

The information provided in this paper represents our preliminary views and we will undertake 
further work in a number of areas prior to the Water Price Review Guidance Paper being released. 
To this end we will hold discussions, workshops and information sessions with water businesses 
and other stakeholders over the coming months.    

Improving PREMO and the water pricing framework 

The PREMO framework – Performance, Risk, Engagement, Management and Outcome – is a key 
element of the pricing framework for Victorian water businesses.4 PREMO represents the five 
elements by which a water business must demonstrate the ambition of its pricing proposal, in 
terms of the outcomes for customers and the value they represent. It is an incentive mechanism 
overlaying a standard ‘building-block’ regulatory pricing model, designed to elicit better quality price 
submissions and best-offer pricing proposals from the water businesses. PREMO links reputation 
and financial outcomes for water businesses to the value they deliver to their customers.  

A business must ‘self-rate’ its proposal against each of the elements. During the price review 
process, the commission also rates the water businesses’ against PREMO, with our decision used 
to determine the benchmark return on equity to be reflected in approved prices. We may 
downgrade a water business’s PREMO rating based on our assessment of their price submission. 
However, we will not rate a business higher than their self-rating, even if we observe a business 
has proposed actions or investments that could equate to a higher standard than their self-rating. 

The PREMO framework was designed to make the customer, not the regulator, central to a water 
business’s price submission. Water businesses must consult with their customers before, during 
and after developing their price submissions, and express their proposals in terms that reflect the 
outcomes they will be delivering to their customers.  

After completing the second round of PREMO price reviews in 2023 (14 businesses) and 2024 (2 
businesses), we engaged FarrierSwier to conduct a review of PREMO. This review confirmed that 
the PREMO approach is still highly regarded by the water sector and other stakeholders and is 
delivering on the original objectives by putting customers at the centre of pricing proposals.  

We concluded that wholesale change to the regulatory approach is not appropriate or necessary. 
However, we committed to uplifting our guidance, processes and timelines and engaging with 

 

4  The 2016 framework paper is available at https://www.esc.vic.gov.au/water/how-we-regulate-water-sector/premo-
water-pricing-framework. 

https://www.esc.vic.gov.au/water/how-we-regulate-water-sector/premo-water-pricing-framework
https://www.esc.vic.gov.au/water/how-we-regulate-water-sector/premo-water-pricing-framework
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water businesses to strengthen sector-wide understanding of the framework. It is clear that there 
remains considerable variation in the understanding of PREMO and its application across the 
water sector, providing opportunities for further improvements for future price reviews. Some of the 
actions we have taken to date include: 

• adding the following in the 2026 North East Water Price Review Guidance Paper (and where 
relevant, Melbourne Water): 

– making clear that water businesses need to demonstrate how they are building on previous 
proposals to deliver value to their customers 

– providing greater clarity on the criteria we will use to assess whether price submissions 
should be fast tracked. 

• Issuing guidance on the circumstances in which a price determination may be varied, and the 
process for doing so.5   

• Incorporating a feature in Regulatory Account Statements to help water businesses compare 
actual expenditure against benchmark allowances set at the last price review. 

• Releasing a New Customer Contributions Framework paper to support water businesses to set 
and administer New Customer Contributions and reflect them in their price submissions.  

However, there are a range of additional actions and updates that we are contemplating to improve 
the PREMO framework. Several of these were foreshadowed in our response to the PREMO 
review, while others are being considered in response to recent developments in the sector, 
including requests from water businesses. These are discussed below, noting that they are not 
exhaustive and we may include other changes in the formal 2028 Water Price Review Guidance 
Paper. 

The Performance element of PREMO 

The PREMO review identified that water businesses want more guidance on how the Performance 
element of PREMO operates and how to score their Performance element rating when preparing 
price submissions. It is critical that businesses have a focus on delivering the commitments to 
customers they made at the previous review (in terms of service outcomes and costs). 

As noted above, we provided more guidance on how the Performance element rating would 
operate in the 2026 Water Price Review Guidance Papers for North East Water and Melbourne 
Water. Water businesses that exceed expectations (e.g. better service outcomes or lower costs) in 
the current regulatory period should be able to demonstrate that a higher rating is appropriate. On 

 

5  Available at https://www.esc.vic.gov.au/water/water-industry-standards-codes-and-guidelines/guideline-3-2025-
varying-price-determination-re-opening. 

https://www.esc.vic.gov.au/water/water-industry-standards-codes-and-guidelines/guideline-3-2025-varying-price-determination-re-opening
https://www.esc.vic.gov.au/water/water-industry-standards-codes-and-guidelines/guideline-3-2025-varying-price-determination-re-opening
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the other hand, if there is a material shortfall in performance where customers did not receive the 
value they paid for (or where imprudent or inefficient costs risk leading to a price rise, and therefore 
lower value) we would expect businesses to assess their Performance element rating lower. 

This clarity should assist businesses with scoring their Performance element rating.  

However, we are also considering whether the incentives around the Performance element of 
PREMO and/or the broader pricing framework need to be further strengthened. Providing improved 
incentives would be consistent with clause 8(b)(iii) of the WIRO which requires us to place 
particular emphasis on the provision of incentives to pursue efficiency improvements.  

We are considering strengthening incentives around operating expenditure, in part due to data 
suggesting that operating expenditure in the current regulatory period is well above benchmarks. 
Of the 14 businesses that were part of the 2023 price review we have observed the following 
change in controllable operating expenditure from benchmarks to actual (excluding self-reported 
expenditure on one-off items) for 2024-25:  

• 3 (or 21 per cent) businesses underspent by up to 13.5 per cent  
• 4 (or 29 per cent) businesses overspent by up to 5 per cent  
• 1 (or 7 per cent) businesses overspent by between 5 per cent and 10 per cent  
• 4 (or 29 per cent) businesses overspent by between 10 per cent and 15 per cent  
• 2 (or 14 per cent) overspent by over 15 per cent.     

Higher operating expenditure does not affect short-term prices as businesses must bear the cost of 
any overruns in the current regulatory period. However, to the extent that higher costs increase the 
base year then they may increase the cost base, and prices, in the subsequent regulatory period. 

There are a range of ways to strengthen incentives when it comes to costs, particularly when it 
comes to significant overspends compared to benchmarks. These include strengthening the 
performance element of PREMO and/or the introduction of a stand-alone mechanism. Some 
potential options are described below. 

Consideration of a financial incentive 

A range of financial incentives could be adopted to promote continuous improvement in operating 
expenditure. One of these is an Efficiency Benefit Sharing Scheme (EBSS) (as adopted by the 
Australian Energy Regulator, AER) which can benefit customers by providing a continuous 
incentive to pursue efficiency improvements and undertake efficient operating expenditure during a 
regulatory period. Under an EBSS businesses are rewarded (or penalised) for operating 
expenditure savings (or over expenditure) compared to benchmarks in each year. Businesses 
receive a benefit (or penalty) based on a share of the cost savings (or overruns) through greater or 
lower prices in the subsequent regulatory period.  
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In addition to generally strengthening the incentive to control operating costs, an EBSS addresses 
two specific issues with the base-step-change approach to forecasting operating expenditure 
adopted under the PREMO approach. The EBSS provides: 

• a reduced incentive to increase operating expenditure in the base year (typically year four of 
the period), which would be reflected in forecast operating expenditure benchmarks in the 
following regulatory period  

• a more continuous incentive to reduce costs in each year of the regulatory period. Without an 
EBSS, businesses have a greater incentive to reduce costs in the early years of a regulatory 
period, as they get to retain the benefits for longer. 

IPART applies a very similar scheme to water businesses in NSW, which also focusses on the 
incremental gains and losses each year.6 One difference is that IPART calculates the long term net 
present value of gains and losses and shares them 20:80 between the business and customers, 
whereas the AER scheme specifically only carries forward gains or losses for businesses for five 
years. IPART also makes an adjustment for within-period financing benefits, which the AER does 
not.7 

Other financial incentives could include such things as adjusting the return on equity component as 
part of a price determination where businesses have over or under-spent compared to forecasts.  

We will consult with water businesses regarding potential financial incentives for operating 
expenditure over the coming months, with the aim of confirming any changes in the 2028 Water 
Price Review Guidance Paper. 

We do not propose to introduce financial incentives or other carryover mechanisms in relation to 
capital expenditure at this time. 

We will explore incentive mechanisms with the sector at the upcoming workshops. 

Including cost outcomes in fast tracking consideration 

To date, our consideration of whether to fast track price submissions has focused primarily on the 
quality of the submission. We could extend this to include consideration of the extent to which 
water businesses had met their commitments to customers, including in relation to costs, in the 
current regulatory period. This is discussed further below. 

 

6  IPART’s EBSS is described in its Handbook for Water Regulation which is available here: Handbook-Water-
regulation-July-2023-V2.PDF. 

7 www.aer.gov.au/industry/registers/resources/reviews/review-incentive-schemes-regulated-networks/final-decision. 

 

https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Handbook-Water-regulation-July-2023-V2.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Handbook-Water-regulation-July-2023-V2.PDF
https://url.au.m.mimecastprotect.com/s/Ki8fCK1D9BU20LZ9FnFjS5lsQJ?domain=aer.gov.au
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Greater public accountability and reporting  

Water businesses provide a range of information to the commission and their customers via 
different mechanisms. This includes: 

• information on customer outcomes against the output measures and targets they set as part of 
a price review. This data is provided to us and then we publish it in an Outcomes Report, which 
is typically issued in October each year 

• performance against a set of common indicators which we release publicly in our annual Water 
Performance Report, typically around December each year 

• regulatory accounts provided to us each year, however this information is not made public.   

Customers are therefore not necessarily aware of whether businesses are under- or over-spending 
compared to benchmarks. One option to strengthen the Performance incentive, particularly as it 
relates to costs, would be for us to make cost information available publicly, either in a stand-alone 
report or as part of either the Outcomes Report or Water Performance Report. Combining cost and 
performance information in a single report would allow customers and us to understand any trade-
offs between outcomes and costs – for example higher costs may be associated with higher 
standards of service, and vice-versa. 

Customers would be able to see how costs were trending within and across businesses and 
compared to benchmarks set in the prior price review. Businesses would have the opportunity to 
transparently explain differences to the benchmarks. This might include granular information on, for 
example, spending on renewals versus new capital expenditure – see below. 

We also note that we have now provided a spreadsheet tool to assist water businesses track cost 
outcomes against the previous price determination for operating and capital expenditure (amongst 
other things). We expect this tool will assist water business management to track expenditure 
outcomes versus benchmark allowances and keep their boards up to date. 

Fast Tracking  

Fast tracking price submissions provides the opportunity to reduce compliance costs associated 
with the price review process for both water businesses and ourselves. It also provides reputational 
incentives for fast tracked businesses. We note the support from water businesses for fast tracking 
and intend to make better use of this feature at the 2028 price review. 

It is important that where any fast tracking occurs, it does not bypass the procedural requirements 
of the WIRO and ensures the interests of customers and other stakeholders are protected.  

We are more likely to fast track in those instances where we can verify proposals in the price 
submission efficiently and effectively. The 2026 Guidance Papers for North East Water and 
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Melbourne Water set out the following criteria for judging whether submissions should be fast 
tracked: 

• the quality and accuracy of the submission, and any other matter we consider is relevant 
• how well water businesses demonstrate they have captured the views of their customers and 

explain how they have considered feedback 
• how promptly water businesses provide clear and robust supporting evidence, where 

requested, to justify their proposals. 

We are examining ways to enhance and clarify the fast track process and anticipate providing 
additional guidance in the 2028 Water Price Review Guidance Paper. 

Deliverability  

We are considering whether to introduce proven track record in deliverability as an additional 
criteria for fast track consideration. If water businesses have demonstrated their past ability to 
make robust and accurate forecasts and then deliver on commitments, we will have confidence in 
their ability to meet future undertakings. This track record in delivery would reflect such things as: 

• delivering the capital expenditure program (or being able to demonstrate prudent and efficient 
delay/bring-forward of capex projects) 

• achieving operating expenditure benchmarks  
• achieving customer outcomes – such as customer ratings for overall satisfaction in the current 

regulatory period, both in terms of self-changes from quarter-to-quarter, and changes relative 
to movements in State averages. 

Long term focus and planning 

In our response to the PREMO review we noted business concern that there was too much focus 
on short term price impacts and insufficient attention on longer-term challenges. 

The commission’s legislative objective is to promote the long-term interests of Victorian 
consumers. It is critical that the regulatory framework reflects the role of the businesses as a long-
life asset owner and that businesses are able to plan for the long-term needs of their customers. A 
failure to plan for the long-term creates a risk of both under-delivery of services and higher prices.  

While our price determinations only apply for the regulatory period, in making determinations we 
have regard to a minimum 10-year timeframe, including capital expenditure and financial 
sustainability measures over this 10-year period. Indeed, if it assists with long-term planning, 
businesses can propose price determination periods of longer than five years, and we have 
approved longer periods for some businesses in the past. Price determination periods ultimately 
represent a ‘slice’ of longer-term plans and strategies.  
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We also understand the challenges in longer-term planning, particularly for capital expenditure 
where historical data for Victorian water businesses shows forecasts of expenditure in 5-10 years’ 
time have been understated by around 100 per cent.  

In considering capex forecasts we will look for confirmation that businesses’ 5-10 year plans and 
proposals are consistent with their longer-term plans and strategies, including those mandated by 
the Statement of Obligations. This is particularly the case where expenditure aims to address 
longer-term challenges or brings-forward expenditure. While the price submissions are required to 
provide investment outlooks across 10-years we expect most businesses will have plans that 
extend beyond this timeframe. We note that the Statement of Obligations requires businesses to 
engage its customers and the community in its planning processes and we expect that community 
input will have been part of the development of these long-term strategies and plans. 

We are also aware that a prudent and efficient approach to dealing with longer term issues, such 
as climate change, may involve asset expenditure in the short-term, with aim of avoiding greater 
expenditure in future periods. Where this is the case, we would expect businesses to demonstrate 
the benefits of this expenditure. In our 2026 North East Water Price Review Guidance Paper we 
suggested water businesses refer to guidance provided by the Queensland Competition Authority 
on expenditure associated with climate change, in particular table 1 from page 7 as captured below 
which set out the four key elements of a robust business case for climate-related spending.8  

 

8  Queensland Competition Authority 2023, Guideline: Climate change related spending, September. The guideline is 
available at: https://www.qca.org.au/wp-content/uploads/2023/09/qca-climate-change-guideline-september-2023.pdf. 

https://www.qca.org.au/wp-content/uploads/2023/09/qca-climate-change-guideline-september-2023.pdf
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Asset management  

Appropriate long-term management of assets through ongoing maintenance and replacement, 
refurbishment and renewals, is critical for maintaining service standards.  
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Businesses are required, amongst other things, to ensure that their plans, systems and processes 
have regard to the ISO 55000 standards which maintain the standards and conditions of service 
and optimise the whole of life cost of providing the service. 

Recent examples of asset failures in other jurisdictions highlight the significant environmental, 
health, and economic impacts that underinvestment in existing assets can have.9 It is important 
that expenditure on ‘growth’ and ‘improvement’ assets does not crowd out spending on existing 
ones.   

When monitoring businesses’ capital expenditure against forecasts we will focus not just on total 
spending but also spending on major projects and by category – renewals, growth and 
improvement/compliance. Alongside information on performance outcomes, this will assist us to 
understand the extent to which businesses are investing in existing assets. 

We will also consider demonstration of sound asset management when considering PREMO 
ratings, potentially through inclusion of a specific reference in the management (M) component of 
the PREMO assessment tool. 

Where businesses have had EPA enforcement action we will look to ensure that actions are being 
taken to address these findings, including through capital expenditure.  

Managing Risk  

One of the original reasons for developing the PREMO approach was our concern that water 
businesses were adopting overly risk-averse assumptions about a range of inputs to the price 
determination. As a result, customers were inappropriately bearing risk on behalf of the water 
business and paying higher prices than they otherwise might. Water businesses were arguably not 
sufficiently incentivised to manage risk and be accountable for service quality. 

We appreciate that there is uncertainty around many aspects of a water businesses’ operating 
environment, which increases risk, but it remains the case that usually the water business, rather 
than customers, are best placed to manage this risk. This promotes efficient use of resources and 
reduces overall costs.  

In general, the treatment and allocation of risk in price review submissions have improved 
substantially under PREMO. However, we remain concerned that some businesses continue to 
unduly allocate risks to customers through, for example, by: 

 

9  Two recent examples include failure at Wellington’s Moa Pont wastewater treatment plant on 4 February 2026, and 
collapse of a sewer in Maryland USA on 19 January 2026. 
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• proposing to include the costs for highly uncertain projects and large contingencies in capital 
expenditure forecasts (and therefore, prices)  

• justifying price increases on the basis of financial viability concerns, without providing evidence 
they have fully explored other avenues to manage financial performance. 

There are already a number of elements in the regulatory framework that act to ameliorate the risk 
on water businesses. These include: 

• prices are indexed each year so businesses do not bear inflationary risk 
• the rate of return provides compensation for non-diversifiable risk  
• actual prudent and efficient capital expenditure is rolled into the asset base at the end of the 

regulatory period, meaning the financing costs of any overspends compared to benchmarks 
only need to be borne for a short period  

• re-opening – as noted above we recently issued guidance on the circumstances in which a 
price determination may be varied, and the process for doing so. 

Accompanied by sufficient justification, businesses are also able to use other tools to manage risk, 
including:  

• the form of price control, which can assist in managing the risk that actual demand varies from 
forecast 

• the use of different tariff structures, notably a different mix of fixed and variable charges, higher 
fixed charges can also reduce demand risk 

• the length of the regulatory period – shorter regulatory periods can reduce the risk of 
forecasting uncertainty. 

We reiterate our expectation that water businesses should manage the risks associated with 
uncertain capital expenditure forecasts in their price submissions. Rather than including upfront 
allowances for uncertain projects and contingencies, businesses need to seek alternative ways to 
mitigate construction and capital forecasting risk, such as through better project or contract 
management. Alternatively, businesses can exclude planned but not fully scoped projects, or 
projects with uncertain delivery schedules, from upfront cost recovery.  

More detail on how we expect businesses to manage risk, and the information required to be 
included in pricing submissions, is contained in the 2026 North East Water Price Review Guidance 
Paper. This includes information relating to managing risks related to climate change. 

We do not anticipate that guidance on this matter will change materially in the 2028 Water Price 
Review Guidance Paper. 
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Exploring cross-sector opportunities for savings 

Water business expenditure needs to be consistent with that which would be incurred by a prudent 
service provider acting efficiently to achieve the lowest cost of delivering on service outcomes, 
taking into account a long-term planning horizon. 

We note that the Independent Review of the Victorian Public Service and the Government’s 
response,10 which identified that greater levels of cross-sector collaboration, might have benefits 
for customers including in areas such as: 

• joint procurement of materials and services 
• achieving greater economies of scale in back-office functions 
• accessing sector-specific specialist expertise (e.g. in engineering) that may be available from 

other water businesses at lower cost than can be provided by third party consultants 
• construction of regional-scale capital projects and, at the boundaries, interconnection and 

integration of networks. 

We are aware that many water businesses already collaborate with their peers to reduce costs, 
and some arrangements are long standing. However, we believe it is timely for all water 
businesses to review opportunities for cross-sector collaboration. In our 2028 Water Price Review 
Guidance Paper we will ask businesses to confirm that they have investigated opportunities for 
collaborating across the sector with the aim of reducing costs or improving service standards.    

Integrating the corporate plan and price submission  

Water businesses are required under section 247 of the Water Act 1989 to prepare an annual 
Corporate Plan for submission to the Minister for Water and the Treasurer. This is essentially a 
rolling five-year outlook.  

Whilst the Corporate Plan must be made available by a water business at its office for inspection 
during business hours it is not ordinarily provided to the commission. As it is essentially a rolling 
five-year outlook we consider one of its functions should be to identify, track and clearly explain 
divergences from the price determination in both actual delivery and revised forecasts.  

Information prepared for the Corporate Plan could therefore be used to demonstrate performance, 
both annually and in price submissions (as discussed above). 

 

10  The Review report and the Government’s response are available at https://www.vic.gov.au/vps-review. 

https://www.vic.gov.au/vps-review


 

 

Essential Services Commission Directions paper: Preparing for the 2028 Price 
Review    

13 

We will work with DEECA to identify opportunities to better align the Corporate Plan and price 
submission and monitoring process. 

Financial sustainability 

During and after the 2023 price review, some businesses and industry stakeholders suggested that 
there were looming financial viability issues in the Victorian water sector, centred around debt 
funding of major capital projects. We heard feedback that some stakeholders considered that 
actual debt levels were uncomfortably high and out of kilter with that observed in other sectors. 

We are acutely aware of the importance of financial sustainability. A water business that cannot 
operate comfortably within financially sustainable bounds is unlikely to be able to deliver efficient 
and quality services to its customers. Section 8 of the ESC Act obliges us to have regard to the 
financial viability of the industries (or businesses) we regulate. Section 8A(1)(b) of the WIRO also 
requires us to have regard to, and place particular emphasis on (amongst other factors), the 
financial viability of the regulated water industry. 

Taking on appropriate levels of debt is consistent with ensuring intergenerational equity and 
enables businesses to match asset lives with the period over which they are funded. This affords 
businesses broad scope to strike an appropriate balance between short-term pricing impacts on 
current customers and longer-term investment requirements for future customers. The alternative 
to assuming debt - raising short-term prices or funding from reserves – may inappropriately burden 
existing customers with the cost of capital projects that in many cases will provide customer 
benefits for several generations.   

The regulatory framework supports businesses taking on appropriate levels of debt including by 
providing for a regulated return on the regulated asset base (RAB), and assuming a 60:40 debt to 
equity (gearing) ratio. Further, because prices are indexed annually by inflation, existing debt 
(which is fixed in nominal terms) reduces in real terms. 

This enables Victorian water businesses to operate sustainably at higher debt levels than most 
other sectors of the economy. The use of a benchmark 60:40 gearing ratio (and a BBB credit 
rating) is standard practice in Australian infrastructure regulation, is consistent with competitive 
neutrality11, and is adopted by the AER as well as State and Territory regulators. 

Most of the businesses that participated in the 2023 price review, particularly those in regional 
Victoria, have regulatory gearing ratios less than 60:40 for 2024-25, as shown below: 

 

11  Competitive neutrality is the principle that government-owned businesses do not have a competitive advantage over 
the private sector. 
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• Metropolitan businesses range from 64 per cent to 90 per cent 
• 2 regional/rural businesses over 70 per cent 
• 1 regional/rural business range between 50 per cent and 60 per cent 
• 4 regional/rural businesses range between 30 per cent and 40 per cent  
• 5 regional/rural businesses range between 10 per cent and 30 per cent.  

We note that most regulated Australian energy businesses have gearing ratios of well above 60:40 
yet maintain investment grade credit ratings. 

As part of discharging our obligation to have regard to the financial viability of Victorian water 
businesses, we conduct a financeability test where we compare four financial ratios against 
thresholds required for businesses to maintain an investment grade credit rating. We calculate 
these ratios based both on the assumed 60:40 gearing ratio, as well as the business’s actual 
gearing ratio.  

Our assessment of financial viability as part of the 2023 price review indicated that all businesses 
met the financial viability ratios. For example, results for 2024-25 show that: 

• in relation to the Funds from Operations to Interest Cover Ratio (which measures the short-
term ability to service debt), all businesses achieved or exceeded the 1.5 times benchmark, 
with a range of 1.5 to 31.6 and an (unweighted) average of 5.6 times 

• in relation to the Funds from Operations to Net Debt Ratio (which measures the medium-term 
ability to repay debt), all but two (both metropolitan) businesses exceeded the 6% benchmark, 
with a range of 4.3 per cent to 87% and an average of 18 per cent. 

Nevertheless, in response to feedback we undertook a review in 2024 of the financial sustainability 
metrics used in the price submission templates, and which we have regard to when making price 
determinations.   

As a result of this work we introduced new indicators, including a range of ‘notional’ indicators, and 
a new retained cash flow (RCF) to net debt indicator, in the 2026 North East Water Price Review 
Guidance Paper.   

We are confident in our methods for assessing financial viability and ensuring that our price 
determinations do not compromise financial viability. In the rare circumstance where the revenue 
requirement estimated via a building block methodology would not provide a business with 
sufficient cash flow to remain viable in the short-term based on the indicators we use, we can make 
a ‘safety net’ adjustment to prices. 

At this stage we intend to have regard to the same indicators and benchmark ranges for the 2028 
price review as we proposed for the current North East Water and Melbourne Water reviews. 
Where businesses are concerned about financial viability they should demonstrate their financial 
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risks by providing us with credit rating assessments undertaken by an independent credit rating 
agency. 

Customer engagement 

Our expectations regarding customer engagement when developing price submissions are 
expressed through five principles which have remained largely unchanged since the framework 
was introduced. These principles provide scope for water businesses to focus on appropriate 
engagement, tailored to the individual businesses and customers’ needs. We are intending no 
material change to these principles in 2028.  We don’t expect businesses to increase the volume or 
level of engagement, however; we do expect businesses to demonstrate the ‘golden thread’ linking 
engagement to outcomes and performance. 

Consistent with recent price reviews, we intend to continue to focus on inclusive and effective 
engagement practices that support the participation of First Nations people and people 
experiencing vulnerability - which is similar to the approach we took at the 2023 and 2024 price 
reviews. 

Engaging First Nations customers 

In the case of First Nations people, we expect water businesses to think more broadly on how they 
engage diverse Aboriginal voices on consumer issues. This may include First Nations customers, 
Aboriginal Community Controlled Organisations, Traditional Owner groups and other organisations 
providing customer support or advocacy to First Nations consumers. 

Engaging Traditional Owner groups 

We expect water businesses to invest in and develop meaningful and ongoing relationships with 
Traditional Owner groups, in accordance with broader policy settings and obligations. Consistent 
with the principle of self-determination, we expect water businesses to engage with Traditional 
Owner groups as holders of rights and interests in relation to land and waterways, particularly, on 
matters relating to land and water management. 

We expect water businesses to have developed relationships with Traditional Owner groups such 
that they fully understand Traditional Owner rights, interests, aspirations and priorities as they 
relate to land, water and related matters, and are able to prepare a price submission that:  
• considers the risks and impacts of proposed investment and activities on Traditional Owner

rights and interests, and how these will be mitigated or addressed; and
• includes tangible self-determined outcomes that reflect Traditional Owner aspirations and

priorities, noting these outcomes will also deliver value to all customers.
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We do not expect water businesses to realise all Traditional Owner priorities, acknowledging that 
progress will be iterative and will require continuous effort. It is for water businesses to work with 
Traditional Owners to identify appropriate outcomes, including those that might best align with 
broader service priorities. In exceptional circumstances where alignment has not or cannot be 
reached, we expect water businesses to explain and justify this result. 

We note historically that many Traditional Owner groups have been engaged late in the price 
submission process, and/or on a narrow set of issues or pre-determined outcomes, inconsistent 
with the principle of self-determination. 

We appreciate that there may be challenges for some water businesses when engaging with 
Traditional Owner groups, for example, where Traditional Owners do not wish to engage or have 
competing priorities. We expect water businesses to make best efforts to engage and to put in 
place measures to remove barriers Traditional Owner groups may experience when engaging with 
them, including time, capability and capacity barriers. We expect the effectiveness of water 
business engagement with Traditional Owner groups to strengthen under future price reviews. 

PREMO assessment tool – Engagement 

In the 2026 Guidance, we are planning to provide further detail in the PREMO assessment tool, 
including to differentiate between standard, advanced and leading Engagement self-ratings. 

Consistent with our expectations on engaging with Traditional Owner groups, a water business 
seeking to self-assess as advanced or leading should also consider examples that demonstrate: 

• strong and supported relationships with Traditional Owner groups, with ongoing engagement 
and enduring relationships beyond the price submission process (for example, incorporation in 
longer-term plans and strategies) 

• deep understanding of Traditional Owner rights, interests, priorities and aspirations as they 
relate to land and water management 

• meaningful opportunities for self-determined Traditional Owner outcomes to be identified early, 
tested through the engagement process and incorporated into a price submission 

• an understanding of the risks and impact of investment and activities on Traditional Owner 
rights and interests, and how these will be mitigated or otherwise addressed. 

Among the matters we consider is how a water business justifies when and how it engaged with 
their various customer groups, and the matters it decided to engage on. This justification will be 
particularly important where Traditional Owner engagement has not occurred or has occurred late, 
or where a pricing submission does not include self-determined First Nations outcomes. 
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Considering First Nations rights and interests across the PREMO 
framework  

The water sector can also expect to see increased consideration by the commission of the rights 
and interests of Traditional Owner groups and First Nations consumers across the different 
elements of the PREMO framework. We expect water businesses to develop targeted outcomes 
informed by their engagement with First Nations customers and Traditional Owner groups, and to 
have regard to management, risk and future performance. We intend to update our Water Price 
Review Guidance Paper for upcoming price submissions to include matters that water businesses 
should demonstrate, consistent with this approach. We will engage with Traditional Owner groups 
and relevant First Nations interest holders in developing our Water Price Review Guidance Paper. 

New Customer Contributions 

One of our priorities is to ensure that water businesses are giving effect to the New Customer 
Contributions Framework which we released in January 2026 to support water businesses set and 
administer New Customer Contributions – the one-off upfront charges that may be levied when a 
new property connects to the network or when the capacity of an existing connection is increased. 
This followed our experience with the 2023 water price review where we observed weaknesses in 
relation to: 

• the justification and documentation of New Customer Contributions 
• inconsistent transparency and engagement with connection applicants 
• variation in the application of standard and negotiated charging arrangements. 

The New Customer Contributions Framework paper built on the previous principles-based 
approach to New Customer Contributions, placing a greater emphasis on transparency, 
justification and governance in how those principles are applied. The new framework requires 
water businesses to clearly set out, justify and consistently apply their approach to New Customer 
Contributions and related connection arrangements.  

The 2028 Water Price Review Guidance Paper will reflect the New Customer Contributions 
Framework paper and our assessment of New Customer Contribution proposals in price 
submissions will be consistent with this framework.   

We will be monitoring how the New Customer Contributions Framework is being administered to 
promote compliance and track performance throughout price determination periods. As we noted, it 
is important that businesses have transparent New Customer Contribution policies and are able to 
provide timely and accurate information on applicable New Customer Contributions in response to 
enquiries. This applies particularly in the case of connection enquiries from large and/or complex 
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connections (e.g. data centres), where it is desirable that connection offers (a) avoid cross-
subsidisation from existing customers (unless there is a clear reason why this should not be the 
case) and (b) be timely and clear on terms, connection processes and payment timeframes. 
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