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Report disclaimer 

This report is for the exclusive use of the Essential Services Commission to inform decisions 
in relation to the 2026 Water Price Review. There are no third-party beneficiaries with 
respect to this report, and FTI Consulting does not accept any liability to any third party. 

Information furnished by others, upon which all or portions of this report are based is 
believed to be reliable but has not been independently verified, unless otherwise expressly 
indicated. Public information and industry and statistical data are from sources we deem to 
be reliable. However, we make no representation as to the accuracy or completeness of such 
information. FTI Consulting accepts no responsibility for actual results or future events. 

The opinions expressed in this report are valid only for the purpose stated herein and as of 
the date of this report. No obligation is assumed to revise this report to reflect changes, 
events, or conditions, which occur subsequent to the date hereof. 

All decisions in connection with the implementation or use of advice or recommendations 
contained in this report are the sole responsibility of the client. This report does not 
represent investment advice, nor does it provide an opinion regarding the fairness of any 
transaction to any and all parties. 
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ABBREVIATIONS AND ACRONYMS 

ACCU Australian Carbon Credit Units 

ANCOLD Australian National Committee on Large Dams 

BBbu Burndap Birrarung burndap umarkoo (formerly referred to as the Yarra Strategic 
Plan) 

Base-step-
trend 

The approach used to assess operating expenditure which involves assessing 
changes in proposed baseline year expenditure, step changes in expenditure from 
the baseline and trends in relation to growth and efficiency. 

Benchmark 
allowance 

The amount of expenditure approved by the ESC as part of its determination for 
the PS5 regulatory period. 

Controllable 
costs 

Costs the business can directly or indirectly influence through its own operational 
decisions. 

DEECA Department of Energy, Environment and Climate Action 

DSS Development Services Schemes 

ESC Essential Services Commission 

EPA Act Environment Protection Authority Act 2017 

ETP Eastern Treatment Plant 

IT Information Technology 

Materiality  A threshold applied to consider materiality of proposed step changes, defined as 
0.5 per cent of total baseline expenditure over the PS5 regulatory period, which 
equates to 4.55 million for Waterways and Drainage, $8.42 million for Water and 
Sewerage and $12.97 million for combined expenditure per step change item 
over the PS5 regulatory period. 

NCC New customer contributions (also referred to as developer charges) 

Non-
controllable 
costs 

Costs the business is unable to directly or indirectly influence through its own 
operational decisions. Examples include regulatory licence fees, and the 
environmental contribution 

PREMO ESC’s approach to assessing price submissions, which includes an assessment of 
price, risk, engagement, management and outcomes. 

PS5 Price Review Period 5 – the fifth water price review period for Melbourne Water 
comprising the five years from 1 July 2021 to 30 June 2026  

PS6 Price Review Period 6 – the sixth water price review period for Melbourne Water 
comprising the five years from 1 July 2026 to 30 June 2031. 

REC Renewable Energy Certificate 

SaaS Software as a Service 
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SGC Superannuation Guarantee Contribution 

Totex A combined measure of total operating expenditure and capital expenditure 

Water Act Water Act 1989 (Vic) 

WTP Western Treatment Plant 

WWTP Wastewater treatment plant 

W&S Water and sewerage 

WW&D Waterways and drainage 
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EXECUTIVE SUMMARY 

FTI Consulting has been engaged by the Essential Services Commission (ESC) to undertake an 
independent expert review of Melbourne Water’s forecast controllable operating and capital 
expenditure from 1 July 2026 onwards.  

This water price review focuses on the last two of the 191 Victorian water businesses in this round of 
reviews, following the 2023 and 2024 water price reviews.  

Our assessment has had regard to the legal framework set out in the Water Industry Regulatory Order 
2014, which sits within the broader context of the Water Industry Act 1994 and the Essential Services 
Commission Act 2001. It also aligns with the ESC’s PREMO approach and specific guidance setting out 
how it will assess Melbourne Water’s price submission.2  

While our assessment is focused on the prudency and efficiency of forecasts for the next regulatory 
period, the ESC is introducing the backward-looking ‘performance’ element of PREMO, holding water 
businesses accountable for commitments made in the previous price review.3 Accordingly, we have 
assessed Melbourne Water’s actual capital expenditure in the PS5 regulatory period, focusing on 
whether it has delivered the proposed capital program and justified any variances.4 

This report sets out our views as to whether Melbourne Water has demonstrated its forecasts of 
capital and operating expenditure are prudent and efficient and our recommended adjustments (if 
any) to be reflected in the benchmark allowances for forecast expenditure for the next regulatory 
period. Our recommended adjustments do not reflect reductions in the amount of expenditure the 
business can spend, but rather the amount appropriately reflected in benchmark allowances and 
recovered through prices in this regulatory period. 

Overall, we assessed most of Melbourne Water’s forecast controllable operating expenditure and 
capital expenditure for the PS5 regulatory period as prudent and efficient, but recommended 
adjustments where it has not demonstrated the prudency and efficiency of its expenditure. Table 1 
summarises our recommended benchmark allowances for the PS5 regulatory period. 

Table 1: Recommended benchmark allowances for the PS5 regulatory period ($ 1 January 2026, millions) 

Expenditure Proposed Recommended Difference (%) 

Controllable operating expenditure 2,789.36 2,684.47 -3.8 

Capital expenditure 7,856.1 7,300.18 -7.08 

Source: FTI Consulting assessment. 

 

 

1 The Victorian water sector comprises 18 separate water businesses, but we refer to 19 water businesses in this report for 
comparison purposes as Lower Murray Water includes urban and rural water businesses which have been assessed separately 
by the ESC in the past. 
2 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024. 
3 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.v and 4. 
4 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.v and 4. 
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Forecast operating expenditure 

The ESC approved a benchmark allowance for controllable operating expenditure for Melbourne 
Water for the five-year PS5 regulatory period of $2,326.18 million comprising: 

 Water and Sewerage: $1,420.17 million 
 Waterways and Drainage: $906.01 million.5 

Melbourne Water’s expenditure performance and proposal is markedly different to other businesses 
reviewed in previous water price reviews: 

 actual controllable operating expenditure materially is expected to exceed the benchmark 
allowance for the current period by 11 per cent ($51.42 million) compared to an average 8.0 
per cent for other Victorian water businesses 

 its workforce has increased significantly by 230 FTE (an increase of 20 per cent above the total 
number of FTEs in 2020-21)6 despite not forecasting any growth in its workforce in the last 
review 

 it proposed 22 step changes for the PS6 regulatory period with a cumulative value of $200.61 
million, compared to an average of seven step changes for other Victorian water businesses 
with an average cumulative value of $19 million. 

Melbourne Water forecast its total controllable operating expenditure using the base-step-trend 
approach following the ESC’s Guidance, which is further explained in this report. 

Figure 1 indicates Melbourne Water’s controllable operating expenditure has been increasing. For the 
first four years of the PS5 regulatory period, actual total controllable operating expenditure to 2024-
25 was $2,028.79 million, which was 9 per cent above the PS5 benchmark allowance for those first 
four years. Ultimately, its total controllable operating expenditure is expected to finish 11 per cent 
higher than the benchmark allowance for the PS5 regulatory period. 

For the PS6 regulatory period, Melbourne Water forecasts total controllable operating expenditure of 
$2,789.36 million, which is a further 6.7 per cent above its expected controllable operating expenditure 
for the PS5 regulatory period, as shown in Figure 1. The increased expenditure is mainly attributable 
to its proposed step changes.  

 

 

5 Melbourne Water, Revised financial template, December 2025. 
6 Melbourne Water, Revised financial template, December 2025. 
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Figure 1: Melbourne Water’s actual and forecast controllable operating expenditure by year ($ 1 January 2026, 
millions)a 

  
a Applies Melbourne Water’s adjusted baseline operating expenditure in 2025-25 and 2025-26. 

Source: FTI Consulting analysis, based on Melbourne Water, Revised financial templates, December 2025. 

Baseline 

Melbourne Water’s baseline 2024-25 controllable operating expenditure before adjustments was 
$555.32 million. It removed $36.53 million in baseline adjustments from its actual 2024-25 
expenditure, resulting in adjusted baseline expenditure of $518.79 million. This adjusted baseline 
expenditure is $51.42 million (11 per cent) higher than the ESC’s approved 2024-25 benchmark 
allowance of $467.37 million. 

We are satisfied Melbourne Water made appropriate adjustments to remove non-recurring items 
incurred in 2024-25, and to include normally recurring items that did not occur in that year.  

Melbourne Water identified several drivers of its increased base year expenditure, including chemicals 
costs, land development, Information Technology (IT) and labour-related costs. However, it did not 
fully explain or substantiate $11 million of the $51.42 million baseline expenditure increase nor did it 
demonstrate the following expenditure items are recurrent: 

 $1.9 million in labour-related costs  
 $9.1 million in other cost increases, which comprise several different items.  

We recommend these amounts be removed from the baseline, which reduces Melbourne Water’s 
adjusted baseline controllable operating expenditure to $507.79 million. This is still $40.42 million (or 
8.6 per cent) above the 2024-25 benchmark allowance. 

The ESC’s 2021 Final Decision included a $21.2 million uplift in Melbourne Water’s waterways and 
drainage operating expenditure subject to Melbourne Water demonstrating in this price review ‘how 
much, if any’ of this approved uplift should be retained in baseline expenditure in the PS6 regulatory 
period. We are satisfied Melbourne Water’s $4.9 million waterways and drainage expenditure in the 
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We also reviewed Melbourne Water’s cost allocation principles and methodology and consider they 
are reasonable. Table 2 summarises our assessment of Melbourne Water’s adjusted baseline 
expenditure.  

Table 2: Summary of assessment of baseline increases ($ 1 January 2026, millions) 

Driver Proposal Assessment Adjustment 

Higher maintenance expenditure 1.6  - 

Higher chemical costs 4.5  - 

Waterways and Drainage uplift -1.3  - 

Land development 9.3  - 

IT and labour – cyber security 5.4  - 

Other IT 8.7  - 

Insurance 1.1  - 

Labour 9.6  1.9 

Mental health care levy 3.2  - 

Unidentified/miscellaneousa 9.1  9.1 

a Totals may differ due to rounding. 

Green – accepted; Amber – recommend adjustment; Red – recommend removal. 

Source: FTI Consulting assessment. 

Step changes 

Melbourne Water proposed 22 step changes related to its water and sewerage (W&S) and waterways 
and drainage (WWD) services worth $200.61 million over the PS6 regulatory period. By comparison, 
price submissions for other Victorian water businesses assessed in the 2023 and 2024 water price 
reviews put forward on average seven step changes, as shown in Appendix A. 

In assessing these step changes, we have focused only on step change increases and have accepted 
three step change reductions related to Insurance, Patterson Lakes jetties and expenditure arising 
from capital projects related to pump renewal.  

We have also assessed material step changes only, unless they satisfied one of our other step change 
criteria. This reflects our view that a prudent business operating efficiently should be able to mitigate 
or otherwise absorb expenditure under this materiality threshold from within its benchmark 
allowance.  

We consider a materiality threshold of 0.5 per cent of total baseline controllable operating expenditure 
over the PS6 regulatory period is modest and appropriate given Melbourne Water’s significant increase 
in baseline expenditure, and relatively ambitious adjustments for growth and efficiency of 2 per cent 
per year. For Melbourne Water, the materiality threshold equates to $4.55 million for Waterways and 
Drainage, $8.42 million for Water and Sewerage and $12.97 million for combined expenditure over the 
PS5 regulatory period per step change item.  
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Table 3 summarises the outcome of our assessment of proposed step changes, including 
recommended adjustments.  

Table 3: Recommended step change adjustments ($ 1 January 2026, millions) 

Step change Proposal Assessment Adjusted 

Step change reductions    

Corporate overheads – Insurance -4.79  -4.79 

Operating expenditure from capital projects: pump renewal -0.2  -0.2 

Patterson Lakes jetties -0.15  -0.15 

Step change increases    

Corporate overheads – Electricity 41.50  41.50 

Corporate overheads – Information Technology 33.10  33.10 

Corporate overheads – Operational Technology 14.95  14.95 

Corporate overheads – Carbon offsets 13.31  13.31 

Operating expenditure from capital investment: sewerage 28.97  19.25 

Maintenance of developer assets 13.50  0.0 

Operating expenditure from capital investment: water 9.90  6.34 

Fluoride contract 9.69  0.0 

Waterway manager 7.28  0.0 

Floodplain manager 7.29  4.05 

Step changes below the materiality threshold     

Hardship program 6.88  6.88 

Traditional Owner Partners 6.81  6.81 

Tarago recreational access 4.77  4.77 

Burndap Birrarung burndap umarkoo 2.87  0.0 

Operating expenditure from capital investment: waterways 
and drainage 

1.80  1.80 

Ramsar Wetland coordinator 1.87  1.87 

Koo We Rup floodplain manager 0.61  0.61 

Diversion maintenance 0.29  0.29 

Quiet Lakes pumping costs 0.26  0.26 

Totala 200.61  150.72 

Green – accepted forecast; Amber – adjusted forecast; Red – rejected forecast. 
b Totals may not add due to rounding. Some step changes were aggregated in Melbourne Water’s financial template. 
Source: FTI Consulting. 
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Based on our assessment, we recommend several adjustments including because some are already 
covered by the growth allowance: 

 a reduction of $9.72 million to proposed operating expenditure for capital investment in 
sewerage, reflecting the proportion attributed to growth 

 removal of $13.50 million proposed to maintain developer constructed assets, as this is 
attributed to growth 

 a reduction of $3.56 million to proposed operating expenditure for capital investment in 
water, reflecting the proportion attributed to growth 

 removal of $9.69 million proposed for fluoride costs because after removing the additional 
costs attributable to demand growth, the total value of this step change is below our 
materiality threshold 

 removal of $7.28 million proposed for additional waterway manager costs, which did not 
meet any key step change criteria 

 adjustment to floodplain manager costs to remove $3.25 million for the flood investigations 
research sub-program as this did not meet any key step change criteria 

 removal of $2.87 million proposed for the Burndap Birrarung burndap umarkoo that did not 
meet any key step change criteria. 

Growth and efficiency factors 

Melbourne Water proposed an annual growth rate of 2.0 per cent for its baseline controllable 
operating expenditure, based on forecast customer connections growth.7 This allowance for growth is 
equivalent to $160.1 million over the PS6 regulatory period.8 

Melbourne Water has not provided evidence demonstrating that growth in customer connections is 
an appropriate measure. In addition, we consider Melbourne Water’s proposed growth allowance is 
likely to be overstated because: 

 some other Victorian water businesses, such as Gippsland Water, South East Water and Yarra 
Valley Water, previously proposed increases in operating costs at rates less than the forecast 
increase in customer connections 

 our experience suggests water businesses of this nature generally have a high degree of fixed 
costs, which we would expect to not increase at the same rate as customer connections.  

We consider Melbourne Water’s annual efficiency target of 2.0 per cent is consistent with a prudent 
business operating efficiently. This efficiency rate is more ambitious than: 

 its efficiency factor for the PS5 regulatory period of 1.2 per cent per year, which it has not 
achieved 

 the proposed efficiency factors put forward by 17 of the other Victorian water businesses, as 
outlined in Appendix A, Table A.3. 

 

 

7 Melbourne Water, 2026 Price Submission, 1 October 2025, p.150. 
8 This includes the growth factor of 1.0 per cent for 2025-26. 



Review of Melbourne Water’s expenditure forecasts 
2026 Water Price Review 

 page | xiii 

While we acknowledge the level of ambition implied by an annual 2 per cent efficiency target, this is 
proposed on the back of a material increase in controllable operating expenditure, including a material 
increase in base year expenditure and $200.61 million in proposed step changes. It would appear 
incongruous that a business should on the one hand need to claim so many step changes including for 
relatively immaterial amounts, while at the same time setting an ambitious efficiency target. 
Accordingly, we consider Melbourne Water should be able to absorb the cost increases associated 
with these minor items. 

Forecast capital expenditure 

Actual capital expenditure 

Melbourne Water’s actual total capital expenditure for the PS5 regulatory period is expected to be 
$4,840 million. This is 10.6 per cent (or $463 million) above the benchmark allowance. 

The delivery of the capital program varied significantly over the PS5 regulatory period: 

 in the first two years of the PS5 regulatory period, capital expenditure was approximately 20 
per cent below the benchmark allowance in each year 

 capital expenditure then increased 18 per cent in the third year and 28 per cent in the fourth 
year of the PS5 regulatory period 

 in 2025-26, forecast capital expenditure is expected to be 72 per cent above the annual 
benchmark allowance. 

Figure 2: Melbourne Water’s actual and forecast capital expenditure by year ($ 1 January 2026, millions) 

 

'PS5 benchmark allowance' relates to the approved capital expenditure allowance for 2020-21 to 2025-26, and ‘PS5 Outlook’ 

is the business’s 2020 forecast for 2026-27 to 2030-31. 
Source: FTI Consulting analysis, based on Melbourne Water, Revised financial templates, December 2025. 

The actual capital expenditure incurred in the first four years of the PS5 regulatory period was broadly 
consistent with the benchmark allowance: $3,669 million compared to a benchmark of $3,697 million 
– a variance of 0.8 per cent. All of the overspend in capital expenditure for the PS5 regulatory period 
is expected to occur in the current 2025-26 financial year. 
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We note in setting Melbourne Water’s benchmark allowance for the PS5 regulatory period, the ESC 
concluded that the PS5 capital expenditure program of $4,377 million was prudent and efficient. As 
actual capital expenditure to date has been broadly consistent with the benchmark, we have focused 
our assessment on whether Melbourne Water has delivered the capital program and the reasons for 
its delivery performance or overspend. 

Melbourne Water’s proposed PS5 capital expenditure program included 19 major projects with a total 
value of $1,346 million. However, to date only five of the 19 major projects have been completed and 
a further two are expected to be completed by the end of the PS5 regulatory period. A further 10 have 
been delayed and two have been cancelled. Total costs for these major projects increased by 25 per 
cent to $1,691 million, and in several cases, individual project costs more than doubled compared with 
initial forecasts.  

Melbourne Water attributed these early delays to broader post-COVID pressures affecting contractor 
capacity and material availability and a lack of project readiness, and extended approval processes.  

Based on our assessment, we are satisfied that Melbourne Water has demonstrated that its actual 
capital expenditure in the PS5 regulatory period to date has been prudent and efficient because: 

 expenditure to date has been largely in line with the benchmark allowance set by the ESC 
 the significant cost pressures experienced post-COVID in relation to contractors and materials 

are consistent with impacts faced by other water businesses over the current regulatory 
period 

 despite cost overruns and inconsistent delivery, Melbourne Water has still delivered key 
outcomes over the PS5 regulatory period.  

Melbourne Water has reviewed its own performance and identified improvements to capital planning 
and delivery which it is implementing. Continuing to implement and embed these improvements is 
critical if Melbourne Water it to successfully deliver a capital program of significant scale in a manner 
that delivers timely outcomes and value for money for its customers. Although, we remain concerned 
as to whether Melbourne Water will be able to reliably deliver the full extent of the capital program in 
the PS6 regulatory period, as further discussed below.  

Forecast capital expenditure  

Melbourne Water forecast capital expenditure of $7,856 million for the PS6 regulatory period. This 
represents a 62 per cent increase in actual expenditure over PS5 regulatory period and is almost double 
its outlook forecast from the last water price review, as previously shown in Figure 2.  

Our assessment focused on major program expenditure which accounts for 68 per cent of Melbourne 
Water’s capital expenditure for the PS6 regulatory period (excluding capitalisation of the Desalination 
Security Payment and the Urban Development Program), and 15 major projects within these programs, 
which account for the remaining 32 per cent.  

Melbourne Water provided a significant volume of documents to support our assessment of major 
programs and projects. However, much of this information was qualitative rather than quantitative, 
which required further engagement, requests for more information and analysis to support our 
assessment. Some of the information requested took considerable time to obtain, which was surprising 
given we expected it to be readily available. 
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Overall, we consider Melbourne Water’s price submission and supporting information provides a 
reasonable level of confidence that most of the forecast capital expenditure program for the PS6 
regulatory period is prudent and efficient. Forecast capital expenditure associated with 15 major 
projects is prudent and efficient as it: 

 addresses competing needs in a timely manner considering an outlook of emerging needs 
over a 10-year planning horizon into the PS6 regulatory period and beyond 

 appropriately balances the need to address risks in the context of growth, renewals and other 
improvement and compliance needs 

 is supported by robust analysis and assessment of the need for expenditure 
 is costed efficiently. 

However, we are concerned there is significant deliverability risk with its proposed capital program 
given: 

 Melbourne Water’s delivery performance over the PS5 regulatory period 
 the significant increase in the proposed capital program in the PS6 regulatory period 
 a lack of evidence that capital planning and delivery improvements have been fully 

implemented and are realising improved delivery performance.  

While Melbourne Water’s commitment to implementing improvements to capital planning and 
delivery provides us with confidence it will be able to more reliably deliver capital projects over the 
PS6 regulatory period, we are not convinced it will able to deliver the scale of the program it has 
proposed. 

Our concerns centre on the deliverability risk associated with the significant increase in Water and 
Sewerage program capital expenditure given the much larger increase in proposed capital expenditure 
over the PS6 regulatory period.  

Accordingly, we recommend a modest adjustment to reduce the capital expenditure benchmark 
allowance for the Water and Sewerage programs by 10 per cent consistent with our remaining 
concerns about deliverability. We note this does not impede Melbourne Water from incurring the 
capital expenditure required, rather it ensures customers do not pay for such a large scale of capital 
program now if it is unlikely to be delivered during the regulatory period. 

We are otherwise satisfied Melbourne Water has demonstrated the remaining capital expenditure 
related to Waterways and Drainage and Corporate and IT is prudent and efficient. 

Overall, as set out in Table 4, we recommend Melbourne Water’s capital expenditure benchmark 
allowance for Water and Sewerage programs be reduced by $555.95 million comprising: 

 $82.67 million of forecast capital expenditure which Melbourne Water has classified as 
Priority 3 and considers does not pose an unacceptable risk if deferred 

 $473.28 million reflecting a modest 10 per cent reduction in forecast capital expenditure 
associated with the Water and Sewerage program. 

Our recommended adjustments result in a benchmark allowance of $7,300.13 million, which is still 51 
per cent higher than its actual capital expenditure for the PS5 regulatory period and remains a 
significant delivery challenge. 
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Table 4: Recommended capital expenditure adjustments ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Forecast capital expenditure 1,427.87 1,570.16 1,607.42 1,650.55 1,600.09 7,856.08 

Recommended adjustments       

Priority 3 Sewerage Program 4.46 8.88 19.80 9.73 0.60 43.48 

Priority 3 Water Program 6.51 11.30 7.59 9.00 4.80 39.19 

Deliverability adjustment (Water and 
Sewerage programs) 

73.47 85.38 102.77 106.86 104.81 473.28 

Total recommended adjustments 84.44 105.56 130.16 125.59 110.21 555.95 

Adjusted total capital expenditure 1,343.43 1,464.60 1,477.26 1,524.96 1,489.88 7,300.13 

Source: FTI Consulting assessment. 
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1 INTRODUCTION 

1.1 Purpose of this report 

In October 2025, Melbourne Water submitted its price submission to the Essential Services 
Commission (ESC) setting out proposed prices for the five-year regulatory period commencing 1 July 
2026 (referred to in this report as the PS6 regulatory period).  

The ESC’s regulatory framework adopts a ‘building block’ approach to determining forecast revenues 
for the regulatory period. This approach allows water businesses to recover prudent and efficient 
operating costs, and prudent and efficient capital expenditure in the form of a rate of return on assets, 
a return of the cost of investing in those assets (through depreciation), and a benchmark tax allowance. 

The regulatory framework applied by the ESC provides reasonable certainty that Melbourne Water will 
be able to recover prudent and efficient expenditure through prices over the regulatory period. 
Assessing the prudency and efficiency of a water business’s expenditure forecasts is fundamental to 
achieving this objective. The onus is on Melbourne Water to demonstrate that its expenditure 
forecasts are prudent and efficient. 

FTI Consulting has been engaged by the ESC to undertake an independent expert review of Melbourne 
Water’s forecast controllable operating and forecast capital expenditure for the PS6 regulatory period, 
and actual capital expenditure for the five-year regulatory period that commenced 1 July 2021 
(referred to in this report as the PS5 regulatory period). This does not include assessing other elements 
of the building block methodology such as demand forecasts or the rate of return on capital 
expenditure or each of the elements of the PREMO framework. It also does not include assessing the 
non-controllable operating expenditure, which the ESC assesses itself. 

We have assessed Melbourne Water’s forecast operating and capital expenditure, having regard to: 

 the legal framework set out in the Water Industry Regulatory Order 2014, which sits within the 
broader context of the Water Industry Act 1994 and the Essential Services Commission Act 
2001 

 the ESC’s PREMO approach which includes an assessment of price, risk, engagement, 
management and outcomes, and incentivises water businesses to put forward their best offer 
to customers and deliver the outcomes its customers value most and to deliver these as 
efficiently as possible 

 specific guidance issued by the ESC to assist Melbourne Water in preparing its price 
submission.9 

This report sets out: 

 our views as to whether Melbourne Water’s forecasts of capital and operating expenditure 
over the regulatory period can be reasonably assessed to be prudent and efficient 

 

 

9 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024. 
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 recommended adjustments (if any) to be reflected in the benchmark allowances for 
controllable operating expenditure and forecast capital expenditure for the next regulatory 
period. 

1.2 Methodology and approach 

The scope of our expenditure assessment is focused mainly on examining Melbourne Water’s forecast 
controllable operating expenditure and forecast capital expenditure. 

Our methodology and approach are broadly consistent with that used to assess all other Victorian 
water businesses’ expenditure forecasts in the current round of water price reviews, reflecting also 
that much of the ESC’s guidance to Melbourne Water: 

 remains unchanged from the guidance issued to Melbourne Water for its 2021 price review 
 is consistent with the guidance issued to 14 Victorian water businesses for the 2023 water 

price review, which was published following extensive consultation with these water 
businesses and other key water sector stakeholders, including with Melbourne Water.10 

Consistent with the ESC’s focus in this water price review on the ‘performance’ element of PREMO, we 
have assessed Melbourne Water’s actual capital expenditure in the PS5 regulatory period, focusing in 
particular on whether the capital program proposed in the previous review has been delivered and 
whether any variances are justified.11 Table 1.1 summarises the focus of our assessment. The scope of 
our assessment does not include assessing Melbourne Water’s capitalisation of the desalination 
security payment.  

Table 1.1: Focus of this expenditure assessment 

Expenditure category Focus of expenditure assessment 

Forecast controllable 
operating expenditure 

Baseline expenditure reflects efficient recurring operating costs and is used 
as a basis to forecast expenditure  

Step changes are fully explained and justified 

Growth and efficiency factors are reasonable, and adjusted for baseline 
adjustments and/or step changes 

Forecast capital expenditure There is evidence of robust capital planning and governance 

Major projects and major programs are demonstrated to be prudent and 
efficient 

Methodology for allocating sunk growth capital expenditure and forecast 
incremental growth capital expenditure to NCCs is reasonable 

Actual capital expenditure Material variances in actual capital expenditure compared to the benchmark 
allowance are fully explained and justified 

Source: FTI Consulting. 

 

 

10 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.2. 
11 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.4. 
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Further details about our assessment framework as it has been applied are set out in Chapter 3 
(Operating expenditure assessment) and Chapter 4 (Capital expenditure assessment). 

Wherever possible, we have sought information from Melbourne Water which we consider a prudent 
business operating efficiently would have readily been available as a result of its corporate and 
strategic planning, project/expenditure justification and prioritisation. We have also relied on 
information provided by Melbourne Water to the ESC in its financial template.  

Our process has involved several steps: 

 an initial review of the PS6 price submission, Price Review Model and associated 
documentation 

 an in person visit to meet with Melbourne Water on key issues related to its proposal, and 
further online meetings 

 requests for additional information from Melbourne Water 
 further review and analysis of further information or explanations provided 
 consideration of comments received from Melbourne Water regarding factual accuracy of our 

draft assessment. 

1.3 Structure of this report 

The structure of this report is as follows: 

 Chapter 2 provides a high-level summary of Melbourne Water’s expenditure proposal  
 Chapter 3 sets out our assessment of Melbourne Water’s forecast controllable operating 

expenditure proposal 
 Chapter 4 sets out our assessment of Melbourne Water’s forecast capital expenditure 

proposal 
 Appendix A provides comparisons of Melbourne Water’s proposal with those put forward by 

other Victorian water businesses 
 Appendix B provides further details regarding our assessment of 15 major projects as 

described in chapter 4 
 Appendix C provides a list of documents we have reviewed in undertaking this assessment. 

1.4 Figures presented in this report 

Consistent with the ESC’s guidance paper and the Price Review Model completed by Melbourne Water, 
all forecasts and actuals are expressed in dollars as of 1 January 2026, unless otherwise indicated. 

We have relied upon figures provided by Melbourne Water in its financial template, as revised in 
December 2025. Expenditure related to 2025-26 represent forecasts as full year actuals are not yet 
available. Some figures may not add due to rounding. In its operating expenditure forecast Melbourne 
Water aggregated a number of step changes (being corporate overheads and certain waterways and 
drainage step changes). In identifying the amounts attributed to each of the components of those 
aggregated step changes, as this detail was not provided in the financial template, we relied on figures 
in the documentation Melbourne Water provided. These figures were rounded.   
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Wherever possible, we have presented figures to two decimal places, although Melbourne Water has 
mainly presented figures rounded to one decimal place in its price submission.  

Throughout this report we have referenced the regulatory periods as they apply to Melbourne Water 
as: 

 PS5 regulatory period – the fifth water price review period for Melbourne Water comprising 
the five years from 1 July 2021 to 30 June 2026 

 PS6 regulatory period – the sixth water price review period for Melbourne Water comprising 
the five years from 1 July 2026 to 30 June 2031.  
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2 SUMMARY OF EXPENDITURE PROPOSAL  

2.1 About Melbourne Water 

Melbourne Water is Victoria’s largest water corporation with responsibility for providing bulk water, 
bulk sewerage services, floodplain management and drainage and waterways management services in 
the Port Phillip and Western Port regions. Figure 2.1 shows the area of Melbourne Water’s operations. 

Figure 2.1: Melbourne Water Service Area 

Source: Melbourne Water, 2026 Price Submission, 1 October 2025, p.vii. 

Melbourne Water said it is facing several challenges:12 

 Growing population: By 2032, more than six million people will live in Melbourne. This will 
double by 2070. Population growth is over 2 per cent per year (June 2026 forecast) in the 
current regulatory period (compared to the annual growth allowance of 1 per cent). This 
growth places increased demand for its services, which already exceeded expectations. 

 Climate variability: Environmental extremes are creating surges in capacity needs for its 
systems, increasing pressure on assets and its ability to manage the impacts on the 
community, including flooding and reduced water quality returned to the environment. A 
variable and changing climate that impacts the natural systems and waterways it manages, 
creating community concerns, including Traditional Owners. 

 

 

12 Melbourne Water, Price Submission 2026, 30 September 2025, pp.x- xi. 
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 Business costs: Melbourne Water is exposed to increased cost pressures including supply 
chains, materials and construction. Costs to ensure its resilience to physical and cyber assets 
under the Security of Critical Infrastructure Act have also increased. 

 Ageing assets: Requiring renewal and expansion to manage risks and meet growing demands. 
Networks are more interconnected. Customers expectation of high levels of service from its 
physical and digital connections. 

2.2 Controllable operating expenditure 

The ESC approved a benchmark allowance for controllable operating expenditure for Melbourne 
Water for the PS5 regulatory period of $2,326.18 million ($ 1 January 2026) comprising: 

 Water and Sewerage: $1,420.17 million 
 Waterways and Drainage: $906.01 million.13 

Actual total controllable operating expenditure for the first four years of the PS5 regulatory period to 
2024-25 was $2,028.79 million, applying Melbourne Water’s adjusted 2024-25 baseline expenditure. 
This was 9 per cent above the PS5 benchmark allowance for those first four years.  

Figure 2.2 presents Melbourne Water’s actual and forecast controllable operating expenditure 
together with its proposed baseline. The 7.7 per cent difference between Melbourne Water’s forecast 
total controllable operating expenditure and baseline expenditure is accounted for by step changes.  

Figure 2.2: Melbourne Water’s actual and forecast controllable operating expenditure by year ($ 1 January 2026, 
millions) 

 
This figure applies Melbourne Water’s adjusted baseline operating expenditure in 2025-25 and 2025-26. 

Source: FTI Consulting analysis, based on Melbourne Water, Revised financial template, December 2025. 

 

 

13 Melbourne Water price review 2026 submission model 20251029.xls. 
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Melbourne Water made a total of 13 baseline adjustments from the actual 2024-25 expenditure worth 
$36.53 million, shown in Table 2.1 . 

Table 2.1: Melbourne Water’s proposed baseline adjustments ($ 1 January 2026, millions) 

Water and sewerage Waterways and drainage 

Adjustment Value Adjustment  Value 

Labour base year adjustments -6.73 Labour base year adjustments -1.80 

Electricity benchmark adjustment -8.16 Electricity benchmark adjustment -0.07 

Higher than normal carbon costs -1.06 Higher than normal carbon costs -0.01 

New obligations 0.95 New obligations 0.26 

One-off projects and accounting 
adjustments 

-11.8 One-off projects and accounting 
adjustments 

-5.06 

Superannuation Guarantee Charge 
(SGC) increase from 1 July 2025 

0.7 SGC increase from 1 July 2025 0.19 

  Urban planning and development – 
backlog 

-3.94 

Total water and sewerage -26.10 Total waterways and drainage -10.43 

Source: Melbourne Water, Melbourne Water price review 2026 submission model 20251029.xls. 

Melbourne Water proposed 22 step changes worth $200.61 million across its water and sewerage 
(W&S) and waterways and drainage (WWD) services: 

 three of these step changes were reductions in controllable operating expenditure for 
Insurance, Patterson Lakes jetties and expenditure arising from capital project related to 
pump renewal 

 the remaining 19 step changes were increases in controllable operating expenditure over the 
PS6 regulatory period ranging from $0.26 million for Quiet Lakes pumping costs to $41.50 for 
Corporate overheads related to Electricity. The proposed step changes are explained and 
assessed in section 3.4 of this report. 

Melbourne Water proposed an annual growth rate of 2.0 per cent for its controllable operating 
expenditure, based on forecast growth in customer connections. It also proposed an annual efficiency 
factor of 2.0 per cent, which results in zero annual growth in controllable operating expenditure.  

2.3 Capital expenditure  

2.3.1 Actual capital expenditure 

Melbourne Water’s actual total capital expenditure for the PS5 regulatory period is expected to be 
$4,840 million, which is 10.6 per cent (or $463 million) above the benchmark allowance.  

Melbourne Water’s actual capital expenditure across the PS5 regulatory period shows a consistent 
pattern of under-delivery in early years followed by a significant recovery in later years, as shown in 
Figure 2.3. 
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Figure 2.3: Actual and forecast capital expenditure by year ($ 1 January 2026, millions) 

  

'PS5 benchmark allowance' relates to the approved capital expenditure allowance for 2020-21 to 2025-26, and ‘PS5 Outlook’ 

is the business’s 2020 forecast for 2026-27 to 2030-31. 
Source: FTI Consulting analysis, based on Melbourne Water, Revised financial templates, December 2025. 

In 2021–22, cumulative actual expenditure of $752 million was almost 20 per cent lower than the 
benchmark allowance of $927 million. This increased to $1,635 million by 2022–23, but still lagged 
behind the benchmark allowance of approximately $2,037 million, again reflecting a shortfall of close 
to 20 per cent. Melbourne Water attributed these early delays to a lack of project readiness, extended 
approval processes and broader post-COVID pressures affecting contractor capacity and material 
availability. 

Capital expenditure ramped up significantly from 2023–24 onwards. The actual capital expenditure 
incurred for the first four years of the regulatory period was $3,669 million compared to benchmark 
of $3,697 million – a variance of or 0.8 per cent. All of the overspend in capital expenditure for the PS5 
regulatory period is expected to occur in the current 2025-26 financial year. 

Melbourne Water’s proposed capital expenditure for the PS5 regulatory period included 19 major 
projects with a total value of $1,346 million. Five of the 19 major projects have been completed and a 
further two are on schedule to be completed by the end of the PS5 regulatory period. Ten projects 
have been delayed and the remaining two have been cancelled. Total costs for these major projects 
increased by 25 per cent to $1,691 million, and in several cases, individual project costs more than 
doubled compared with initial forecasts.  

Further details and our assessment of actual capital expenditure are set out in section 4.2. 

2.3.2 Forecast capital expenditure 

Melbourne Water’s forecast capital expenditure for the PS6 regulatory period is $7,856 million, which 
is 62 per cent higher than its actual expenditure over PS5 regulatory period. It is also 98 per cent higher 
than its ‘outlook’ forecast for the PS6 regulatory period as shown in Figure 2.4. 

The key sources of total capital expenditure are: 

 Renewals – 35 per cent of total capital expenditure 
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 Growth – 31 per cent of total capital expenditure 
 Improvement/compliance – 23 per cent of total capital expenditure 
 Capitalisation of desalination security payments – 11 per cent of total capital expenditure.  

In contrast to other water businesses, Melbourne Water’s total capital expenditure is dominated by 
program-related expenditure rather than major projects: 

 four capital programs related to Water, Sewerage, Waterways and Drainage and Corporate 
and IT account for $5,385 million, as outlined in Figure 2.4 

major projects account for a smaller proportion of total expenditure – 15 major projects total $1,849 
million, as shown in Table 2.2. 

As a result, we have focused our assessment on Melbourne Water’s major capital programs including 
the processes and justifications adopted for developing the programs portfolio, and the top five major 
projects within the Water, Sewerage and Waterways and Drainage programs. 

Figure 2.4: Melbourne Water’s forecast capital expenditure by program ($ 1 January 2026, millions) 

 

Source: MW 25-26 Price Review Model - CLEAN Squads – 20251010. 

These projects and programs are linked to relevant strategies, customer outcomes and risk 
management. 
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Table 2.2: Melbourne Water’s proposed major projects ($ 1 January 2026, millions) 

Program/ 
Top 5 

Major projects Cost 

Sewerage program  

1 WTP Full Preliminary Treatment Augmentation 291.2 

2 Western Trunk Sewer Shallow Conduit Rehabilitation 204.4 

3 ETP Primary Settling Tank and Grit Tank Aug 177.7 

4 ETP Sludge Dewatering Upgrade 176.7 

5 WTP Primary Treatment Capacity Augmentation 113.6 

Total Sewer 963.6 

Water Program  

1 Cardinia Dam Safety Upgrade Works 191.0 

2 Link Main Stage 1 163.1 

3 Maroondah Reservoir Outlet and Aqueduct Stage 3A 156.7 

4 Cardinia Pump Station Upgrade 98.7 

5 Olinda-Mitcham water mains replacement - Stage 2 83.3 

Total Water 692.8 

Waterways and Drainage program  

1 Elsternwick Creek and Elwood MD Flood Mitigation Works 69.4 

2 Cardinia Creek Drop Structure Retarding Basin Upgrade 39.5 

3 Reimagining Tarralla Creek Stage 2 30.6 

4 Elwood Diversion Drain – Outfall renewal 27.3 

5 Reimagining Eumemmerring Creek 26.6 

Total Waterways and Drainage 193.4 

Total  1 849.8 

Source: Melbourne Water, 2026 Price Submission, 20250930, pp.111-112, 117-118, 127-128. 

Further details and our assessment of major programs and major projects capital expenditure are set 
out in section 4.7. 
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3 OPERATING EXPENDITURE ASSESSMENT 

3.1 Overview of assessment approach 

The ESC’s Guidance Paper states the forecast operating expenditure to be included in calculating 
Melbourne Water’s revenue requirement is: 

… operating expenditure which would be incurred by a prudent service provider 
acting efficiently to achieve the lowest cost of delivering on service outcomes over 
the regulatory period, taking into account a long-term planning horizon (prudent 
and efficient forecast operating expenditure).14 

The ESC’s approach to assessing operating expenditure can be described as ‘Base Step Trend’ and 
involves assessing the baseline year expenditure, step changes above the baseline and consideration 
of the efficiency and growth factors over the regulatory period. 

The ESC considers prudent and efficient operating expenditure has the following characteristics: 

 baseline year expenditure reflects efficient recurring operating costs and is used as the basis 
to forecast expenditure 

 forecast operating expenditure incorporates reasonable expectations for expenditure growth 
and cost efficiency improvement 

 expenditure requirements above the baseline year are fully explained and justified and 
adjusted for growth and efficiency improvements.15 

Table 3.1 summarises our approach to assessing controllable operating expenditure in line with the 
ESC’s framework. 

Table 3.1: Overview of approach to assessing controllable operating expenditure 

Element Steps 

Baseline  Appropriate adjustments are made for non-recurrent expenditure 
 Material increases are clearly explained and substantiated 

Step changes  Step changes are clearly explained and substantiated 
 Step changes are prudent and efficient with reference to one or more of the 

following criteria: 

- Necessary to comply with new, or changed, legislative or regulatory 
obligations 

- Achieves an outcome or implements an initiative endorsed by customers 
or broadly meets accepted changes in community expectations 

- Recategorises expenditure between capital and operating expenditure, 
where the business can demonstrate it is necessary or appropriate  

 

 

14 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.31. 
15 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.32. 
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Element Steps 

- Reflects incremental operating expenditure associated with a new prudent 
and efficient capital project. 

 Step changes do not include costs otherwise included in the growth allowance 
 Step changes are material – that is, above 0.5 per cent of total baseline 

expenditure per step item.a 

Trends – 
efficiency and 
growth 

 Efficiency factor is reasonable 
 Growth factor is reasonable and reflects key drivers of operating expenditure 

a We assessed step changes that were below the materiality threshold only where there was evidence that they satisfied 
one of our other step change criteria. 
Source: FTI Consulting. 

The ESC’s 2021 Final Decision also included a $21.2 million ($ 1 January 2021) uplift in waterways and 
drainage operating expenditure.16 This expenditure was effectively ringfenced from future operating 
expenditure, subject to Melbourne Water reconciling its actual 2024-25 expenditure against the $4.2 
million benchmark allowance ($ 1 January 2021) and justifying the inclusion of any of these costs in its 
baseline forecast.17 

The following sections outline our assessment of Melbourne Water’s baseline (including the 
waterways and drainage uplift), step changes and growth and efficiency factors. 

3.2 Cost allocation methodology 

The ESC’s Guidance Paper requires Melbourne Water to explain its approach to allocating shared costs, 
especially for non-prescribed business activities.18 

Melbourne Water said its proposed cost allocation approach for the PS6 regulatory period is the same 
as it used in the PS5 regulatory period, except it has classified costs associated with Port Phillip and the 
Western Port Catchment Management Authority as non-prescribed. It noted its approach is based on 
the following overarching principles:  

 balancing the trade-off for direct or causal allocation and the effort required to capture data 
and allocate costs, having regard to the materiality of costs to be allocated 

 allocating costs to a team rather than an individual or group level, noting where one or more 
individuals within a team are clearly supporting one service (or sub-service), then those costs 
would be allocated directly to that service (or sub-service) 

 seeking to increase the level of direct cost attribution over time and hence reducing the 
quantum of costs that are subject to allocation 

 

 

16 Essential Services Commission, Melbourne Water Final Decision, 2021 Water Price Review, 16 June 2021, pp.25-26. 
17 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
18 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.36. 



Melbourne Water: Review of Expenditure Forecasts 
2026 Water Price Review 

  page | 13 

 

 maintaining consistency in the allocation methodology between reporting periods.19 

Table 3.2 summarises the hierarchy Melbourne Water used to allocate costs.  

Table 3.2: Cost allocation approach 

Cost Description of approach 

Directly 
allocated 
costs 

Costs directly attributable to services are allocated to that service, where a clear ‘line of 
sight’ exists. An example of this are the costs for the Eastern Treatment Plant (ETP), which 
is a separate department within Melbourne Water. 

Shared costs Refers to teams wholly allocated to more than one sub-service or program, which are 
allocated based on share. Where a causal relationship can be identified, the allocation 
method will reflect that relationship. An example is the Land Tax costs, which are allocated 
based on an approximate split of land use.  

Corporate 
and support 
costs 

Refers to costs of teams where there is no clear causal relationship, that is, their work is 
general in nature rather than focused on one service or sub-service. These costs are 
allocated to each service based on the scale of resources required. Melbourne Water 
adopted a simplifying assumption to allocate costs based on the revenue requirement for 
each service (excluding corporate and desalination revenue).20 It notes revenue allocation 
for the PS5 regulatory period was based on actual revenue from the 2018-19 annual report 
(including developer contributions but exclusive of desalination).  

Source: Melbourne Water, Opex cost allocation methodology, PS26, November 2025, p.3. 

Overall, we consider Melbourne Water’s cost allocation principles and methodology are reasonable 
and appropriate. 

3.3 Baseline  

Under ESC’s incentive-based regulatory framework, businesses are expected to meet their benchmark 
allowances. Where their actual expenditure exceeds their benchmark allowances, they are expected 
to clearly explain and substantiate the reasons for the variance and to demonstrate the prudency and 
efficiency of any additional recurring expenditure to be included in forecast expenditure. 

We assessed prudency and efficiency of Melbourne Water’s base year operating expenditure by 
verifying: 

 appropriate adjustments have been made to remove non-recurring items incurred in that year, 
or to include normally recurring items that did not occur in that year 

 material increases in baseline expenditure above the benchmark allowance are justified. 

The base year for Melbourne Water’s controllable operating expenditure for the PS6 regulatory period 
is 2024-25 was $555.32 million (before baseline adjustments). This includes an adjustment agreed by 
Melbourne Water and the ESC to not include $12.6 million of capitalised Information Technology (IT) 

 

 

19 Melbourne Water, Opex cost allocation methodology, PS26, November 2025. 
20 Melbourne Water, Melbourne Water 2026 Price Submission, 1 October 2025, p.139. 
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expenditure, because of a change in accounting treatment for IT projects completed under a Software 
as a Service (SaaS) arrangement.21  

After adjusting for non-recurring items and other amounts, Melbourne Water’s adjusted controllable 
operating expenditure in 2024-25 was $518.79 million. This is an increase in actual expenditure of 
$51.42 million (or 11 per cent) compared to the approved $467.37 million benchmark allowance. Table 
3.3 summarises the difference between the adjusted baseline and approved benchmark allowance for 
water and sewerage and waterways and drainage. 

Table 3.3: Adjusted baseline expenditure compared to approved benchmark allowance ($ 1 January 2026, 
millions) 

 Actual adjusted 
baseline expenditure 

Approved benchmark 
allowance 

Variance 
$ 

Variance 
% 

Water and sewerage 336.86 285.11 51.75 18.2 

Waterways and drainage 181.93 182.26 -0.33 -0.2 

Total 518.79 467.37 51.42 11.0 

Source: Melbourne Water Melbourne Water price review 2026 submission model 20251029.xls. 

We reviewed the waterways and drainage uplift ringfenced by the ESC for the PS5 regulatory period. 
We have not proposed any adjustments to the amount that Melbourne Water is proposing to apply as 
its baseline expenditure for this category for the PS6 regulatory period, which reflects its actual 2024-
25 expenditure. 

We assessed the drivers of Melbourne Water’s increased actual expenditure, but note it has not fully 
explained or substantiated $11 million of the $51.37 million base year increase in expenditure nor 
demonstrated the following expenditure items are recurrent: 

 $1.9 million in labour-related costs  
 $9.1 million in other cost increases, comprising several different items.  

We recommend these amounts be removed from the base year, which reduces Melbourne Water’s 
adjusted baseline controllable operating expenditure to $507.79 million. This is still $40.42 million (or 
8.6 per cent) above the 2024-25 benchmark allowance. 

The following sections provide further detail in relation to our assessment of baseline expenditure. 

3.3.1 Baseline adjustments 

We assessed the reasonableness of Melbourne Water’s baseline controllable operating expenditure 
by verifying: 

 any increase in expenditure relative to the benchmark allowance is consistent with what is 
required by a prudent business operating efficiently 

 

 

21 The ESC also agreed to a non-cash adjustment for long service leave, which was minor. 
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 appropriate adjustments have been made to remove non-recurring items incurred in that 
year, or to include normally recurring items that did not occur in that year. 

Melbourne Water removed $36.53 million in baseline adjustments from the actual 2024-25 
expenditure, as summarised in Melbourne Water’s proposed baseline adjustments ($ 1 January 2026, 
millions) of this report. 

Table 3.4 summarises the rationale for each adjustment. 

Table 3.4: Explanation for proposed baseline adjustments 

Adjustment Explanation 

Labour base year 
adjustments 

Removal of non-recurrent costs related to additional contractors’ expenditure and a 
‘patience in bargaining’ payment to staff recognising delay in finalising the 
Enterprise Agreement. 

Electricity 
benchmark 
adjustment  

Adjustment back to benchmark rate. Consistent with previous determinations, the 
ESC’s benchmark allowance for Melbourne Water’s controllable operating 
expenditure in the PS5 regulatory period was based on a benchmark energy rate 
rather than actual electricity costs. Melbourne Water proposed an adjustment to 
baseline expenditure to remove the difference between actual electricity costs and 
costs calculated based on actual usage and the benchmark rate (refer Table 3.18). 

Higher than normal 
carbon costs 

Removal of non-recurrent costs. Melbourne Water states in 2024-25 it purchased 
more carbon offsets than it typically would. The adjustment reflects its normally 
recurrent expenditure on carbon offsets under the Statement of Obligations 
(Emissions Reduction). 

Burndap Birrarung 
burndap umarkoo 

Recurrent expenditure not reflected in baseline expenditure. From 1 July 2026, 
Melbourne Water expects the cessation of grants to facilitate and manage the 
Burndap Birrarung burndap umarkoo (previously referred to as the Yarra Strategic 
Plan). This expenditure is not reflected in actual 2024-25 expenditure as grant 
funding was received in that year. As this is ongoing expenditure, Melbourne Water 
included this in the adjusted baseline consistent with the grant contribution 
received in 2024-25, which is used to fund labour, grants and external services. This 
is also the subject of a step change for forecast increases in costs, which is 
considered in section 3.4.14.  

One-off projects and 
accounting 
adjustments 

Melbourne Water identifies four main areas: 
 Price submission costs: Additional costs to develop Melbourne Water’s 

price submission for the PS6 regulatory period. Melbourne Water has not 
proposed a step change for this cyclical expenditure for the PS7 regulatory 
period review and proposes to absorb this within its budget. 

 Finalisation of the Maribyrnong Flood Review: Removal of remaining 
expenditure given this review was completed at the start of the base year. 

 Finalisation of COVID-19 working arrangements: Resumption of 
expenditure on car parking costs as staff returned to work following COVID-
19.  

 Accounting adjustments: This reflects write-offs and invoice timing for the 
Environmental Contribution Levy. 
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Adjustment Explanation 

SGC increase  Adjustment to reflect SGC rate at end PS5 regulatory period. The SGC rate has been 
progressively increasing: the SGC rate included in actual baseline operating 
expenditure was 11.5 per cent and increased to 12 per cent from 1 July 2025.  

Urban planning and 
development – 
backlog 

Removal of non-recurrent costs. During 2023-24 and 2024-25, Melbourne Water 
invested in additional work and resourcing (primarily legal and contractors) to 
eliminate a backlog of development services applications built up during the COVID-
19 period. It has removed $3.9 million in costs which will not be ongoing.  

Source: Melbourne Water, Melbourne Water 2026 Price Submission, 1 October 2025, pp.144-145. 

Based on information provided, we are satisfied Melbourne Water has made appropriate adjustments 
to remove non-recurring items incurred in 2024-25, or to include normally recurring items that did not 
occur in that year.  

3.3.2 Waterways and drainage uplift 

The ESC’s Guidance Paper requires a review of the waterways and drainage expenditure approved for 
the PS5 regulatory period.22 The benchmark allowance included $21.2 million ($ 1 January 2021) of 
operating expenditure for waterways and drainage activities.23 These costs were effectively 
‘ringfenced’. The ESC’s Guidance Paper for the PS6 review required Melbourne Water to demonstrate 
‘how much, if any’ of this approved uplift should be retained in baseline expenditure in the PS6 
regulatory period.24  

Summary of status 

Melbourne Water included $25.5 million in its operating expenditure allowance, which includes $21 
million invested across the six programs. It expects to deliver 82 per cent of this commitment by June 
2026. Table 3.5 provides a reconciliation of Waterways and Drainage variance over the current PS5 
regulatory period. 

Table 3.5: Melbourne Water’s reconciliation of Waterways and Drainage variance ($ 1 January 2026, millions) 

 2021-22 2022-23 2023-24 2024-25 2025-26a Total 

ESC benchmark allowance 3.1 4.1 5.1 6.2 7.1 25.5 

Actual/forecast expenditure 4.7 2.1 3.5 4.9 5.5 20.9 

Cumulative variance (%) 54 -4 -15 -17 -18 4.6 

a Forecast. 
Source: Melbourne Water, 2026 Price Submission, 2025, p.28. 

 

 

22 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
23 Essential Services Commission, Melbourne Water Final Decision, 2021 Water Price Review, 16 June 2021, pp.25-26. 
24 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
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Melbourne Water indicated four of six programs are ‘on track’ and by 2024-25 it expects to have 
achieved the targeted activities and/or levels of service, with cost savings for: 

 community involvement in waterways 
 flood mitigation 
 flood preparedness 
 new Stormwater Quality Treatment Systems.25  

The remain two programs have not met expenditure targets, planned activities or levels of service as 
they have “experienced challenges in coordinating with partners on complex multi-stakeholder 
matters”.26 The key reasons for delays are as follows: 

 natural wetlands – eight of the 20 natural wetlands prioritised for maintenance during the 
PS5 regulatory period have either been, or will be, lost to development or were inaccessible 
due to their location 

 large-scale stormwater harvesting – the program required input from multiple stakeholders 
and customised solutions for each sub-catchment, which has slowed progress.  

We reviewed Melbourne Water’s performance reports provided to the ESC for 2023-24 and 2024-25.27 
These reports included updates on the relevant status and performance of each program as at the date 
of lodgment, including the types of activities undertaken.  

In its submission, Melbourne Water reiterated its commitment to continue with both programs, given 
the positive outcomes delivered and customer support for these types of initiatives.28 It reviewed the 
large-scale stormwater harvesting program and proposes to continue its 2024-25 level of expenditure 
“albeit targeting smaller scale assets that are more deliverable”.29 Melbourne Water also identified 
stormwater harvesting and infiltration as one of the most effective ways to manage waterway health.  

Melbourne Water’s actual base year operating expenditure on these waterways and drainage activities 
was $4.9 million. This approximates the average annual benchmark allowance for the PS5 regulatory 
period, with a total budget of $25.5 million included in the allowance. 

Considerations in assessing PS5 regulatory period expenditure 

The ESC’s Guidance Paper required Melbourne Water to demonstrate the amount it is seeking to retain 
for the Waterways and Drainage uplift is prudent and efficient and representative of recurrent 
expenditure.30 Melbourne Water proposed further step changes in Waterways and Drainage 
expenditure, which also need to be considered in the context of proposed baseline expenditure. 

 

 

25 Melbourne Water, 2026 Price Submission, 1 October 2025, p.28. 
26 Melbourne Water, 2026 Price Submission, 1 October 2025, p.28. 
27 The ESC advised Melbourne Water did not commence reporting on these programs until it requested this in late 2023. 
28 Melbourne Water, 2026 Price Submission, 1 October 2025, p.29. 
29 Melbourne Water, 2026 Price Submission, 1 October 2025, p.29. 
30 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
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The profile of expenditure approved for the PS5 regulatory period was projected to gradually increase, 
as previously shown in Figure 2.2. We expect expenditure under the program will reflect a combination 
of ongoing activities (including FTEs) as well as specific initiatives. While expenditure on those 
initiatives will not necessarily be recurrent, other initiatives are likely to be undertaken under the six 
programs. It is important to consider the outcomes being achieved as well as the extent to which these 
activities are supported by customers.  

Current program 

Table 3.6 summarises the scope and activities included in Melbourne Water’s proposed waterways 
and drainage program. 

Table 3.6: Melbourne Water current Waterways and Drainage program activities 

Program Example activities 

Community involvement in 
waterways 

Funding partner organisations for community events and education.  

Development and launch of a Litter Prevention Toolkit. 

Science events and technology investments. 

Co-funding the Cultural Immersion Trail at Moonee Ponds. 

Installation of platypus sculptures. 

Flood mitigation Flood mitigation options evaluations at six locations. 

Development of a GIS workspace for flood hazard characterisation. 

Development of a structural consequence attribution study for drainage 
channels. 

Peer reviewed consequence of failure modelling for drainage pump stations. 

Flood preparedness Delivery of the Community Engagement for Disaster Reduction program, run 
through the University of Melbourne. 

Targeted social medial campaign in key risk areas in Maribyrnong catchment 
to promote the flood mitigation study and community events.  

Digital videos and online content to improve flood awareness and flood 
literacy. 

Development of data feed as part of improvements to the flash flood 
warning system.  

Natural wetlands Maintenance of native vegetation through revegetation, fencing and control 
of pest plants and animals. 

Documentation of wetland conditions and the development of work 
programs for sites to be managed as part of the program.  

New stormwater quality 
treatment systems 

Maintenance of stormwater quality treatment system wetlands handed 
over from developers. 

Large scale stormwater 
harvesting 

Investigations of priority stormwater areas, including feasibility studies. 

Employment of two additional FTEs to support delivery of the capital 
program and investigations. 
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Program Example activities 

Developed the Monbulk Smart Water Network through partnership 
arrangement and progressing relevant research projects. 

Funding for Water Research Australia for various research projects to 
advance stormwater harvesting and infiltration.  

Source: Melbourne Water, Outcomes Performance Report, 2024-25. 

The information above, together with detail provided in performance reports, confirm the programs 
encompass ongoing initiatives, such as maintenance activities, community engagement and education, 
as well as expenditure on one-off or finite activities. However, as noted above, several different short-
term initiatives are identifiable and implemented over time – the question is what prudent and 
efficient level of ongoing funding is required to deliver this. 

Outcomes 

Table 3.7 provides a summary of waterways and drainage outcomes achieved under the six programs 
based on specified indicators, together with Melbourne Water’s self-assessment for the PS5 regulatory 
period to date, where green means ‘on-track’ and red means ‘off-track’.  

The scope of this report does not include verifying the appropriateness of the performance measures 
and targets, nor does it include assessing the level of ambition in each target and how this relates to 
the budget for the PS5 regulatory period. Overall, Melbourne Water’s assessment appears reasonable 
based on the reported performance against each indicator. 

Noting the above metrics largely relate to the volume of activity relative to a specified target, it is 
important to consider how this translates into customer and community outcomes. Melbourne 
Water’s reported performance leads us to make the following observations in relation to delivery 
against its six specified outcomes: 

 Outcome 3 Melbourne remains liveable as it deals with the impacts of climate change and 
population growth: one of the two measures is the average estimated reduction in flood 
damage arising from Melbourne Water’s activities, which includes activities such as flood 
education and awareness and capital solutions. The estimated reduction in flood damage is 
well above the target and has been increasing. However, Melbourne Water has not 
demonstrated how activities under the relevant Waterways and Drainage programs 
contribute to this improvement.  

 Outcome 4 Melbournians are empowered to support the design and delivery of service 
outcomes: there are two relevant outputs, the number of successful grant applications within 
the waterways and drainage incentives program, and the number of projects funded within 
the waterways and drainage incentives program. While Melbourne Water did not meet the 
target in the first year, it did exceed the target in 2022-23, 2023-24 and 2024-25. 

Overall, this suggests Melbourne Water performed positively in key outcome areas, which is either 
directly attributable (Outcome 4) or partially attributable (Outcome 3) to Melbourne Water’s 
Waterways and Drainage activities. 
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Table 3.7: PS5 regulatory period outcomes identified in 2024-25 performance report 

Indicator  Outcomes 

Community involvement in waterways 

Community events (number)  From 2022-23, the number of events materially exceeded the 
target. It was expected to hold five events per year – in 2023-
24 there were 27 events, while in 2024-25 there were 128. 

Web-based interactive digital media 
(number) 

 This has materially exceeded the target in 2021-22 and 2024-
25. 

Targeted education campaigns 
including social media (number) 

 No campaigns were held in the first two years of the PS5 
regulatory period. The target has been exceeded in the 
subsequent two years. 

Waterway information signage and 
infographics (number) 

 Following no expenditure in the first two years, activity has 
been well in excess of the target in the subsequent two years. 

Flood mitigation 

Innovative solutions tested and 
adopted 

 Progress is described as on-track in each of the first four 
years of the PS5 regulatory period. 

Investigations supported by delivery 
innovation 

 Progress is described as on-track in each of the first four 
years of the PS5 regulatory period. 

Flood preparedness 

Expansion of education and 
awareness programs (number of 
engagements with households) 

 Target exceeded in the first four years of the PS5 regulatory 
period. 

Targeted social media (number)  Target not met in the first two years and has subsequently 
been met in the following two years.  

Improved flash flood warning 
capability (number) 

 Target met in two out of four years.  

Natural wetlands 

Priority sites maintained (number)  Actual is well below the expected target of 20 sites per year. 

Area maintained (hectares)  Actual is well below the target of 60 hectares per year. 

New Stormwater Quality Treatment Systems 

Cumulative additional Stormwater 
Quality Treatment Systems handed 
over 

 By 2024-25 a total of 74 systems had been handed over, 
compared to the cumulative target of 36. 

Large scale stormwater harvesting 

Expenditure against annual allocation  Well below target. 

Green – accepted; Amber – recommend adjustment; Red – recommend removal. 

Source: Melbourne Water, Outcomes Performance Report, 2024-25. 
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Engagement 

Melbourne Water provided us with copies of the Phase 2 and 3 reports for the PS6 Community 
Deliberative Panel. Panel participants were asked to rank investment priorities in order of importance, 
and more than 80 per cent of them supported the following rankings: 

1. Water supply security and resilience 
2. Increased investment in waterway health 
3. Transforming our sewerage system 
4. Increased resilience against flood 
5. Increased investment in land and waterways for community enjoyment.  

Priorities 2 and 4 are relevant to the Waterways and Drainage program. Participants commonly 
expressed that waterway health is a high priority “due to its impact on biodiversity and human health”. 
They also considered flood prevention and preparedness was important “but not universally critical 
(except in flood prone areas)”. Some participants believed that universities and government agencies 
should be responsible for flood investigation and research, rather than Melbourne Water.31  

In terms of investing in waterway health, panel participants supported restoring wetlands to filter 
pollution and investing in waterway health to benefit future generations. They also considered 
increased community participation and education in relation to conservation and protection activities 
were important.32  

Protecting the natural environment, including supporting healthy waterways, was one of five 
outcomes considered by the panel, including how this can be promoted. The panel recognised that 
“reducing pollution, restoring natural habitats, and raising awareness through public education and 
incentives for eco-friendly practices are critical to participants”.33 

Another one of the five themes was collaboration with partners and the community, including 
education programs to raise awareness and foster collective action.  

This demonstrates a degree of community support for investing in waterway health, including through 
some of activities being undertaken by Melbourne Water as part of its waterways and drainage 
program. However, this support does not directly inform the required scale and scope of activity, or 
the ongoing level of investment that should be recovered via water charges.  

Recurrent baseline allowance 

We asked Melbourne Water for details of the $4.9 million Waterways and Drainage uplift, including to 
demonstrate it is recurrent. Melbourne Water provided further information including: 

 

 

31 rpsgroup, Melbourne Water 2026 Price Submission, Community Panel: Phase 3 Engagement Report, [no date], [no 
pagination]. 
32 rpsgroup, Melbourne Water 2026 Price Submission, Community Panel: Phase 3 Engagement Report, [no date], [no 
pagination]. 
33 rpsgroup, Melbourne Water 2026 Price Submission, Community Panel: Phase 3 Engagement Report, [no date], [no 
pagination]. 
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 restatement of the key legislative and policy drivers for each program 
 the scope and activities in the current program 
 why this is considered recurrent 
 new or expanded activities subject to further step changes, as discussed in section 0.34 

Table 3.8 summarises Melbourne Water’s explanations of why it considers expenditure on these 
programs to be recurrent. 

Table 3.8: Melbourne Water explanation of recurrent waterways and drainage expenditure 

Program Explanation 

Community 
involvement in 
waterways 

Current program activities are recurrent and part of Melbourne Water’s ongoing 
legislative obligations. Melbourne Water will continue its ongoing programs by 
leveraging established partnerships. 

Flood mitigation Current program activities are recurrent and deliver investigations for drainage 
infrastructure upgrades to reduce both the likelihood and consequences of flooding. 
Ongoing investment in investigations is required to assess increasing hotspots 
identified through updated flood mapping. 

Flood preparedness Current program activities are recurrent and part of Melbourne Water’s ongoing 
legislative obligations. 

Natural wetlands Current program activities are recurrent and part of Melbourne Water’s ongoing 
legislative obligations. 

New Stormwater 
Quality Treatment 
Systems 

Current program activities are recurrent and part of Melbourne Water’s ongoing 
legislative obligations. 

Large scale 
stormwater 
harvesting 

Current program activities are recurrent and part of Melbourne Water’s ongoing 
legislative obligations. Investment is required to set the foundation to achieve the 
longer-term stormwater harvesting and infiltration targets outlined in the Healthy 
Waterways Strategy and address priorities of the Mid-term review and Science 
Inquiry. 

Source: Melbourne Water, PS26 – Request for Information, RFI-F027. 

Assessment 

We are satisfied Melbourne Water demonstrated this is recurrent expenditure and hence should be 
included in the base year. We note the legislative and policy drivers, which supports objectives and 
outcomes generally valued by customers.  

The key issue is what level of recurrent expenditure is efficient to be reflected in the base year. 
Typically, this would be based on actual base year expenditure unless this was identified as a driver of 
an overspend of the base year allowance not considered prudent and efficient. However, in this case, 

 

 

34 Melbourne Water, Request for Information, RFI-F027. 
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the ESC has asked Melbourne Water to demonstrate ‘how much, if any’ of this allowance should be 
retained.35  

Melbourne Water’s actual base year expenditure was $4.9 million. While this is less than the $6.2 
million benchmark allowance for 2024-25, it equates to the average annual benchmark allowance for 
the PS5 regulatory period ($ 1 January 2026). It is forecasting to spend $5.5 million in 2025-26.36  

Based on the information provided by Melbourne Water regarding its current expenditure, we are 
satisfied that it has adequately demonstrated its commitment and ability to spend to at least the level 
of its base year expenditure going forward. This includes the explanations it has provided for the two 
key program areas where it has not met its expenditure targets in the current period.  

A further question to be considered is whether Melbourne Water fully explained and justified further 
step changes in expenditure for: 

 maintenance of stormwater quality treatment systems handed over from developers – refer 
section 3.4.6 

 increased expenditure on waterway manager obligations – refer section 3.4.9. 

While we are not proposing any adjustments to the allowance reflected in baseline expenditure, noting 
the concerns expressed by the ESC in its 2021 Final Decision37 along with the overall magnitude of the 
increases in Melbourne Water’s operating expenditure, we consider that a high burden of proof needs 
to be placed on the business in demonstrating the need for further increases.  

3.3.3 Increases in base year expenditure 

Melbourne Water’s actual 2024-25 controllable expenditure (after adjustments) is $51.42 million or 
11 per cent above the benchmark allowance for that year. Table 3.9 summarises the variations to the 
benchmark allowance as identified by Melbourne Water. 

We have assessed the reasonableness of adjusted baseline expenditure by considering the following: 

 any overspend against the allowance needs to be consistent with what is required by a 
prudent business operating efficiently 

 the expenditure should not include any items that are non-recurring. 

The following sections assess each driver. 

  

 

 

35 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
36 Melbourne Water, Melbourne Water 2026 Price Submission, 1 October 2025, p.28. 
37 Essential Services Commission, Melbourne Water Final Decision, 2021 Water Price Review, 16 June 2021, pp.25-26. 
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Table 3.9: Drivers of base year increase ($ 1 January 2026, millions) 

Driver Water and 
Sewerage 

Waterways and 
Drainage 

Total 

Total uplift 51.7 -0.3 51.4 

Higher maintenance expenditure 1.6 - 1.6 

Higher chemical costs 4.5 - 4.5 

Waterways and Drainage uplift - -1.3 -1.3 

Land development - 9.3 9.3 

IT and labour – cyber security 4.3 1.2 5.4 

Other IT 6.9 1.8 8.7 

Insurance 0.9 0.2 1.1 

Labour 7.6 2.0 9.6 

Mental health care levy 2.5 0.7 3.2 

Corporate cost allocation 14.8 -14.8 - 

Total identifieda 43.1 -0.8 42.3 

Total unidentified/miscellaneousa 8.6 0.5 9.1 

a Totals may differ due to rounding.  

Source: Melbourne Water, 2026 Price Submission, 2025, pp.146-148 and Melbourne Water’s Revised financial template.  

Maintenance $1.6 million 

Melbourne Water attributes this increase to higher corrective maintenance over the last two years, 
driven by climatic conditions and ageing assets. It also notes increased security costs required to 
protect against unauthorised access.38 

We requested further information from Melbourne Water explaining whether this has led to a revision 
in the maintenance strategy and the extent to which this was likely to drive future changes in costs. 
Melbourne Water referred to its Total Asset Management Improvement Plan, which is updated 
annually as a part of a continuous review and improvement cycle.39  

Melbourne Water advised its 2025-26 Total Asset Management Improvement Plan includes the End-
to-End Maintenance Management improvement project which will review trends and drivers in 
maintenance activities and costs, and the effectiveness of the maintenance strategy “with the aim of 
decoupling growth in maintenance costs from asset growth and throughput”.40 It provided an example 
of a review activity undertaken under the 2025-26 Total Asset Management Improvement Plan, which 

 

 

38 Melbourne Water, Melbourne Water 2026 Price Submission, 1 October 2025, p.146. 
39 Melbourne Water, PS26 –Request for Information, RFI-F030. 
40 Melbourne Water, PS26 –Request for Information, RFI-F030, p.1. 
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is a trial of a system-based maintenance review to identify improvement opportunities not captured 
by its current asset class-based approach. It stated that: 

A system-based approach is intended to improve the packaging and sequencing of 
maintenance activities and align them with operational isolations. This approach 
will make maintenance planning and scheduling more intuitive, will reduce 
repeated work on the same systems that arises from the asset class-based 
approach, and will contribute to the development of a library of reliability centred 
maintenance analyses and maintenance strategies.41 

Melbourne Water also identified this as an initiative to be implemented as part of the Cost Efficiency 
Plan.  

We note the drivers identified by Melbourne Water for the current period increase. While actual 
maintenance expenditure will vary year on year within the context of its maintenance program, we are 
satisfied that the key drivers of the increases identified by Melbourne Water are recurrent, being: 

 climatic conditions 
 ageing assets (noting that this age profile will vary over time as assets are renewed and 

replaced) 
 increased security costs to protect its assets. 

We also note Melbourne Water’s ongoing commitment to review and improve its asset management 
approach and finding efficiencies. This would also be expected to result in a shift towards more 
preventative rather than corrective maintenance, which should deliver benefits (including potential 
savings in operating and capital expenditure) over the longer term. We are satisfied that Melbourne 
Water demonstrated this expenditure is reflective of efficient recurring operating costs. 

We consider there should be appropriate accountability for these commitments. It is reasonable to 
expect the business to demonstrate the outcomes it has achieved against these commitments by 
reviewing its operating expenditure (and efficiency target) for the following PS7 regulatory period.  

Chemicals $4.5 million 

Melbourne Water faced increases in chemical costs over the PS5 regulatory period reflecting: 

 increases in the unit price of chemicals, in particular, fluoride (due to the closure of local 
processing facilities) and to a lesser extent, other chemicals, such as aluminium sulphate 

 increased demand, resulting in a greater volume of river water pumped and treated through 
the Winneke Treatment Plant.42 

This increase largely occurred from 2023-24. We sought further information from Melbourne Water 
on the drivers of the uplift, including the contribution of volume and unit price increases. In response, 

 

 

41 Melbourne Water, PS26 –Request for Information, RFI-F030, p.1. 
42 Melbourne Water, 2026 Price Submission, 1 October 2025, p.146. 
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Melbourne Water provided a detailed breakdown based on seven main chemicals, which accounted 
for most of the increase in the PS5 regulatory period.43  

Table 3.10 summarises the information provided by Melbourne Water, including signalling the 
materiality of expenditure on each chemical as a percentage of total chemicals expenditure. 

Table 3.10: Actual chemicals expenditure in 2024-25 

Chemical Trend  Driver % of 
total 

Sodium 
hypochlorite 

44 per cent increase 
from 2023-24 

Driven by increase in water production volumes and 
unit rates. 

7.6 

Fluosilicic acid 
(fluoride) 

117.6 per cent increase 
from 2023-24 

Main driver is the increase in the unit rate, following 
Incitec Pivot’s withdrawal from Australia. 

21.6 

Alum sulphate 41.2 per cent increase 
from 2023-24 

80 per cent increase in the unit rate in 2022-23, 
following the closure of Alcoa’s local production 
facility. There has also been a more material increase 
in production volumes in 2023-24 and 2024-25. 

14.0 

Liquified 
chlorine gas 

Flat from 2023-24, 30 
per cent increase from 
2020-21 

Price driven, reflecting an increase in the unit rate 
(from 2021-22) as well as an increase in the monthly 
rental hire cost for chlorine drums (from 2022-23). 

20.5 

Hydrated lime 22.2 per cent increase 
from 2023-24 

Driven by increase in volumes and unit rates. 6.4 

ETP – 
polyelectrolyte 

52.4 per cent decrease 
from 2023-24, but still 
double 2020-21 costs 

More volume driven, which also reflects changes in 
weather conditions. 

5.8 

ETP – liquid 
oxygen 

60 per cent decrease 
from 2023-24, 38.5 per 
cent decrease from 
2020-21 

Change in costs is fully demand driven.  4.7 

Source: Melbourne Water, PS26 Request for Information, RFI-F008, November 2025 

The most significant individual driver is fluosilicic acid, which is used in fluoridation. As Melbourne 
Water noted, a significant price increase has been experienced in 2024-25 since the sole domestic 
supplier, Incitec Pivot, left in the market Australia, ceasing supply from mid-2025.44 Since then, 
Melbourne Water indicated there has been a focussed effort across the water sector to source an 
alternative reliable supply but this has to be sourced internationally a materially higher cost. As these 
costs are expected to increase further from 2024-25, it has been included as a step change for the PS5 
regulatory period (see section 3.4.8). 

 

 

43 Melbourne Water, PS26 –Request for Information, RFI-F008, November 2025. 
44 Melbourne Water, Opex Brief – Fluoride contract price change, [no pagination]. 
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In examining volume drivers, consideration needs to be given to the correlation between volume 
increases and demand growth. Melbourne Water reported water production volumes by reservoir as 
a proxy for this, which are summarised in Table 3.11. This equates to around a 19 per cent increase in 
volume between 2020-21 and 2024-25. The most significant increase was at the Winneke reservoir. 

Table 3.11: Water production volumes at reservoirs (ML)  

Year 2020-21 2021-22 2022-23 2023-24 2024-25 

Volumes 475,008 494,797 501,861 520,227 565,238 

Source: Melbourne Water, Request for Information, RFI-F008, November 2025. 

Melbourne Water noted water production and total chemical utilisation is driven by modelled water 
demand (which relate to population and weather) and projected stream flows into reservoirs (which 
relate to rainfall).45 It noted chemical demand also depends on chemical concentrations and dosage 
rates, although these have been fairly constant over time at the treatment plants.46 Melbourne Water 
used more chlorine than forecast due to the increase in chlorine set points across the system. This has 
been coordinated with the metropolitan water retailers “to ensure there is greater chlorine residuals 
as the water enters the distribution system”.47  

As noted above, weather conditions can also impact chemical utilisation. Melbourne Water noted, for 
example, weather can impact on the use of polymer in sludge drying pans at the treatment plants.48 
Melbourne Water confirmed that 2024-25 is appropriately representative of chemical dosage rates.49 

Increases in the unit price of chemicals has been a consistent theme across the 2023, 2024 and 2026 
water price reviews.  

We are satisfied the increase in Melbourne Water’s base year expenditure due to chemicals costs 
represents efficient recurrent expenditure because:  

 the Victorian water businesses have been largely price takers in this market,50 and the 
withdrawal of major local suppliers, such as Incitec Pivot, has impacted costs 

 increased production volumes have also driven the increase in costs, which is influenced by 
both population growth and weather conditions 

 Melbourne Water confirmed that actual 2024-25 dosage rates provide an appropriate 
representative year for recurrent benchmark expenditure. 

 

 

45 Melbourne Water, PS26 –Request for Information, RFI-F008, November 2025. 
46 Melbourne Water, PS26 –Request for Information, RFI-F008, November 2025. 
47 Melbourne Water, 2026 Price Submission, 1 October 2025, p.27. 
48 Melbourne Water, PS26 – Request for Information, RFI-F008, November 2025. 
49 Melbourne Water, PS26 – Request for Information, RFI-F028, November 2025, p.2.  
50 We have not explored any further potential for collective negotiation, noting the Australian Competition and Consumer 
Commission’s 2024 authorisation for the Water Services Association of Australia and its members to collectively negotiate 
with potential suppliers of packaged gaseous chlorine.  
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Land development $9.3 mill ion 

Melbourne Water stated it has had to significantly increase its land development capacity and 
capability to meet the Victorian Government’s Housing Statement: 

This has ensured that statutory referrals for development and greenfield 
development applications, contributions and asset handover from developers occur 
in a timely manner.51 

These costs are expected to continue and be partially offset by an increase in the Development Services 
Scheme’s administration charge.  

Melbourne Water provided further information from on the drivers of this uplift relative to 
assumptions used by the ESC to set the benchmark allowance for the PS5 regulatory period.52 It advised 
this variation relates to the expansion of the Urban Planning and Development business unit, which 
has the following responsibilities: 

 statutory referrals (being the assessment of development proposals) 
 flood amendments and engineering 
 Development Services Schemes 
 strategic urban planning. 

The PS5 benchmark allowance for this business unit was $6.7 million, which is close to the actual 
expenditure in 2020-21. While Melbourne Water had assumed consistent development volume and 
complexity, in practice, this has not been the case for Development Services Schemes. Three key 
changes resulted in the need for increased expenditure: 

 provision of new flood information into council planning schemes based on accelerated flood 
modelling program, as committed to through the October 2022 flood review 

 an increase in statutory referrals and detailed engineering assessments arising from new flood 
information being included in council planning schemes 

 an increase in detailed engineering assessments for fast-tracked Victorian Planning Authority 
Activity Centre programs and Council-led Structure Plans as a result new government policy, 
such as the Housing Statement.53 

In May 2021, Melbourne Water identified the need to increase team capacity by 63.3 FTEs. This was 
reflected in a Development Services Implementation Plan, which identified several challenges in terms 
of capacity and resourcing, including: 

 a lack of seniority to deal with increasingly complex projects and key stakeholders 
 a lack of planning expertise 
 inadequate capacity to service the increase in assets to be delivered 

 

 

51 Melbourne Water, 2026 Price Submission, 1 October 2025, p.147. 
52 Melbourne Water, PS26 –Request for Information, RFI – F026. 
53 Melbourne Water, PS26 –Request for Information, RFI – F026, p.3. 
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 not meeting performance expectations under its Customer Charter, as reflected in survey 
outcomes and performance obligations not being met 

 lack of time for sufficient staff training and development 
 not meeting stakeholder expectations regarding the government’s housing policy and 

Housing Statement. 

The Development Services Implementation Plan set out a phased approach to recruiting the additional 
staff, including converting five contract roles to permanent positions. This plan was presented to the 
Board’s Customer and Service Delivery Committee in March 2022, along with a paper on the Greenfield 
Development Services Scheme Transformation Project. The Developer Services Scheme 
Transformation Project was endorsed by the Board Committee. In March 2023, it endorsed the 
Transformation Work Program, which included an additional briefing on a detailed workplan, 
timetable and resourcing plan.  

We also requested further information on the governance and decision-making process that 
Melbourne Water applies to new appointments. Melbourne Water outlined the general governance 
framework that it applies in relation to new staff appointments.54 It states that at a portfolio level, 
organisational structure changes and FTE increases/reductions are based on a business case, which are 
discussed at the Monthly Executive Committee meeting prior to being submitted for assessment and 
approval in accordance with the People and Transformation Delegations and Authorisation Policy. This 
policy is approved by the Managing Director in conjunction with the Executive General Manager of 
People and Transformation. The business cases must demonstrate that the proposed staff changes are 
“commercially sound and measurable, including financial modelling for all cost impacts of the change 
into the future”.55 They must also align to relevant organisational policies.  

As at the end of 2024-25, the size of the Urban Planning and Development business unit was 109.29 
FTEs (excluding contractor and agency staff). 

Melbourne Water also confirmed the forecast partial offset from the Development Services Scheme’s 
administration charge for the PS6 regulatory period, being the ‘Offsetting Waterways and Drainage 
Revenue Requirement’ contained in Table 8.2 of its submission.56 

This is a material increase in expenditure, expanding the internal capacity of the Urban Planning and 
Development business unit by 73 per cent. As noted below in the review of the $9.6 million increase 
in base year expenditure attributed to labour costs, there has been a significant increase in the size of 
Melbourne Water’s labour force for the PS5 regulatory period, including in this area. 

We are satisfied this increase reflects efficient recurrent costs because Melbourne Water explained 
the need to expand its capability, including customer and stakeholder expectations. The Victorian 
Government’s Housing Statement, introduced in 2023 after Melbourne Water prepared its 

 

 

54 Melbourne Water, PS26 –Request for Information, RFI-F025. 
55 Melbourne Water, PS26 –Request for Information, RFI-F025, [no pagination]. 
56 Melbourne Water, 2026 Price Submission, 1 October 2025, pp.167-168. 
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Development Services Implementation Plan, is also likely to have further increased community 
expectations and demands on this business unit. 

In assessing labour-driven cost increases we have focused on the governance and decision-making 
process underpinning this significant capacity expansion and whether it is consistent with a business 
acting prudently and efficiently. We are satisfied: 

 the governance framework has been applied to changes in staffing 
 the integrated strategy (the Development Services Implementation Plan and subsequent 

program documentation) underpinning expansion has been approved by the Board 
 Melbourne Water’s explanation of why increasing demand cannot be met within the existing 

team and where uplift in capability is required.  

We recognise Melbourne Water has recruited for these positions in response to identified business 
need and has had to manage this additional cost within its existing budget. Melbourne Water sought 
a further step change for additional costs in maintaining assets acquired from developers (see section 
3.4.6), however it confirmed this is separate to the drivers and activities reflected in this uplift. 

IT and labour – cyber security $5.4 million 

Melbourne Water said the PS5 benchmark allowance was approved early in the application of the 
Security of Critical Infrastructure Act 2018 and at the time “little was understood about how this 
legislation would change both the way we manage IT systems, as well as the cost associated with it”.57  

We requested further information from Melbourne Water in relation to the increase in this 
expenditure over the PS5 regulatory period.58 While the benchmark allowance included $15.4 million, 
actual expenditure for the PS5 regulatory period is $41.2 million, reflecting an increase of $25.8 million. 
Table 3.12 shows the profile of the increase over the PS5 regulatory period. 

Table 3.12: Breakdown of cyber security expenditure uplift ($ 1 January 2026, millions) 

 2021-22 2022-23 2023-24 2024-25 2025-26 Total 

Benchmark allowance 2.8 3.0 3.1 3.2 3.3 15.4 

Actual/forecast 2.1 6.4 11.0 8.6 13.2a 41.2 

Variance -0.8 3.4 7.9 5.4 9.8 a 25.8 

a Forecast 

Source: Melbourne Water, PS26 – Request for Information, RFI-F005. 

The profile of expenditure has been quite variable, and actual base year expenditure was lower than 
2023-24 and the 2025-26 forecast.  Melbourne Water’s Technology Roadmap for the PS6 period 
includes a ‘current state’ assessment in each key area, including cyber security expenditure, which 

 

 

57 Melbourne Water, 2026 Price Submission, 1 October 2025, p.147. 
58 Melbourne Water, PS26 - Request for Information, RFI-F005. 
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identifies the types of activities undertaken in the current period.59 This states that significant 
investment has been undertaken in “foundational cybersecurity capabilities” to reduce its risk and 
align with regulatory and legislative requirements. Some of the outcomes that have been achieved 
based on current period expenditure to date include: 

 enabling better control over access to its systems and data by staff and third parties, including 
new standards and tools to enable secure remote access 

 investing in data loss prevention capability to detect the external leakage of data 
 ongoing security education and awareness programs 
 implementation of third party risk assessments and supplier security standards 
 tools to detect vulnerabilities within infrastructure and applications, along with processes to 

manage and address them 
 improvements to its Security Operations Centre capability and cyber defence tools 
 improvements providing increased vulnerability of cybersecurity threats in Melbourne 

Water’s Operational Technology.60 

The material increase in forecast IT expenditure for the PS6 regulatory period is also the subject of a 
further step change (see section 0). 

We recognise the scale and complexity of the issues faced by the water businesses in managing cyber 
security risks, which is underpinned by the obligations in the Security of Critical Infrastructure Act 2018 
as well as stakeholder and community expectations. Increases in these costs has been a consistent 
theme across the 2023, 2024 and 2026 water price reviews.  

We are satisfied this increase reflects efficient recurrent operating expenditure because Melbourne 
Water has: 

 clearly demonstrated the need for additional expenditure  
 identified key outcomes achieved in the current period as a result of this expenditure 
 provided adequate information explaining the drivers of this expenditure.  

Other IT $8.7 million 

Melbourne Water identified a further $8.7 million in IT-related increases that have contributed to the 
uplift in base year expenditure. It mainly attributes these to an increase in licence fees as the business 
transitions to the Cloud.61 

We requested further information from Melbourne Water, including a breakdown of the increase in 
this expenditure over the current PS5 regulatory period.62 Melbourne Water said the information used 
to populate the 2021 financial template reflected only the Management Account for IT, which excludes 

 

 

59 Melbourne Water, ITPS26 Submission, Technology Roadmap, 30 July 2025, pp.27-36. 
60 Melbourne Water, ITPS26 Submission, Technology Roadmap, 30 July 2025, p.34. 
61 Melbourne Water, 2026 Price Submission, 1 October 2025, p.147. 
62 Melbourne Water, PS26 –Request for Information, RFI-F005. 
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labour. Over the current PS5 regulatory period (including forecast 2025-26, and excluding capitalised 
SaaS expenditure): 

 IT Management account operating expenditure (excluding labour) is forecast to be $22.2 
million above the benchmark allowance while 

 IT Department operating expenditure (including labour) is forecast to be $45.7 million above 
the benchmark allowance.  

In the base year, actual IT Management account operating expenditure was $7.3 million above the 
benchmark allowance, while IT Department operating expenditure was $10.1 million above.  

The Asset Knowledge and Technology Department (responsible for Operational Technology (OT)) also 
incurred approximately $0.9 million of additional IT-related expenditure to renew large OT contracts 
and to implement new applications. A further $2.1 million in IT-related costs were incurred outside of 
the IT and Asset Knowledge and Technology Departments, representing additional software licensing 
and maintenance costs and IT professional services where greater support was required to advise on 
Cloud-based services.63 

Table 3.13 summarises the breakdown provided by Melbourne Water for the 2024-25 base year. 
Melbourne Water also identified $0.5 million in savings in telecommunications expenditure in 2024-
25, already reflected in actual base year expenditure.64 

  

 

 

63 Melbourne Water, MW’s Response to the Draft expenditure review, 19 February 2026. 
64 Melbourne Water notes that other smaller savings have also been made to offset the increases in expenditure.  
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Table 3.13: Drivers of base year uplift, excluding capitalised SaaS expenditure and cyber security ($ 1 January 
2026, millions) 

Category/driver Approximate contribution to base year 
increase 

Total base year increase 8.7 

IT Department   

Software maintenance and licensing 2.6 

Labour, with the significant movements being: 

 base salaries (0) 

 SGC (0.2)  

 decreases in labour costs recovered from capital (2.9) 

 other, not identified (0.4) 

3.5 

Asset Knowledge and Technology  

Renewal of large contracts 0.5 

Implementation of new applications 0.4 

Other IT (outside of IT and Asset Knowledge and Technology Departments) 

IT software licences and maintenance 1.6 

IT professional services 0.6 

Source: Melbourne Water, PS26 – Request for Information, RFI-F005; Melbourne Water, MW’s Response to the Draft 

expenditure review, 19 February 2026. 

We are satisfied the material drivers of increased IT expenditure in the base year are efficient recurrent 
items, noting that apart from some additional labour costs in the IT Department, most of the costs 
relate to software licensing and maintenance, along with contract renewals and new software 
applications.  

Insurance $1.1 million 

Melbourne Water notes the increases in its insurance costs “as a result of market conditions, including 
COVID-19, increased natural disasters and global insurance market changes”.65 

Market-driven increases in insurance costs have been a consistent theme across the water businesses 
in the 2023, 2024 and 2026 water price reviews and are largely outside of their control. Melbourne 
Water indicated its insurance broker has advised that it is likely to see premium decreases in the PS6 
regulatory period.66 Melbourne Water recognised these expected savings as a negative step change, 
as discussed in section 0.   

We are satisfied that Melbourne Water demonstrated this expenditure is reflective of efficient 
recurring operating costs. It reflects the actual costs of procuring insurance in the competitive market 

 

 

65 Melbourne Water, 2026 Price Submission, 1 October 2025, p.147. 
66 Melbourne Water, 2026 Price Submission, 1 October 2025, p.162. 
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(via its insurance broker), which have materially increased in the current period. We are therefore not 
proposing any adjustment to the base year for increased insurance expenditure.  

Labour $9.6 million 

Melbourne Water identified $9.6 million of labour-related increases contributing to the uplift in base 
year expenditure related to: 

 the 12 per cent vacancy rate built into the allowance for the PS5 regulatory period ($4.6 
million) 

 further increases in the SGC rate ($4.1 million).67 

We also note by the end of the PS5 regulatory period, Melbourne Water forecasts a total increase of 
230 FTEs, which is 20 per cent above the number of FTEs reflected in the benchmark allowance, which 
assumed nil growth in FTEs over the PS5 and PS6 regulatory periods. 

Consistent with the ESC’s guidance, our review of current period operating expenditure is limited to 
the examining the drivers of increases compared to the base year, rather than undertaking a detailed 
ex post review of operating expenditure.  

The growth in FTEs has not been specifically identified as a driver of the $9.6 million increase in labour 
costs, although it will influence the quantum attributable to the increases in the SGC rate. However, 
the significant growth in FTEs in the current period is relevant context in considering this the 
contribution of labour-related costs to increased base year expenditure, as well as any proposed 
increases in FTEs subject of further step changes (see section 0).  

We requested further information on the drivers of the increase, focusing on the breakdown of the 
increase, the implications of the high vacancy rate assumption, and Melbourne Water’s management 
approach to the employment of new staff.68 Table 3.14 summarises the portfolio areas which have 
experienced a significant workforce increase. The costs shown are base costs only and exclude on-
costs, such as payroll tax and superannuation.  

Table 3.14: Key portfolio areas experiencing labour cost increases in the PS5 regulatory period ($ 1 January 2026, 
millions) 

Portfolio Base year increase 
above determination 

Corresponding drivers 

Urban planning and 
development 

7.2 Urban planning and development uplift 

Service and asset 
lifecycle 

2.8 Major capital delivery and asset management 

Service delivery 5.6 Works delivery and treatment plant teams 

 

 

67 Melbourne Water, 2026 Price Submission, 1 October 2025, p.148. 
68 Melbourne Water, PS26 –Request for Information, RFI-F025. 
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Portfolio Base year increase 
above determination 

Corresponding drivers 

Customer, community 
and external affairs 

3.1 Aboriginal and community engagement, flood 
response and uplift in collaborative roles housed in 
Melbourne Water 

Corporate services 3.0 Procurement, cyber security and risk 

Source: Melbourne Water, Request for Information, RFI-F025. 

Vacancy rate 

A key focus of our questions was the 12 per cent vacancy rate, which appears very high. Melbourne 
Water confirmed its approach to arriving at its base assumption of 1,165 FTEs was consistent with the 
approach applied in the PS5 regulatory period. This reflected the number of FTEs reported in its 2019-
20 Annual Report (1,132), increased by 3 per cent to reflect its forecast of the number of positions to 
be filled by the start of the PS5 regulatory period. It noted this closely aligns to its actual FTEs reported 
in its 2020-21 Annual Report. There were still 150 vacant roles within the business, which equates to 
a vacancy rate of 12 per cent. 

Melbourne Water also showed the change in the vacancy rate between 1 July 2020 (being the 
commencement of the current period) and 1 July 2025.  

Table 3.15: Key drivers of the change in vacancy rate (per cent) 

Portfolio Driver of change Vacancy rate 

  1 July 
2020 

1 July 
2025 

Service futures Urban Planning and Development uplift, increase in fixed term 
positions for New Water program 

20.0 -2.5 

Service delivery Additional resources in the delivery team for increased activity 
and initiatives. Treatment plants have increased in size. 

15.4 1.3 

Corporate services Mainly in the Procurement, Cyber and Risk teams. 15.2 1.8 

Customer, 
community and 
external affairs 

Increased support for Aboriginal and community engagement, to 
contribute to the goal of Walking Country Together. Uplift in 
flood response, along with the housing of collaborative roles on 
behalf of the five Accord water corporations.  

12.6 2.4 

People and 
transformation 

Primarily reflects graduate positions and the timing of these roles 
(usually finish in February). Also flexes with business need. 

5.4 23.7 

Service and asset 
lifecycle 

Preparatory work for the increased capital program.  0.3 8.7 

Total  12.0 4.1 

Source: Melbourne Water, Request for Information, RFI-F025. 
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Melbourne Water advised its 4.1 per cent vacancy rate as at the end of the 2024-25 base year is not 
necessarily in line with recent historical trends. It noted: 

 the ‘great resignation’ in 2022-23 resulted in the vacancy rate reaching 19.4 per cent, which 
will have skewed this data 

 its average vacancy rate between 2018 and 2022 was 6.8 per cent, which it considers to be a 
better indicator of its normal vacancy rate.69  

Melbourne Water confirmed if the benchmark allowance had been set based on an average vacancy 
rate of 6.8 per cent, rather than 12 per cent, its operating expenditure allowance (on average) would 
have been $4.2 million higher. This amount reflects the five-year average cost per FTE of $142,179 
multiplied by the difference in the number of positions.70  

As Table 3.15 shows, the area carrying the highest vacancy rate was the Service Futures portfolio. This 
portfolio includes the Urban Planning and Development business unit, which has significantly 
expanded in the size, contributing to the $9.3 million increase in land development costs above the 
benchmark allowance.  

We asked Melbourne Water for further information about the contribution of the higher-than-normal 
vacancy rate for this business unit, which it provided.71 

The increase in land development costs already accounts for the contribution of the high vacancy rate 
in the Urban Planning Development business unit reflected in the benchmark allowance as it includes 
the cost of various new roles and filling some vacant roles, noting Melbourne Water indicated in June 
2025, the actual vacancy rate in the expanded business unit was only 2.5 per cent. 

We have estimated the likely contribution of the high vacancy rate in its business unit based on the 
following:  

 the number of actual vacancies at the start of the PS5 regulatory period was 8.4, which was 
13.2 per cent of the total FTE roles of 63.62 

 if we apply the average vacancy rate of 6.8 per cent, the number of vacancies under ‘average’ 
conditions would have been 4.3 FTEs 

 we then applied the average cost per FTE of $142,179 to the difference between the FTE 
numbers in (1) and (2), which was 4.07 FTEs, resulting in a total value of the higher-than-
normal vacancy rate of $579,214. 

SGC rate 

A further increase of $4.1 million has been attributed to the SGC, reflecting the cumulative increase in 
the SGC rate over the PS5 regulatory period not included in the benchmark allowance. It is assumed 
the benchmark allowance reflects the SGC rate applying as at the end of the PS4 regulatory period, 

 

 

69 Melbourne Water, PS26 –Request for Information, RFI-F025. 
70 Melbourne Water, PS26 – Request for Information, RFI-F025. 
71 Melbourne Water, PS26 –Request for Information, RFI-F025. 
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which was 9.5 per cent.72 From 1 July 2021, the SGC rate has increased by 0.5 per cent per year. Actual 
base year expenditure will reflect the SGC rate for that year, which was 11.5 per cent.  

As noted in section 3.3.1, Melbourne Water also applied a further adjustment to the baseline of $0.89 
million, which reflects the final 0.5 per cent increase in the SGC rate to 12 per cent from 1 July 2025. 
This means that Melbourne Water’s base year expenditure reflects the current (and future) SGC rate 
as at the commencement of the PS6 regulatory period. We are comfortable this adjustment is 
appropriate and separate to the driver of the base year uplift.  

We are satisfied Melbourne Water has demonstrated this expenditure is efficient and recurring 
operating expenditure because: 

 Vacancy rate:  

- Melbourne Water had sought to apply an appropriate approach in establishing the size of 
its labour force at the commencement of the PS5 regulatory period, consistent with the 
approach used in the previous regulatory period. It has come into the current regulatory 
period carrying an abnormally high vacancy rate. Putting aside the creation of additional 
roles, it is not surprising there has been an increase in the size of its labour force (compared 
to the forecast) as some of those vacant roles were filled. 

- If Melbourne Water had been carrying its average vacancy rate into the current regulatory 
period, its forecast labour costs used to set the benchmark allowance would have been 
higher. It is appropriate to allow an increase to (approximately) reflect what Melbourne 
Water’s forecast labour costs may have been if this was the case. We estimate if the 
forecast allowance for the current regulatory period reflected its average vacancy rate, it 
would have been $4.2 million higher. We therefore consider it appropriate to allow this 
increase in establishing prudent and efficient baseline expenditure. 

- However, we are concerned the $4.2 million uplift attributable to the high vacancy rate 
across its entire workforce double counts the cost increase attributable to the Urban 
Planning and Development business unit, which has been captured by the separate 
increase attributed to land development costs. We have estimated this to be $579,214, 
which has therefore been deducted from the $4.2 million increase. This reduces the uplift 
attributable to the higher-than-normal vacancy rate to $3.6 million.  

 SGC rate: We consider it appropriate to allow the uplift that relates to the increase in the SGC 
rate over the PS5 regulatory period, as this is a mandatory obligation not allowed in the 
current determination. This accounts for a further $4.1 million.  

The abnormally high vacancy rate and increased SGC rate equate to $7.7 million of the $9.6 million 
increase. This leaves $1.9 million of the total $9.6 million in uplift unexplained, which we are unable to 
verify reflects efficient recurrent expenditure.  

We recommend adjusting the base year expenditure to remove $1.9 million.  

 

 

72  This had been the rate since 2014. 
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Mental health care levy $3.2 million 

In the PS5 regulatory period, Melbourne Water included the mental health care levy, which is a 
surcharge on payroll tax, as non-controllable operating expenditure item.  

Melbourne Water included costs associated with the mental health care levy in its forecast controllable 
operating expenditure. This is appropriate as it aligns with other mandatory employee-related 
obligations, including payroll tax and SGC. We have not looked to verify this item on the basis: 

 this reflects a reallocation from non-controllable to controllable 
 we assume Melbourne Water has correctly calculated and applied its mandatory obligations 

in relation to employee costs. 

Remaining unexplained increase $9.1 million 

Melbourne Water has not explained $9.1 million in additional baseline expenditure, despite our 
request for further information. In its very brief response, Melbourne Water said it had invested in 
uplifting its capability across three key corporate functions, partly in response to an increase in 
‘incidents’ and the uplift in capital expenditure.73 The three main areas were: 

 procurement ($2.8 million), reflecting an increase in external professional support and 
internal capability 

 legal ($2 million), responding to changes in its operating environment and more complex legal 
issues faced by the business 

 government sector strategy ($1.3 million), reflecting a combination of external professional 
services support and increased internal resourcing.74 

This leaves $3.1 million of the $9.1 million unexplained, which Melbourne Water says represents only 
0.6 per cent of its adjusted baseline operating expenditure.75 We are unable to verify if this is efficient 
recurrent expenditure.  

We are not satisfied that Melbourne Water has adequately demonstrated the $6.1 million in 
expenditure is efficient recurrent expenditure. While it identifies three key business areas that have 
experienced increased costs in the base year, it remains unclear what additional activities it has been 
required to undertake (beyond what is reflected in the benchmark allowance) and why these are 
recurrent.  

We therefore recommended base year expenditure is adjusted to remove $9.1 million. 

  

 

 

73 Melbourne Water, PS26 –Request for Information, RFI-F025. 
74 Melbourne Water, PS26 –Request for Information, RFI-F025. 
75 Melbourne Water, PS26 –Request for Information, RFI-F025. 
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3.4 Step changes 

Melbourne Water proposed $200.61 million in step changes over the PS6 regulatory period. After 
breaking down aggregated categories such as Corporate Overheads into constituent parts, this 
involves 22 step changes, three of which are negative adjustments (that is, they involve a reduction in 
expenditure). 

We focused our assessment on step change increases only as these increases are likely to be reflected 
in baseline controllable operating expenditure in the next regulatory period.  

We assessed whether step change increases were prudent and efficient by examining whether they 
met one or more of the following criteria: 

 Is necessary to comply with new, or changed, legislative or regulatory obligations 
 Achieves an outcome or implements an initiative that is endorsed by customers or broadly 

meets accepted changes in community expectations 
 Recategorises expenditure between capital and operating expenditure, where the business 

can demonstrate it is necessary or appropriate to do so 
 Reflects incremental operating expenditure associated with a new prudent and efficient 

capital project. 

We adjusted forecasts where step changes included costs already provided for through the growth 
allowance. 

We also considered whether proposed step changes were ‘material’ as we would expect the 
benchmark allowance and growth allowance to provide sufficient scope for a prudent business 
operating efficiently to absorb some minor expenditures. 

We note Melbourne Water proposed a relatively ambitious efficiency factor and an overstated growth 
factor of 2.0 per cent, as discussed in section 3.5. At the same time, it has proposed 22 step changes 
including nine under the materiality threshold. It would appear incongruous that a business should on 
the one hand need to claim so many step changes including for relatively immaterial amounts, while 
at the same time proposing an ambitious efficiency target. Accordingly, we consider it is reasonable to 
expect Melbourne Water to absorb the cost increases associated with these minor items. 

We consider step changes were ‘immaterial’ if they represented less than 0.5 per cent of Melbourne 
Water’s baseline forecast operating expenditure. As Melbourne Water’s operating expenditure is 
separated into either water and sewerage or waterways and drainage, we assessed materiality as 
follows: 

 where the step change was only relevant to one of the categories (either water and sewerage 
or waterways and drainage), we applied the 0.5 per cent materiality threshold as a percentage 
of total forecast baseline controllable expenditure for that category 

 where the step change was relevant to both categories, we applied the 0.5 per cent 
materiality threshold as a percentage of total forecast baseline controllable operating 
expenditure. 

Table 3.16 outlines the resulting thresholds. 
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Table 3.16: Application of 0.5 per cent materiality threshold ($ 1 January 2026, millions) 

 Combined 
expenditure 

Water and 
sewerage 

Waterways and 
drainage 

Total forecast baseline controllable expenditure 2,593.94 1,684.28 909.65 

Materiality threshold 12.97 8.42 4.55 

Source: Melbourne Water, Melbourne Water price review 2026 submission model 20251029.xls, FTI calculations. 

We assessed each step change having regard to additional explanation and information provided by 
Melbourne Water including Step Change Briefs for each step change and further information 
requested. 

 
Table 3.17 summarises Melbourne Water’s proposed step changes. 

 
Table 3.17: Melbourne Water’s proposed step changes ($ 1 January 2026, millions) 

Step change Cost Category Driver 

Step change reductions    

Corporate overheads - 
insurance 

-4.79 W&S, 
WWD 

A reduction in insurance costs over the PS6 regulatory 
period following increases in insurance costs over the 
current period (including in the base year). 

Operating expenditure 
from capital 
investment: pump 
renewal 

-0.2 WWD Small reduction in operating expenditure associated with 
new capital works for waterways and drainage assets, net 
of additional costs for new project managers. 

Patterson Lakes jetties -0.15 WWD Small decrease in expenditure for Patterson Lakes jetties 
maintenance.  

Step change increases    

Corporate overheads - 
electricity 

41.50 W&S Increased electricity expenditure reflecting requirements 
under the Victorian Government’s Statement of 
Obligations (Emissions Reduction) and increases in network 
costs. 

Corporate overheads – 
IT 

33.10 W&S, 
WWD 

Additional IT expenditure to implement the Technology 
Roadmap PS26. 

Corporate overheads – 
OT 

14.95 W&S, 
WWD 

Additional Operational Technology (OT) expenditure to 
implement the Technology Roadmap PS26, mostly driven 
by changing legislative obligations and policy requirements. 

Corporate overheads - 
carbon offsets 

13.31 W&S, 
WWD 

Additional costs of procuring carbon credits to comply with 
State and Federal obligations. These costs are incurred 
from 2029-30, when Melbourne Water is required to 
achieve net zero scope 1 emissions under the Statement of 
Obligations (Emissions Reduction).  
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Step change Cost Category Driver 

Operating expenditure 
from capital 
investment: sewerage 

28.97 W&S Incremental operating expenditure from capital 
investments in ETP and WTP. 

Maintenance of 
developer assets 

13.50 WWD Additional costs incurred to maintain assets handed over 
by developers in accordance with legislative obligations 
and policy requirements. This handover has been subject 
to a major backlog in the PS5 regulatory period.  

Operating expenditure 
from capital 
investment: bulk water 

9.90 W&S Incremental operating expenditure from capital 
investments in bulk water services. 

Fluoride contract 9.69 W&S Increase in unit rates following withdrawal of sole 
Australian supplier and forecast increase in water demand 
growth.  

Waterway manager 7.28 WWD Additional expenditure on activities involved in managing 
wetland and estuary systems to improve waterway health, 
primarily via grants to community organisations and 
groups. 

Floodplain manager 7.29 WWD Additional expenditure to deliver activities to meet 
floodplain manager obligations. These requirements have 
increased following the 2022 Maribyrnong River flood and 
the Pagone Independent Review and Victorian 
Parliamentary Inquiry that followed.  

Step change below materiality thresholda  

Hardship program 6.88 W&S, 
WWD 

Costs of establishing a new program for customers 
experiencing vulnerability and financial hardship. 

Traditional Owner 
partners 

6.81 W&S, 
WWD 

Expansion of existing obligations and activities to enhance 
self-determination and capacity building within Traditional 
Owner partners, centred on developing formal partnership 
agreements with Traditional Owner Corporations. 

Tarago recreational 
access 

4.77 W&S New costs to be incurred from 2026 following opening 
Tarago Reservoir for on-water access.  

Burndap Birrarung 
burndap umarkoo 

2.87 W&S, 
WWD 

Additional costs incurred as lead agency for the Burndap 
Birrarung burndap umarkoo (formerly known as the Yarra 
Strategic Plan). 

Operating expenditure 
from capital 
investment: waterways 
and drainage 

1.80 WWD Incremental operating expenditure from capital 
investments in waterways and drainage projects. 

Ramsar Wetland 
Coordinator 

1.87 WWD Costs of its role as coordinator for the Western Port 
Ramsar site, following cessation of DEECA grant funding 
from 2028-29. 
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Step change Cost Category Driver 

Koo We Rup floodplain 
manager 

0.61 WWD Additional costs of delivering a higher level of service in 
Koo We Rup-Longwarry flood protection district, following 
engagement with customers on various service 
quality/pricing options. 

Quiet Lakes pumping 
costs 

0.26 WWD Additional costs of increasing bore flushing from two to 
three lakes. Costs of this activity, including electricity, have 
also been updated.  

Diversion maintenance 0.29 WWD Additional costs for increased maintenance for diversion 
customers, subject of engagement with this customer 
group. 

Totalb 200.61 - - 

a Materiality thresholds differ for Water and Sewerage, Waterways and Drainage and Combined Expenditure as shown in 

Table 3.17. 

b Totals may not add due to rounding. 

Source: Melbourne Water, 2026 Price Submission, 2025, pp.152- 162. 

Based on our assessment, we recommend the following adjustments, many of which reflect that 
proposed expenditure is already covered by the growth allowance. 

 a reduction of $9.72 million to operating expenditure for capital investment in sewerage, 
reflecting the proportion attributed to growth 

 removal of $13.50 million to maintain developer constructed assets, as this is attributed to 
growth 

 a reduction of $3.56 million to operating expenditure for capital investment in water, 
reflecting the proportion attributed to growth 

 the removal of $9.69 million for fluoride costs because after removing the additional costs 
attributable to demand growth, the total value of this step change is below our materiality 
threshold 

 removal of the proposed $7.28 million for additional waterway manager costs, which did not 
meet any key step change criteria 

 an adjustment to the proposed step change for floodplain manager costs to remove additional 
costs for flood investigations research ($3.25 million), which did not meet any key step change 
criteria 

 removal of the proposed $2.87 million step change for the Burndap Birrarung burndap 
umarkoo, which did not meet any key step change criteria. 

Our assessment of each of these step changes is further explained below. 

3.4.1 Corporate overheads Electricity $41.50 million 

Proposal 

Melbourne Water’s proposed step change for electricity costs applies the same methodology used for 
the PS5 and prior regulatory periods. As noted in section 3.3.1, it also adjusted actual base year 
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electricity costs to align with the benchmark allowance approved for that year. Table 3.18 explains 
how Melbourne Water derived its baseline electricity costs. 

Table 3.18: Derivation of baseline electricity costs ($ 1 January 2026, millions) 

Electricity charges component Cost 

Pass-through charges 10.51 

Benchmark electricity costs = total grid imported electricity of 205,841 MWh x benchmark electricity 
price (including 20 per cent margin) of $105.13 per MWh 

21.64 

Benchmark electricity feed-in revenue = total electricity exported to grid of 53,384 MWh x 
benchmark electricity feed-in price of $87.61 per MWh 

-4.68 

Adjusted base year electricity costs 27.48 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.13. 

Melbourne Water’s forecast costs are a function of: 

 forecast electricity demand in operating its existing and new assets net of any electricity 
generated from its own on-site generation assets 

 forecast electricity prices, which from 1 July 2025 are based on the State Electricity 
Commission contract price, and other relevant costs including network, market and 
regulatory charges. As the contract price is only available for the first two years of the PS6 
regulatory period, Melbourne Water used an independent expert forecast for the remaining 
years 

 forecasts of other relevant costs, including network, market and regulatory charges.76  

Melbourne Water also offset forecast revenue from the sale of surplus electricity generated at its own 
sites, including the Western Treatment Plant (WTP) and Eastern Treatment Plant (ETP). 

Under the Victorian Government’s Statement of Obligations (Emissions Reduction), Melbourne Water 
must: 

 ensure all electricity is sourced from renewable generation by the end of 2025, netting scope 
2 emissions to zero 

 reduce net total reportable scope 1 and 2 emissions to 204,380 t CO2-e for 2024-25, which is 
approximately a 50 per cent reduction from a baseline of average recorded emissions set 
between 2011 and 2016 

 transition to achieving net zero emissions, that is, net total reportable scope 1 and 2 emissions 
of zero, by 2030.77  

Melbourne Water also included forecast costs associated with purchasing: 

 Renewable Energy Certificates (RECs) to meet its 100 per cent renewables obligation  

 

 

76 Melbourne Water, 2026 Price Submission, 1 October 2025, p.160. 
77 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.7. 
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 Victorian Energy Efficiency Certificates which it is obliged to surrender under the 
Government’s Victorian Energy Efficiency Target program.  

Melbourne Water provided a supplementary document (the Net Zero Memo) containing further 
information about its methodology and assumptions and a copy of the independent expert report from 
Jacobs, which informs its forecasts of electricity prices beyond 2027-28. 

Demand 

Melbourne Water operates around 500 individual sites contributing to electricity consumption, 
although the largest 10 sites account for around 97 per cent of total load.78 Its forecast for the PS6 
regulatory period “indicates a marginal growth of total consumption year on year, and a steady local 
production and export to the grid”.79 It notes in relation to its future load profile: 

 there has been a step change in demand from the base year to the start of the PS6 regulatory 
period, which reflects: 

- the WTP Primary Treatment Capacity Augmentation Project, which will be partly offset by 
increased self-generation 

- increasing sewerage demands at ETP, noting it forecasts annual growth of 2.5 GWh over 
the regulatory period 

 annual growth in water treatment and transfer at most sites, with some increased transfer 
loads from desalinated water pumping 

 flat demand growth from sewerage transfer, corporate, waterways and small sites.80  

Figure 3.1 summarises its consumption and production forecasts for the PS6 regulatory period. 

 

 

78 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.14. 
79 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.15. 
80 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.16. 
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Figure 3.1: Forecast electricity consumption and production over PS6 regulatory period (MWha) 

 

a megawatt hour 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.18. 

Wholesale electricity prices 

Table 3.19 summarises Melbourne Water’s assumed benchmark wholesale import and export rates 
used to forecast electricity costs for the PS6 regulatory period, which include average loss factors 
sourced from its current AGL contract. These rates are lower than the benchmark rates applied in 
setting baseline expenditure.  
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Table 3.19: Wholesale electricity price assumptions 

 2026-27 2027-28 2028-29 2029-30 2030-31 

Wholesale electricity import rates 

Source SEC SEC Jacobs Jacobs Jacobs 

Wholesale electricity import price ($/MWh, 1 
January 2026) 

84.07 83.08 71.16 91.93 88.57 

Retail margin (%) 0 0 10 10 10 

Average losses (%) 101.7 101.7 101.7 101.7 101.7 

Benchmark electricity price ($/MWh, 1 January 
2026) 

88.52 84.51 79.62 102.86 99.10 

Wholesale electricity export feed-in rates 

Source Jacobs Jacobs Jacobs Jacobs Jacobs 

Wholesale electricity export price ($/MWh, 1 
January 2026) 

63.65 62.83 57.36 74.24 71.95 

Retail margin (%) 0 0 0 0 0 

Average losses (%) 104.6 104.6 104.6 104.6 104.6 

Benchmark electricity price ($/MWh, 1 January 
2026) 

66.56 65.71 59.99 77.64 75.24 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.20. 

Table 3.20 shows the forecast electricity costs for the PS6 regulatory period based on Melbourne 
Water’s demand and benchmark price assumptions, excluding pass-through charges.81 

While Melbourne Water forecasts a more material reduction in wholesale prices for the first three 
years, Jacobs is forecasting prices to trend back upwards in the last two years of the PS6 regulatory 
period. One of the drivers of Jacobs forecast increase is the projected retirement of thermal generation 
plants.82 However, wholesale electricity prices are not a key driver of the forecast step change.  

  

 

 

81 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025. 
82 Jacobs, Melbourne Water Electricity Price Forecast, July 2025. 
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Table 3.20: Forecast net wholesale electricity costs, before pass-through charges 

 Baseline 
2024-25 

2026-27 2027-28 2028-29 2029-30 2030-31 

Imports 

Volume (MWh) 205,841 235,087 230,457 234,145 236,506 241,207 

Benchmark rate ($/MWh, 1 January 
2026) 

105.13 85.52 84.51 79.62 102.86 99.10 

Wholesale cost ($ 1 January 2026, 
millions) 

21.64 20.10 19.48 18.64 24.33 23.90 

Exports 

Volume (MWh) 53,384 73,281 73,423 73,119 73,152 73,344 

Benchmark rate ($/MWh, 1 January 
2026) 

87.61 63.65 62.83 57.36 74.24 71.95 

Income ($ 1 January 2026, millions) 4.68 4.66 4.61 4.19 5.43 5.28 

Net cost ($ 1 January 2026, millions) 16.96 15.44 14.86 14.45 18.90 18.63 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.28. 

Pass-through costs 

One of the key components of electricity costs is the pass-through of network tariffs. Melbourne Water 
notes network tariffs have increased by 27.6 per cent over the PS5 regulatory period, compared to an 
increase of 3.1 per cent over the previous PS4 regulatory period. With the PS6 regulatory period 
aligning with the price reset period for the Victorian distribution network service providers, Melbourne 
Water used indicative prices provided by the Australian Energy Regulator to forecast its pass-through 
network costs.83 The average annual forecast network, market and regulatory charges for the PS6 
regulatory period is $12.74 million compared to pass-through charges in the base year of $10.51 
million.  

Melbourne Water included the costs of purchasing Victorian Energy Efficiency Certificates to meet its 
obligations under the Victorian Energy Efficiency Target program, which it has forecast based on 
current charge rates.84 

Renewable Energy Certificates 

Melbourne Water forecast the costs of purchasing RECs to satisfy its obligation to source 100 per cent 
of its electricity from renewable sources by the end of 2025, which is mid-way through the base year. 
The forecast reflects the number of RECs it will need over the PS6 regulatory period and applies a unit 
rate sourced from Jacobs of $21.26 per MWh in 2026-27, which is expected to fall to $8.87 per MWh 
in 2030-31. 

 

 

83 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.21. 
84 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.10. 
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A 100 per cent Greenpower product has been assigned to small market sites to satisfy this obligation.  

Cost breakdown 

Table 3.21 provides a breakdown of Melbourne Water’s electricity cost forecast for the PS6 regulatory 
period, along with the adjusted baseline expenditure (for benchmark rates). The key drivers of the step 
change increase in Melbourne Water’s forecast electricity expenditure are increasing network costs, 
along with other costs associated with meeting its obligations under the Statement of Obligations 
(Emissions Reduction). These costs are not included in baseline expenditure.  

Table 3.21: Breakdown of forecast electricity costs ($ 1 January 2026, millions) 

Component Baseline 
2024-25 

2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Benchmark electricity costs 21.64 20.1 19.5 18.6 24.3 23.9 

Benchmark electricity feed-in income -4.48 -4.9 -4.8 -4.4 -5.7 -5.5 

Network charges and other 10.5 13.3 12.4 12.6 12.7 12.7 

Victorian Energy Efficiency Target costs - 3.8 3.6 3.6 3.5 1.8 

Cost of small site purchases (100 per 
cent Greenpower) 

- 0.8 0.8 0.8 0.7 0.7 

Cost of meeting 100 per cent renewable 
obligation 

- 4 3.4 2.6 2.1 1.7 

Totala 27.5 37.1 34.9 33.8 37.6 35.3 

Step change  9.66 7.46 6.28 10.09 7.86 

a Totals may not add due to rounding. 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025. 

We note that Melbourne Water’s key unit rate assumptions represent point in time estimates. These 
include: 

 wholesale price projections for electricity (import and export rates) and RECs sourced from 
Jacobs in a report dated 3 July 2025 

 network prices associated with the current AER reviews of access arrangements for the 
Victorian Distribution Network Service Providers, based on their initial proposals lodged in 
January 2025. The AER has now released its Draft Determinations and service providers has 
also now updated their proposals in response. 

Conditions in these markets are highly dynamic and these prices are likely to have changed materially 
since Melbourne Water initially developed its forecast and will continue to do so prior to the 
commencement of the PS6 regulatory period and beyond.  

Assessment 

We are satisfied Melbourne Water’s step change for forecast electricity expenditure is prudent and 
efficient because: 
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 this expenditure is driven by obligations to comply with new, or changed, legislative or 
regulatory obligations, being the requirements of the Statement of Obligations (Emissions 
Reduction), which are not included in baseline expenditure 

 the methodology and assumptions used to develop the forecast have been clearly explained 
and substantiated 

 it has very limited ability to control network costs, which are forecast to increase materially 
and account for just under one-third of total electricity costs 

 while there is some forecast growth in utilisation that could be linked to growth, this does not 
appear to be a key driver of increasing costs, and is to some extent offset by forecast growth 
in export volumes from Melbourne Water’s own sites 

 it has sourced its forecast for wholesale electricity prices from an independent expert, who 
has applied a transparent and detailed approach to arrive at these forecasts.  

The information relied upon by Melbourne Water in developing its forecasts is now dated and hence 
we cannot confirm that this remains the efficient recurrent cost going forward. As noted above, this is 
a dynamic environment and market conditions are likely to continue to change, particularly given the 
scope and pace of change in the sector as the national and state economies transition to renewable 
energy. In terms of network costs, the ESC’s assessment of Melbourne Water’s pricing proposal 
coincides with the AER’s review of the Victorian distributors’ access arrangements which is now further 
advanced since Melbourne Water’s proposal was lodged.  

The ESC may wish to consider whether Melbourne Water is asked to update its forecasts as part of its 
response to the Draft Decision, given the materiality of electricity costs for Melbourne Water. 

3.4.2 Corporate overheads Information Technology $33.10 million 

Proposal 

Melbourne Water’s proposed step change for Information Technology expenditure is primarily being 
driven by increased cyber security obligations under the Security of Critical Infrastructure Act 2018 and 
its continued shift to Cloud-based services.85 This reflects initiatives included in its Technology 
Roadmap PS26,86 which states its technology focus for PS26 “is to meet our core obligations, while 
continuing to modernise legacy systems and simplify our technology landscape”.87 This includes 
investments to enable more informed decision-making and improved efficiency.  

The Technology Roadmap is based on five key themes: stable and secure, digital utility, digital 
workforce, data driven and digital customer. It includes a current state assessment and the outcomes 
from investments to date, noting its total operating and capital expenditure in the PS5 regulatory 
period has been higher than the benchmark allowance, much of which occurred in 2024-25.88 It also 

 

 

85 Melbourne Water, Melbourne Water 2026 Price Submission, 2025, p.158. 
86 Melbourne Water, IT PS26 Submission, Technology Roadmap, 30 July 2025. 
87 Melbourne Water, Melbourne Water 2026 Price Submission, 2025, p.158. 
88 Melbourne Water, IT PS26 Submission, Technology Roadmap, 30 July 2025. 
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identified challenges it faces economic and operating environment. Key features of the Technology 
Roadmap from a governance and process perspective are as follows. 

Evaluation of three alternative investment scenarios 

Melbourne Water considered three alternative investment scenarios: 

 Keep the lights on: focus on meeting compliance and managing risks 
 Keep the core strong: Scenario 1, with selective investments to enhance and uplift existing 

capability in line with environmental and customer pressures. 
 Keep pace for the future: Establish new foundational capabilities and investments that 

capitalise on emerging technological trends. 

Scenario 2 ‘Keep the core strong’ was identified as the preferred scenario. In informing its base level 
of investment, Melbourne Water evaluated the risks of the ‘do nothing’ option and prioritised total 
investment demand into ‘must’, ‘should’ and ‘could’ haves and proposed a program including only 
‘must haves’.89 

Customer engagement  

Melbourne Water discussed the scope of its planned investment with Chief Information Officers from 
its customer organisations. Respondents indicated Melbourne Water’s investment focus aligned with 
their technology strategies, referring to the following priorities: 

 investment in data analytics 
 modernisation of information exchange 
 growth in cyber security maturity aspirations 
 collaboration and information sharing. 

Options analysis considered four alternative delivery models in-house delivery, augmentation (in-
house, supplemented by contractors), delivery partner model – this was selected as the preferred 
model and fully outsourced model. 

Investment benchmarking 

Melbourne Water presented benchmarking analysis against its bulk water peers, which it attributes to 
its historical underinvestment.90 Table 3.22 summarises its analysis, which shows Melbourne Water’s 
IT expenditure is within the range of its bulk water peers on a Totex basis – total operating and capital 
expenditure. 

Table 3.22: Melbourne Water’s IT benchmarking analysis (Totex), $ 1 January 2026 millions 

Business Workplan IT/digital Totex FTE $ per FTE 

SA Water 2024-28 254.42 1,600 15,901 

 

 

89 Melbourne Water, Opex Brief – Information Technology Brief, 2025. 
90 Melbourne Water, IT PS26 Submission, Technology Roadmap, 30 July 2025, p.19. 
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Business Workplan IT/digital Totex FTE $ per FTE 

Sydney Water 2025-30 524.58 3,200 16,393 

Water NSW 2025-30 177.68 960 18,508 

Hunter Water 2025-30 154.50 500 30,900 

Melbourne Water 2026-31 222.50 1,421.4 15,654 

Source: Melbourne Water, IT PS26 Submission, Technology Roadmap, 30 July 2025, p.19. 

Program benefits 

Table 3.23 summarises the beneits identified by Melbourne Water of its proposed program and how 
they will be achieved. 

Table 3.23: Proposed IT investment – program benefits 

Category Targeted benefits How this will be achieved 

Meeting regulatory 
compliance standards 
while improving risk 
posture 

Reduce risk (and avoid associated 
fines) by improving compliance 
with key state and federal 
frameworks and standards. 

Security initiatives including User identity 
and access management, Security Risk and 
Compliance and Security in change. 

Data and information management and 
governance tooling and practices. 

Replacement of IRIS to better meet 
business requirements. 

Implementation of a new emergency and 
incident management system. 

Improved safety management with remote 
access to safety and hazard information 
and wearable technology. 

Scalable and sustained 
growth while managing 
an ageing asset base 

Improve oversight and control of 
infrastructure projects. 

Identify and respond quickly to 
alerts and issues identified by 
network monitoring. 

Increase IT network reliability, 
scalability and speed. 

Intelligent network automation (Water, 
Sewerage, Drainage) including updates to 
Supervisory Control and Data Acquisition 
and related applications. 

Network infrastructure projects such as 
SD-WAN, IT Data Centre uplift and ongoing 
renewals. 

Efficient service 
delivery 

Improve investment decision-
making. 

Respond more efficiently to issues 
in the field.  

Business Intelligence and advanced 
analytics. 

Enterprise Information Management. 

Corporate applications modernisation. 

Asset management tooling uplift in 
Maximo and Geospatial systems. 

Better service 
outcomes 

Provide more timely information to 
water distributors and community. 

Asset management application uplift. 

Timely insights from the data and analytics 
platform. 
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Category Targeted benefits How this will be achieved 

Increase network reliability and 
respond faster to outages or issues. 

Enhanced digital 
experience 

User-friendly digital interactions 
allowing customers to self-serve 
when they suit them. 

Improve community access to 
information and education. 

Launch of a digital transactions’ portal. 

Website enhancements. 

Improved customer 
service 

Process applications and manage 
enquiries more quickly. 

Improve relationships and self-
determination outcomes for First 
Nations groups. 

Anticipate customer and 
community needs. 

Uplift of CRM and management of all 
customer and stakeholder types. 

Customer reporting and predictive 
analytics. 

Source: Melbourne Water, Opex Brief – Information Technology Brief, 2025. 

Breakdown of proposed step change 

Table 3.24 summarises Melbourne Water’s breakdown of its proposed step change. 

Table 3.24: Breakdown of proposed IT step change ($ 1 January 2026, millions)  

 Base year 
2024-25 

2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Total 

Business as usual operating 
expenditure 

44.56 42.83 42.83 42.83 42.83 42.83 214.15 

Project operating expenditure 3.21 6.52 6.23 5.88 5.03 4.08 27.74 

Additional operating expenditure 
associated with IT capital expenditure 

 2.68 3.88 5.20 6.05 6.00 23.81 

Additional operating expenditure 
related to managed services 

 - 3.73 3.50 -0.50 -0.50 6.23 

Total operating expenditurea 47.76 52.03 56.67 57.41 53.41 52.41 271.92 

Proposed step change  4.27 8.91 9.64 5.64 4.64 33.10 

a Totals may not add due to rounding. 

Source: Melbourne Water, Opex Brief – Information Technology Brief, 2025. 

Some of the key points it notes in relation to the above forecast are as follows: 

 Business as usual operating expenditure: Costs to maintain the IT Department have been 
estimated against the baseline over the five-year period. Melbourne Water indicated it has 
foregone any increase in FTEs, as well as increases in support costs associated with the 
increase in staff numbers. 
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 Project operating expenditure: Some of the business-as-usual operating expenditure will be 
used to fund new IT projects identified under the Technology Roadmap. This amount reflects 
additional project expenditure that cannot be funded within the business-as-usual budget. 

 Additional operating expenditure associated with IT capex: This has been estimated based 
on an analysis of historical costs, such as software licensing, as well as building in a redundant 
communication link, suppliers and disaster recovery capability. 

 Additional operating expenditure related to managed services: Expenditure in the 2027-28 
and 2028-29 years reflect the additional investments in bringing managed services in-house, 
which is then expected to deliver $0.5 million per year in savings from 2029-30.91 

Melbourne Water said it will absorb the following cost uncertainties over the PS6 regulatory period: 

 going to market activities relating to managed services (expected to be around $8 million) 
 impact of IT support for Supervisory Control and Data Acquisition, Integrated Operations and 

Control Centre and flood modelling initiatives 
 possible increases in cyber security costs for Operational Technology (OT) 
 possible increases in resource costs to cover unsupported or unmanaged services.92 

It further noted all procurement undertaken to support this program will be undertaken following 
established Melbourne Water and State Government guidelines, requiring open tenders for contracts 
valued over $500,000 or above $100,000 for ‘high risk’ activities.93 

Assessment 

This is Melbourne Water’s second largest step change, accounting for 6.4 per cent of total adjusted 
base year expenditure and 16 per cent of the total value of proposed step changes. We have focused 
our assessment of this proposed step change on the strategy, process and governance that has led to 
the forecast increase and whether this is considered demonstrative of a business acting prudently and 
efficiently.  

We are satisfied Melbourne Water’s step change for forecast IT expenditure is prudent and efficient 
because: 

 the forecast incorporates activities that meet multiple step change criteria, namely it: 

- complies with new, or changed, legislative or regulatory obligations, such as the Security 
of Critical Infrastructure Act 2018 

- implements initiatives endorsed through engagement with the Chief Information Officers 
from customer organisations to develop the Technology Roadmap 

- is now classified as operating (rather than capital) expenditure, as the business continues 
its transition to Cloud-based services 

 

 

91 Melbourne Water, Opex Brief – Information Technology Brief, 2025. 
92 Melbourne Water, Opex Brief – Information Technology Brief, 2025. 
93 Melbourne Water, Opex Brief – Information Technology Brief, 2025. 
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- reflects the incremental operating expenditure associated with IT capital projects, such as 
licensing costs 

- cannot be mitigated or otherwise absorbed by an efficient business operating within its 
approved budget (including the growth allowance). 

 the information provided by Melbourne Water demonstrates a robust planning and 
governance framework in developing and finalising its Technology Roadmap, including: 

- a detailed current state assessment and the associated issues, risks and opportunities 
- customer engagement with Chief Information Officers from customer organisations 
- analysis of alternative investment pathways, ranging from maintaining current capability 

through to more actively capitalising on future technological trends 
- analysis of alternative delivery models 
- targeted benefits and details of how these will be achieved, noting this is qualitative only 

 Melbourne Water’s benchmarking analysis against other major bulk water and sewerage 
service providers suggests its expenditure per FTE is within the range for its peer group  

 all procurement is undertaken in accordance with Melbourne Water and State Government 
guidelines.  

3.4.3 Corporate overheads Operational Technology $14.95 million 

Proposal 

Melbourne Water provided a separate Step Change Brief detailing its proposed step change for 
Operational Technology (OT) expenditure, which is categorised as Asset Knowledge and Technology 
services.94 It describes several ‘structural shifts’ in the scope, requirements and compliance obligations 
in relation to these services, as summarised in Table 3.25. 

Table 3.25: Drivers of increased Operating Technology expenditure 

Driver Description Implications for expenditure 

Cyber security 
(legislative) 

Escalating State level obligations for OT 
cyber security through the Victorian 
Protective Data Security Framework and 
Federal level obligations through the 
Security of Critical Infrastructure Act 
2018. Melbourne Water also expects 
additional obligations from the 
Enhanced Cyber-security Obligations 
Framework for Systems of National 
Significance. 

Significant amendments to the Security of 
Critical Infrastructure Act 2018 have increased 
security patching (recommended 30 days 
instead of the current 60 days). With OT 
systems in continuous operation, Melbourne 
Water is unable to meet this requirement 
within its existing budget. It has not allowed 
additional costs to meet further obligations 
under the Systems of National Significance. 

 

 

94 Melbourne Water, Opex Brief – Asset Knowledge and Technology Uplift, 2025. 
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Driver Description Implications for expenditure 

Digital 
Practices 
(policy) 

New obligations to use digital 
engineering practices and model-based 
digital assets to modernise construction 
and maintenance practices with the 
release of the Victorian Digital Asset 
Policy, along make subsequent updates, 
the most recent of which was in March 
2023. 

Requires digital storage of all engineering 
drawings in 2D CAD format. Melbourne Water 
currently only has 23 per cent of its 240,000 
drawings in this format. It needs to create a 
team to establish operational standards and 
governance for engineering information, 
including digital models of construction 
projects.  

Right to 
disconnect 
(legislative) 

Increased clarity around employee rights 
with the ‘Right to Disconnect’ changes 
under the Fair Work Act 2009 coming 
into force from August 2024. 

Resulted in a change to the overtime roster 
and the need to phase in an increase in staff. 
It has factored in savings from staff time in 
lieu (approximately 20 hours per month). 

Professional 
Engineers 
Registration 
Act 2019 
(legislative) 

Increased training, compliance and 
governance obligations for Professional 
Engineering services have been phased 
in for the electrical engineering discipline 
from June 2023. 

Requires unregistered engineers to be directly 
supervised. Melbourne Water operates an 
outsourced model for our key systems and 
many of the vendors and software developers 
have trade qualifications. Due to SCADA 
system replacement across 2026-27 to 2028-
29, Melbourne Water requires two more 
professional engineers to provide oversight 
and review as required under the Act.  

Capital 
program 

Additional resources to support the 
delivery of the new Supervisory Control 
and Data Applications system. 

Melbourne Water requires three additional 
resources to assist in managing and 
maintaining the existing system while the 
team progresses the transition to the new 
system. There will also be additional system 
licences required during the build. These 
additional costs are forecast to be incurred 
between 2026-27 and 2028-29 only. 

Source: Melbourne Water, Opex Brief – Asset Knowledge and Technology Uplift, 2025. 

The forecast OT expenditure includes labour and non-labour costs. Table 3.26 summarises the forecast 
increase in FTEs, to which it is also proposing to apply a 15 per cent efficiency factor. 

Table 3.26: Asset Knowledge and Technology FTE requirements 

Driver Baseline 
2024-25 

Additions required 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Cyber security 7 + 3 FTEs for OT cyber  

+ 2 FTEs for security 
patching 

11 11 12 12 12 

Digital practices 1 + 3 FTEs 3 3 4 4 4 
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Driver Baseline 
2024-25 

Additions required 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Right to 
Disconnect 

5 + 3 FTEs 7 7 8 8 8 

Professional 
Engineers Act 

2 + 2 FTEs during system 
replacement 

4 4 4 2 2 

Supporting capital 
delivery 

0 + 3 FTEs during system 
replacement 

3 3 3 0 0 

Total FTEs 15  28 28 31 26 26 

Additional FTEs   13 13 16 11 11 

Source: Melbourne Water, Opex Brief – Asset Knowledge and Technology Uplift, 2025, pp.3-4. 

In terms of non-labour costs, the forecast expenditure includes: 

 $0.59 million annually in vendor costs for IT patching  
 $1.23 million annually for the first three years of the PS6 regulatory period to support capital 

delivery, followed by $0.31 million annual savings in 2029-30 and 2030-31. 

Table 3.27 summarises the forecast step change in OT. 

Table 3.27: Breakdown of proposed OT step change ($ 1 January 2026, millions) 

Component 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Labour – pre- 15 per cent efficiency 2.13 2.13 2.60 1.81 1.81 10.48 

Labour – after 15 per cent efficiency 1.81 1.81 2.21 1.54 1.54 8.91 

Non-labour 1.82 1.82 1.82 0.29 0.29 6.04 

Total step changea 3.63 3.63 4.03 1.83 1.83 14.95 

a Totals may not add due to rounding.  

Source: Melbourne Water, Opex Brief – Asset Knowledge and Technology Uplift, 2025, pp.4-5. 

Assessment 

We are satisfied Melbourne Water’s step change for forecast OT expenditure is prudent and efficient 
because: 

 it incorporates activities to comply with new, or changed, legislative or regulatory obligations, 
implements initiatives endorsed by customers and cannot be mitigated or otherwise 
absorbed by an efficient business operating within its approved budget (including the growth 
allowance) 

 it is driven by the implementation of its Technology Roadmap which we consider 
demonstrates a robust planning and governance framework 

 it has also proposed a 15 per cent efficiency rate for the relevant labour costs.  
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3.4.4 Corporate overheads Carbon offsets $13.31 million 

Proposal 

Scope and nature of obligations 

Melbourne Water produces greenhouse gas emissions, for example, from its water treatment plants. 
These are referred to as scope 1 emissions. It is obliged to meet scope 1 emission targets under the 
following frameworks: 

 individual targets for the WTP and ETP under the National Safeguard Mechanism 
 individual targets under the Statement of Obligations (Emissions Reduction), which include 

the requirement to achieve net zero scope 1 emissions by 2029-30. 

Melbourne Water’s 2022 Map of Climate Action names the strategies, programs and approaches it will 
use to manage obligations in relation to scope 1, 2 and 3 emissions. This includes investigating direct 
abatement initiatives to manage its scope 1 emissions involving large scale capital works at treatment 
plants, which could take several regulatory periods to plan, assess and implement. In the meantime, it 
needs to buy carbon credits (or offsets) to meet its targets, including to achieve net zero scope 1 
emissions by 2029-30.95 

As discussed in section 3.4.1, Melbourne Water’s proposed step change reflecting increased electricity 
expenditure in the PS5 regulatory period arising from Victorian Government’s Statement of Obligations 
(Emissions Reduction) requirements does not include the costs of buying carbon offsets to manage its 
scope 1 emissions, which are the subject of this step change. 

Methodology and assumptions used to develop the forecast 

The Net Zero Memo referred to in reviewing Melbourne Water’s proposed step change for electricity 
costs also details the methodology and assumptions used to develop its forecast step change for 
carbon offsets.96 Melbourne Water also provided a paper submitted to its Board in December 2022 on 
its Path to Net Zero Plan and an Investment Brief that supports the Path to Net Zero Plan. 

Melbourne Water developed a procurement strategy supporting its Path to Net Zero Plan, which 
considered various strategic approaches to sourcing offsets, including capital and operating 
expenditure.97 Its forecast costs of purchasing offsets are a function of: 

 the forecast quantity of offsets in the form of ACCUs it will need to purchase each year to 
meet its targets under the National Safeguard Mechanism and the Statement of Obligations 
(Emissions Reduction), which in turn requires a forecast of its scope 1 emissions 

 the forecast price of ACCUs traded in the domestic and international market.  

Its approach to these forecasts is summarised briefly below. 

 

 

95 Melbourne Water, Melbourne Water 2026 Price Submission, 2025, p.161. 
96 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025. 
97 Melbourne Water, Investment Brief, Sourcing carbon offsets for short and long term, July 2024. 
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Forecast quantities 

Melbourne Water’s total scope 1 emissions are calculated as the sum of these emissions related to its 
water facilities, waterway and drainage facilities, emissions from the ETP and WTP, and other 
emissions. Individual scope 1 emissions targets apply to the ETP and WTP under the National Safeguard 
Mechanism. In deciding the total scope 1 emissions from the ETP and WTP to be offset through the 
purchase of ACCUs, Melbourne Water forecasts: 

 the total scope 1 emissions from the ETP and WTP, driven by population growth 
 the safeguard ‘cap’ at each treatment plant, which is the permitted limit on scope 1 emissions 

from these facilities. This is deducted from the total scope 1 emissions to calculate the number 
of ACCUs needed to be purchased to offset emissions exceeding the cap. 

Melbourne Water assumes Safeguard Mechanism Credits may become available to some eligible 
facilities to reduce emissions below its cap. For the ETP, Melbourne Water applied this assumption for 
the duration of the PS6 regulatory period, although it does not know if it will be able to earn Safeguard 
Mechanism Credits for these lower emissions. Hence, it is bearing the risk in relation to its forecast 
carbon offset costs. 

Based on these forecasts, from the start of the PS6 regulatory period Melbourne Water is expected to 
buy around 70,000 ACCUs per year, increasing to around 290,000 from 2029-30 onwards, when it is 
needed to achieve net zero scope 1 emissions.  

Forecast prices 

Melbourne Water forecast unit prices of carbon credits based on the following sources:98 

 ACCUs under the National Safeguard Mechanism: it obtained price forecasts from an 
external carbon market analyst (RepuTex) and based its assumption on RepuTex’s ‘central 
case’.99 There are various policy and market risks and uncertainties associated with making 
such a forecast out to 2030-31. As with the wholesale electricity and REC price forecasts, these 
forecasts represent point in time estimates obtained prior to Melbourne Water ’s proposal, 
with the RepuTex report dated June 2025. 

 International credits to meet Statement of Obligations (Emissions Reduction) requirements: 
it based this forecast on indicative future prices obtained from its own literature review and 
market/policy analysis. It provided examples of price projections from 2030, demonstrating 
the uncertainty around these projections.100 It noted prices are expected to increase as the 
Paris Agreement is implemented and international trading rules are refined. Its price estimate 
is based on current international policy settings and Paris Agreement commitments, which 
means there is some risk around this estimate. 

 

 

98 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025. 
99 RepuTex Energy, Summary Report, Australian Carbon Price, Supply & Demand Outlook, Executive Summary, Carbon 
Intelligence Service, June 2025. 
100 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, Appendix 7. 
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Risks and uncertainties 

There are significant challenges in producing this forecast given the inherent uncertainties affecting 
domestic and global policy settings and markets. Melbourne Water also highlighted other risks for the 
PS6 regulatory period including: 

 demand risk, particularly in relation to emissions projections 
 lack of a formal projection of Melbourne Water’s cap under the National Safeguard 

Mechanism 
 a Department of Energy, Environment and Climate Action (DEECA) consultation process which 

could lead to a prohibition on the use of cheaper international credits. Relying on Australian 
ACCUs instead of international credits would increase Melbourne Water’s forecast step 
change in costs in 2030-31 from $9.41 million to $21.36 million101 

 absorbing minor operating expenditure currently incurred in managing pilot carbon forest 
projects in the region, which are expected to commence producing small quantities of ACCUs 
in the PS6 regulatory period.  

Cost forecast 

Table 3.28 summarises Melbourne Water’s resulting forecast and step change. The forecast 
expenditure increase compared to the base year is projected to start from 2029-30 when Melbourne 
Water must achieve net zero scope 1 emissions under the Statement of Obligations (Emissions 
Reduction). 

Table 3.28: Proposed carbon offsets step change ($ 1 January 2026, millions) 

 Baseline 
2024-25 

2026-27 2027-28 2028-29 2029-30 2030-31 

Adjusted base year 2.43      

Total forecast costsa  2.36 2.44 2.51 8.84 9.34 

Step change     6.41 6.90 

Source: Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.39. 

Assessment 

We are satisfied Melbourne Water’s step change for forecast carbon offsets expenditure is prudent 
and efficient because:  

 the expenditure is required to comply with new, or changed, legislative or regulatory 
obligations.  

 the information provided by Melbourne Water clearly outlines the nature and sources of its 
obligations requiring the purchase of carbon offsets, and the methodology and assumptions 
used to forecast the associated costs is based on available information  

 

 

101 Melbourne Water, Net Zero Memo, 2026-31 Price Submission, September 2025, p.37. 
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 while there is a link between emissions and population growth, this is only one of several 
variables impacting the forecast. Even if the impact of this variable could be decoupled from 
the other drivers of the forecast, other variables are likely to have a more significant impact 
on Melbourne Water’s actual future obligations (and costs) than population growth, including 
(but not limited to) future changes in government policy and regulatory obligations. 
Melbourne Water is bearing the risk of further changes to these policy settings over the PS6 
regulatory period. 

Over the PS6 regulatory period, Melbourne Water is expected to progress investigations of direct-
action initiatives at its own facilities. We therefore expect that this may need to be subject to further 
review at the end of the PS6 regulatory period. 

3.4.5 Operating expenditure from capital investments: sewerage $28.97 million 

Proposal 

Melbourne Water identified $28.97 million in additional operating expenditure over the PS6 regulatory 
period arising from capital expenditure on its sewerage assets, with around half of this expenditure 
attributed to the Top 5 sewerage projects.102 This includes incremental costs for maintenance, 
labour,103 materials and energy (diesel) and a small proportion of additional expenditure for project 
managers to deliver the projects under the Service Asset Lifecycle Portfolio. The incremental electricity 
costs are captured separately in the electricity step change (as discussed in section3.4.1).  

Capital project managers 

Melbourne Water said it needs to increase in its permanent resource capacity to efficiently deliver its 
large scale and scope capital program (as discussed in section 4.6). It requires 30 new FTEs over the 
PS6 regulatory period to support delivery of its average annual $1 billion capital program (an annual 
increase of 66 per cent in capital expenditure), 14 are needed in 2026-27 and 16 in 2027-28.104 

Melbourne Water has a resourcing gap of at least 10 resources based on its current program of works 
(of approximately $600 million per year), which it has not included in this step change.105  

Table 3.29 summarises Melbourne Water’s proposed additional resource requirements. 

Assuming a ‘baseline’ number of FTEs of 73 FTEs (excluding contractors), the proposed increase of 30 
FTEs is a 41 per cent increase, compared to a forecast annual increase in expenditure of 66 per cent.  

  

 

 

102 Melbourne Water, 2026 Price Submission, 1 October 2025, p.153. 
103 Across the Service Futures and Service Delivery portfolios. 
104 Melbourne Water, Opex Brief – Capital Project Managers, 2025. 
105 Melbourne Water, Opex Brief – Capital Project Managers, 2025. 
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Table 3.29: Capital project managers (Service Asset Lifecycle portfolio), additional FTEs 

 Baseline FTEs 2025-26 2026-27 2027-28 

Service Enablement – One Water 10 (+ 4 contractors) +2 +3 

Service Enablement – Catchment and 
Waterways 

5 (+3 contractors) +3 +3 

Major Capital Delivery 51 (+20 contractors) +4 +6 

Asset Knowledge and Technology 7 (+ 4 contractors) +5 +4 

Service Programs (Major Housing and 
Technical Services) 

Less forecast efficiency of 10 per cent 

Contractors/in-house +1.5 

 

-1.5 

+1.5 

 

-1.5 

Source: Melbourne Water, Opex Brief – Capital Project Managers, 2025, pp.2-3. 

Melbourne Water said that in the absence of ‘capable resources’, it will be exposed to the following 
risks: 

 commercial risk related to project managers being overloaded resulting in limited program 
management and site presence, which could impact on safety, costs and delivery of works 

 impact on the pipeline of works with projects not being developed at a rate to ensure delivery 
as defined by its price submission for the PS6 regulatory period 

 delivery of the proposed program of works.106 

It is proposing to capitalise 85 per cent of these costs. After capitalisation, the total proposed increase 
in operating expenditure is $0.38 million in 2026-27, increasing by a further $0.44 million in 2027-28. 
These costs are identified as ongoing. This equates to a total step change (across all programs) of 
$0.832 million per year.107  

Melbourne Water’s Step Change Brief breaks down the incremental costs by management account 
group and program (Treatment WTP, Treatment ETP and Sewerage Transfer). Incremental operating 
expenditure from two of its Top 5 sewerage projects, the WTP Primary Treatment Capacity 
Augmentation and the ETP Sludge Dewatering Upgrade, is forecast to commence from 2028-29 and 
2030-31, respectively.108 Additional (non-capitalised) costs for capital project managers under the 
Service Asset Lifecyle portfolio are provided as a separate line item. 

Table 3.30 shows the allocation of these costs to the sewerage capital program. 

 

 

106 Melbourne Water, Opex Brief – Capital Project Managers, 2025. 
107 Melbourne Water, Opex Brief – Capital Project Managers, 2025. 
108 Melbourne Water, Opex Brief – Opex from New Capex – Sewerage. 
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Table 3.30: Operating expenditure from capital investment: sewerage step change by management account ($ 1 
January 2026, millions) 

Account area 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

External services   0.68 0.74 1.79 3.21 

Fees and charges   0.01 0.01 0.01 0.03 

Labour – Service Futures and Service 
Deliver 

0.15 0.15 1.23 0.98 1.02 3.53 

Labour – Service Asset Lifecycle (sewerage)  0.20 0.38 0.44 0.41 0.43 1.86 

Maintenance 0.88 0.87 4.48 4.26 4.69 15.18 

Materials - 0.22 2.23 0.15 1.20 3.80 

Other - 0.01 0.01 0.02 0.19 0.23 

Energy (diesel) - 0.30 0.29 0.28 0.28 1.15 

Total 1.22 1.93 9.37 6.85 9.60 28.97 

Source: Melbourne Water, Opex Brief – Opex from New Capex – Sewerage. Information on labour costs for the Service Asset 

Lifecycle portfolio was provided separately via email.  

Table 3.31 provides a breakdown by program, excluding the costs of the project managers. 

Table 3.31: Operating expenditure from capital investment: sewerage – step change breakdown by program ($ 
1 January 2026, millions) 

Account area 2026-27 2027-28 2028-29 2029-30 2030-31 

SE21 Treatment WTP 1.02 1.01 6.65 6.62 6.47 

SE22 Treatment ETP - - 1.63 -0.81 1.80 

SE25 Sewerage Transfer - 0.54 0.65 0.63 0.90 

Total  1.02 1.55 8.93 6.44 9.17 

Source: Melbourne Water, Opex Brief – Opex from New Capex – Sewerage. 

Assessment 

In assessing this step change we have had regard to our assessment of Melbourne Water’s proposed 
capital expenditure and its key drivers for sewerage, of which 34 per cent is related to growth, 42 per 
cent is driven by renewals and 25 per cent is driven by compliance.109 

We recommend a relatively small adjustment in forecast capital expenditure for Melbourne Water’s 
sewerage program ($100.8 million from a total of $2,737.1 million) which is likely to have an immaterial 

 

 

109  Derived from an analysis of Melbourne Water, Revised financial template, December 2025.  
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impact on incremental operating expenditure. Hence, we have not proposed any adjustment to this 
step change as a result of the recommended capital expenditure adjustment.  

However, 34 per cent of the capital program is driven by forecast growth which we consider should be 
able to be recovered through Melbourne Water’s annual growth allowance of 2 per cent. We therefore 
recommend a reduction in the step change of 34 per cent to a total of $19.25 million, as outlined in 
Table 3.32 below. 

Table 3.32: Proposed adjustment to operating expenditure from capital investment in sewerage step change ($ 
1 January 2026, millions)  

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Proposed step change 1.22 1.93 9.37 6.85 9.60 28.97 

Less adjustments 0.41 0.65 3.14 2.30 3.22 9.72 

Adjusted step change 0.81 1.28 6.22 4.55 6.38 19.25 

Source: FTI Consulting.  

3.4.6 Maintenance of developer assets $13.50 million 

Proposal 

Drivers 

Melbourne Water proposed a $13.50 million step change for increased costs associated with the 
maintenance of developer assets.  

Melbourne Water’s waterway management obligations are prescribed under the Water Act 1989 (the 
Water Act). It is also required to comply with: 

 Australian National Committee on Large Dams (ANCOLD) guidelines for retarding basin asset 
management  

 Environment Protection Act 2017 requirements, including protecting Port Phillip Bay and 
Westernport from pollutants in stormwater runoff from new developments by maintaining 
stormwater quality treatment systems (constructed wetlands).  

Melbourne Water cited runoff management objectives for residential subdivisions set under Victorian 
Planning Provisions, which have regard to Best Practice Environmental Management Guidelines.110 
These activities support Melbourne Water’s Healthy Waterways Strategy goals, including reducing 
urban stormwater impacts and improved aquatic ecosystem health. They also contribute to meeting 
community expectations for stormwater management and healthy waterways, as reflected in 
customer engagement summarised in section 3.3.2.111  

 

 

110 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
111 Melbourne Water, Opex Brief – Waterways and Drainage, 2025 
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New urban developments across the Greater Melbourne area are managed under Development 
Services Schemes (DSS), which identify the infrastructure required to meet appropriate standards for 
flood protection, stormwater quality, waterway health and amenity, having regard to the 
requirements of the Water Act. This can require wetlands and waterways, retarding basins, drainage 
pipes and culverts to be constructed by developers (referred to a Developer Constructed Assets). Once 
constructed, ownership of these assets is returned to Melbourne Water, and embedded in its asset 
management systems for operations, monitoring and maintenance.  

Backlog of Developer Constructed Assets – Project Headway 

In its Step Change Brief, Melbourne Water states over the PS5 regulatory period, rapid urban 
development has resulted in a backlog of Developer Constructed Assets for handover.112 It estimates 
1,031 Developer Constructed Assets had been constructed but not transferred to Melbourne Water. 
As a result, it is yet to incur operating expenditure to manage and maintain those assets in the PS5 
regulatory period. Additional assets are also likely to be handed over during the PS6 regulatory period 
as new developments are completed under the DSS. 

Melbourne Water highlighted uncertainty regarding the exact timing of receiving future assets given 
the complexities in delivering DSS projects: 

Each DSS is a tailored master plan for a specific catchment and requires multi-
agency involvement and coordination across developers, councils and Melbourne 
Water. Despite this multi-agency involvement and planning, delivery is ultimately 
developer-driven and closely tied to local issues and the state of the development 
industry, which can influence both the pace and prioritisation of development and 
asset delivery. 

Projects that have received formal approval or commenced construction are also 
subject to developer-led schedules, which may shift in response to changing market 
conditions and may be delayed in handover if there are issues found during the 
defects liability period.113 

This backlog has led to Melbourne Water establishing the Project Headway taskforce to integrate the 
backlog of Developer Constructed Assets into its asset management systems. It has developed 
operations and maintenance work programs, informed by risk-based condition assessments and 
maintenance determinations.  

Melbourne Water clarified this step change, comprising the 1,031 Project Headway assets, represents 
100 per cent of the accumulated assets constructed prior to October 2023. These assets have now 

 

 

112 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
113 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
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been received and registered in its asset management system.114 The forecast does not include assets 
constructed after 2023 that are not part of Project Headway: 

This is because expenditures related to the operations, monitoring and 
maintenance of (post 2023) new assets will only become material after a period of 
time. For example, sediment ponds (a major asset class) typically require desilting 
every five years. In contrast, assets identified under Project Headway required 
immediate desilting to maintain their function after delays in handover result in 
excess silt accumulating in sediment ponds. It is expected that assets handed over 
from developers post 2023 will require desilting towards the end of the PS26- or 
start of PS31- period, and due to the uncertainty in the timing of desilting these 
costs were not incorporated into the PS26 forecast.115 

Table 3.33 summarises the asset types and numbers included in the PS6 forecast. 

Table 3.33: Profile of Developer Constructed Assets currently subject to handover  

Asset type Number of 
constructed 
assets  

Requirements 

Retarding basins 79 These assets support flood mitigation. Regular maintenance is 
required to ensure safe and effective ongoing performance, 
including compliance with ANCOLD guidelines.  

Constructed wetland 
sediment ponds and 
wetland cells 

397 Wetland cells within these systems require routine litter and 
debris removal, water quality testing, vegetation management 
and annual inspections.  

Constructed 
waterways (number of 
segments) 

185 Construction of new waterways, or upgrades/modifications to 
existing ones, are required to provide appropriate drainage. 
Ongoing maintenance includes bank maintenance, vegetation 
management and litter removal. 

Drainage 
pipes/culverts 
(number of segments) 

370 Underground pipes and culverts must be monitored for defects 
that might impact service delivery.  

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 

Cost forecasting methodology 

Melbourne Water detailed its methodology and assumptions used to calculate the proposed step 
change: 

 

 

114 Melbourne Water, PS26 –Request for Information, RFI-F026. 
115 Melbourne Water, PS26 –Request for Information, RFI-F026, [no pagination]. 



Melbourne Water: Review of Expenditure Forecasts 
2026 Water Price Review 

  page | 66 

 

 asset type: listed in Melbourne Water’s asset management system by asset and location, with 
the costs of assets such as waterways based on asset length 

 work order rates: based on preventative maintenance rates, meaning costs are established 
for each asset and programmed in advance. The type of work allows the type of crew to be 
determined and costed accordingly. Where rates differ across service providers, these have 
been benchmarked against multiple providers116 with the average cost assumed as the 
efficient benchmark rate. 

 frequency of maintenance required: asset and location specific maintenance determined 
based on a site condition assessment and in the case of waterways, the usual level of service 
provided for newly constructed assets of this type. 

 profile of phased maintenance: based on the priority of the site, having regard to an 
assessment of the risk to public safety and asset functioning if maintenance is not undertaken; 
site-specific condition assessment and location; and age and status of the asset.117  

Table 3.34: Breakdown of proposed maintenance of developer assets step change ($ 1 January 2026, millions) 

Program area and activity 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Outcome 3 – Healthy, resilient waterways 

Stormwater quality 
treatment systems 
maintenance 

0.51 1.01 1.01 1.01 1.01 4.54 

Vegetation amenity and 
weed control 

0.03 0.05 0.06 0.15 0.15 0.44 

Litter management 0.03 0.05 0.18 0.20 0.20 0.66 

Desilting 1.12 1.12 1.07 0.97 1.02 5.29 

Labour 0.37 0.37 0.37 0.37 0.37 1.85 

Sub-total:  Outcome 3 2.06 2.60 2.69 2.69 2.74 12.78 

Outcome 4 – Urban drainage and flood resilience 

Drainage pit – litter and 
debris removal 

0.07 0.14 0.14 0.14 0.14 0.62 

Inspection - dam walls and 
retarding basins 

0.02 0.02 0.02 0.02 0.02 0.10 

Sub-total: Outcome 4 0.09 0.16 0.16 0.16 0.16 0.72 

Total step changea 2.15 2.76 2.84 2.85 2.90 13.50 

a Totals may not add due to rounding. 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 

 

 

116 By way of example, it notes that rates for vegetation management were benchmarked across five providers.  
117 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
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Table 3.34 above provides a breakdown of the proposed step change by program area and activity, 
which shows desilting accounts for around 40 per cent of the program expenditure, followed by 
stormwater quality treatment systems maintenance.  

One of the six waterways and drainage programs included in the baseline expenditure was new 
stormwater quality treatment systems, discussed in section 3.32, reflecting the assets handover by 
developers.  

We clarified with Melbourne Water how much of this expenditure was incurred in the base year (and 
hence included as part of waterways and drainage expenditure):  

 as of 30 June 2025, 74 stormwater quality treatment systems had been handed over during 
the PS5 regulatory period, including maintenance expenditure on 25 wetland systems in 2024-
25 (these assets were constructed prior to October 2023) 

 at the time of developing and finalising its price submission, it identified 82 sites for 
stormwater quality treatment assets, comprising 114 wetland systems constructed prior to 
2023, which were used to develop this forecast 

 Melbourne Water’s step change reflects the additional costs of maintaining these 114 
wetland systems above the costs incurred in the base year 

 there have been no material changes in unit rates, meaning the step change primarily reflects 
the increased volume of work.118  

Melbourne Water confirmed these were the only developer constructed assets whose maintenance 
costs were to be captured in the waterways and drainage allowance for the PS5 regulatory period. 

We asked Melbourne Water about the extent to which this type of expenditure could be related to 
future growth, and hence relevant to the growth allowance. It advised the customer growth rate is not 
directly connected to the growth of developer constructed assets, as the two factors driving the growth 
of these assets and the associated maintenance activities are: 

 an increase in the rate of development, including in response to the Housing Statement, 
leading to higher number of assets constructed 

 updates to guidelines, policy and/or legislation, such as, Australia Rainfall and Runoff 
Guideline updates and/or government policy, increasing asset complexity and scale.119 

In relation to the second factor, Melbourne Water noted new retarding basins, constructed waterways 
and wetlands must comply with its design manuals, which are updated regularly for changes to 
technical requirements, policy and legislation.  

Assessment 

We do not consider Melbourne Water adequately demonstrated its forecast controllable operating 
expenditure to maintain developer assets is prudent and efficient because: 

 

 

118 Email response from Melbourne Water, received 18 December 2025. 
119 Melbourne Water, PS26 –Request for Information, RFI-F026. 
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 the proposed expenditure does not meet any of the key step change criteria: 

- while Melbourne Water is obliged to maintain these assets following handovers from 
developers, there has been no identified change in the nature or scope of these obligations 

- we have not been provided evidence of the expenditure achieving an outcome or 
implementing an initiative endorsed by customers or broadly meeting accepted changes 
in community expectations 

 while it exceeds our materiality threshold, there is a strong link between this activity and 
customer growth, which should already be covered by the growth allowance.  

We recommend an adjustment to remove the full amount of this step change ($13.50 million). 

3.4.7 Operating expenditure from capital investment: bulk water $9.90 million 

Proposal 

Melbourne Water forecast an increase in operating expenditure of $9.90 million for new capital works. 
This reflects incremental expenditure on labour,120 maintenance and materials and an allocation of the 
proposed uplift in (non-capitalised) costs for project managers under the Service Asset Lifecycle 
portfolio base, as outlined in section 3.4.5. 

Table 3.35 breaks down the proposed step change by management account group. 

Table 3.35: Operating expenditure from capital investment: bulk water step change by management account ($ 
1 January 2026, millions) 

Account area 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

External services - 0.02 0.02 0.02 0.02 0.08 

Fees and charges - - - - - - 

Labour – Service Futures and Service Deliver 0.22 0.19 0.40 0.55 0.61 1.97 

Labour – Service Asset Lifecycle (bulk water)  0.11 0.34 0.34 0.34 0.32 1.45 

Maintenance 0.18 0.30 0.52 0.93 1.24 3.17 

Materials 0.04 0.05 0.86 0.84 0.82 2.61 

Other - 0.02 0.16 0.21 0.25 0.64 

Total 0.55 0.92 2.30 2.89 3.29 9.92 

Totals may not add due to rounding. 

Source: Melbourne Water, Opex Brief – Opex from New Capex –Water and email from Senior Manager, Pricing and Regulation 

(Melbourne Water) to FTI Consulting, 12 December 2025.  

Table 3.36 provides a breakdown by program excluding the costs of capital project managers. 

 

 

120 This is across the Service Futures and Service Delivery portfolios.2.61 
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Table 3.36: Operating expenditure from capital investment: bulk water step change by program ($ 1 January 
2026, millions) 

Account area 2026-27 2027-28 2028-29 2029-30 2030-31 

WS21 Production and Storage - 0.10 0.09 0.11 0.11 

WS22 Drinking Water Quality 0.45 0.48 1.76 1.95 2.10 

WS23 Water Transfer - 0.00 0.10 0.49 0.73 

Total  0.45 0.58 1.95 2.55 2.93 

Source: Melbourne Water, Opex Brief – Opex from New Capex – Water, 2025. 

Assessment 

Consistent with our approach to assessing the proposed step change for incremental operating 
expenditure associated with forecast capital expenditure on sewerage (section 3.4.5), in assessing this 
step change we have had regard to whether the associated forecast capital expenditure was prudent 
and efficient as set out in chapter 4. The key drivers of capital expenditure for water are: 36 per cent 
related to growth, 36 per cent related to renewals and 28 per cent related to compliance.  

We recommended a relatively small reduction in forecast capital expenditure for Melbourne Water’s 
water programs ($55.6 million from a total of $2 273.1 million). We consider this is likely to have an 
immaterial impact on incremental operating expenditure and hence we have not proposed an 
adjustment for this. However, as 36 per cent of the capital program is driven by forecast growth, we 
consider this portion of the increased operating costs should be recovered through Melbourne Water’s 
annual growth allowance of 2 per cent. 

In terms of the efficiency of the forecast incremental operating expenditure, we are satisfied with 
Melbourne Water’s substantiation of this based on the information it provided.  

We therefore recommend the step change be reduced by 36 per cent to a total of $6.34 million to 
exclude the impact of growth, as outlined in Table 3.37. 

Table 3.37: Recommended adjustment to bulk water step change ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Proposed step change 0.56 0.92 2.28 2.89 3.25 9.90 

Less adjustments 0.20 0.33 0.82 1.04 1.17 3.56 

Adjusted step change 0.36 0.59 1.46 1.85 2.08 6.34 

Source: FTI Consulting recommendation, and Melbourne Water, Melbourne Water price review 2026 submission model 

20251029.xls 

3.4.8 Fluoride contract $9.69 million 

Proposal 

As described in section 3.3.3, Melbourne Water experienced a material step-up in fluosilicic acid 
(fluoride) costs in the PS5 regulatory period following Incitec Pivot’s withdrawal from the Australian 
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market. This closure occurred mid-way through the 2024-25 base year. Between April and June 2025, 
Incitec Pivot continued to supply Melbourne Water while it sourced a new supplier, albeit at a ‘much 
inflated’ price of $3,800 per tonne compared to the previous rate of $900 per tonne.121 This resulted 
in an average unit rate of $1,558 per tonne in 2024-25. 

As noted in section 3.3.3, Melbourne Water will now need to source this chemical internationally. It 
has based its forecast unit cost on median costs agreed with two different suppliers of $2,127 per 
tonne. The dosage rate is not expected to increase, so any increase in utilisation will reflect increased 
water demand across the network.122 Melbourne Water confirmed 2024-25 year is a representative 
year in terms of the dosage rate.123 It is forecasting average annual growth in bulk water usage of 0.8 
per cent per year over the PS6 regulatory period.124 

Table 3.38 sets out Melbourne Water’s forecast step change for fluoride costs. 

Table 3.38: Proposed fluoride step change ($ 1 January 2026, millions) 

 Baseline 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 

Total  3.74 5.52 5.59 5.68 5.76 5.84 

Step change  1.78 1.85 1.94 2.02 2.10 

a Actual expenditure. 

Source: Melbourne Water, Opex Brief – Fluoride contract price change, 2025. 

Assessment 

We do not consider Melbourne Water’s proposed step change for fluoride costs is prudent and 
efficient because: 

 at least part of the forecast cost increase reflects growth in bulk water volumes over the PS6 
regulatory period, which should be captured by the growth allowance. Hence, the step change 
should be limited to part of the cost increase attributable to the unit rate increase. 

 after an adjustment is made for growth, the amount of the step change falls below our 
materiality threshold.  

Explanation of our adjustment for growth  

We estimated a revised forecast of the total cost by applying the increased unit rate to the 2024-25 
baseline water production volumes, which we assumed remain constant over the PS6 regulatory 
period.  

 

 

121 Melbourne Water, Opex Brief – Fluoride contract price change.  
122 Melbourne Water, Opex Brief – Fluoride contract price change. 
123 Melbourne Water, PS26 – Request for Information, RFI-F028. 
124 Melbourne Water, 2026 Price Submission, 1 October 2025, p.192. 
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Table 3.39 sets out information supplied by Melbourne Water for its actual base year expenditure, 
which we used as input in our calculations. 

Table 3.39: Base year fluoride expenditure – key inputs ($ 1 January 2026) 

Input Assumption 

Total costs (millions) $0.37 

Water production volume (ML) 504,677 

Fluosilicic acid – average unit rate ($/tonne) $1,588 

Dosage rate (tonnes per ML) 0.005209 

Source: Melbourne Water, Opex Brief – Fluoride contract price change, 2025; Melbourne Water, Request for Information, RFI-

F088, 2025; Melbourne Water, Request for Information, RFI-F028, 2025; Melbourne Water, MW’s Response to the Draft 

expenditure review, 19 February 2026 

Using the above inputs, the adjusted step change can be estimated by calculating the net increase in 
costs that applies the increase in the unit rate to the base year water production volume and dosage 
rate. 

Adjusted step change  = base year water production (ML) x dosage rate (tonnes per ML) x 
increase in the unit rate (dollars per tonne) 

 = 504,677 x 0.005209 x ($2,127 – $1,558) 

 = $1,495,856 per annum. 

Table 3.40 summarises our recommended adjustment to reduce Melbourne Water’s proposed fluoride 
step change from $9.69 million to $7.48 million over the PS6 regulatory period. 

Table 3.40: Proposed adjustments to fluoride step change ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

       

Step change – proposed 1.78 1.85 1.94 2.02 2.10 9.69 

Step change adjusted for growth 1.50 1.50 1.50 1.50 1.50 7.48 

Source: FTI Consulting calculations. 

Given the adjusted step change falls below our materiality threshold and does not meet any of the 
other step change criteria, we recommend removing the full $9.69 million of this step change.  

Had the step change originally proposed removed the impact of growth, it would not have met any of 
the key step change criteria, including the materiality threshold.  

3.4.9 Waterway manager $7.28 million 

Proposal 

Melbourne Water submitted it needs to undertake additional activities to meet its waterway manager 
obligations. This is reflected in Outcome 3 Healthy, resilient waterways which aims to “maintain critical 
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habitats and connectivity for waterways including rivers, creeks, wetlands and estuaries, slowing the 
decline of our waterways and responding to the increasing threats from climate change and 
urbanisation”.125 The proposed step change comprises two elements: 

 $1.1 million to manage wetland and estuary systems to improve waterway health through 
grants to community groups 

 $6.2 million to increase vegetation along waterways, also delivered via grants and support to 
community groups. Melbourne Water claimed this is supported by customers and community 
groups and is more efficient than a capital allocation. This cost includes internal labour costs 
to manage the program.126 

Further information provided by Melbourne Water noted the 2023 mid-term review of its Healthy 
Waterways Strategy found:127 

 significant progress had been made towards achieving strategy objectives and outcomes, but 
more effort was required 

 increasing threats from climate change and urbanisation had been greater than predicted 
when the strategy was developed 

 a high risk of loss from certain sites, including Growling Grass frogs at the Jacana Wetlands.128  

Several review recommendations informed Melbourne Water’s Waterway Vegetation condition 
investment and Estuaries programs.  

Melbourne Water noted delivery mechanisms for vegetation establishment and protection “require a 
shift to alternate means including through increased incentives and agreements funded by Melbourne 
Water grants”.129 Many of its strategies and delivery mechanisms therefore rely on engagement, 
support and partnerships, including with organisations, farmers, landowners and community and 
volunteer groups. This will be enabled through 18 Estuary Management Plans containing actions to 
deliver on obligations via the above mechanisms.  

The benefits of additional expenditure include improvements in delivery mechanism for habitat 
improvement and protection of waterways, enhanced community collaboration and meeting 
obligations under the Environment Protection and Biodiversity Conservation Act 1999.130 

Customer engagement 

Melbourne Water explained this was a high priority area for its research and customer engagement 
activities, which is summarised in Table 3.41. 

 

 

125 Melbourne Water, 2026 Price Submission, 1 October 2025, p.154. 
126 Melbourne Water, 2026 Price Submission, 1 October 2025, p.154. 
127 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
128 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
129 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
130 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
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Table 3.41: Waterway management - summary of customer engagement  

Engagement 
activity 

Outcome 

Waterways and 
Drainage Best 
Worst Survey 

Out of 13 priorities tested, estuaries and drainage were ranked fourth and seventh 
respectively. 

Waterways and 
Drainage forum 

Out of nine priorities, the following outcome ranked first: “Wildlife and biodiversity 
area protected – connecting havens and sanctuaries along waterways so flora and 
fauna flourishes and thrives for generations to come”. 

Melbourne Water also stated forum polling “indicated more were prepared to go 
above the same pricing and service for river vegetation”131 however the questions, 
assumptions and results of this poll are not known.  

Community 
Deliberative Panel 

Waterway health was rated second out of five investment priorities, rating above 
flood resilience and land and waterways for community enjoyment. More than 80 per 
cent supported “increased investment in waterway health”, just behind water supply 
security and resilience. 

At the third session of this panel a case study for the mix of delivery of the vegetation 
program was tested “with 79 per cent participant support for an increase in bill to 
support 965 km of vegetation establishment through capital projects, 512.5 km of 
vegetation establishment through incentives and 6,000 km of vegetation 
maintenance.”132 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 

Cost forecasts 

Melbourne Water’s forecast costs for this step change are based on benchmarks of historical grants 
provided in previous years. These were compared to unit rates for key grant activities, including weed 
control, fencing and revegetation. Table 3.42 summarises the basis for costing each activity. 

Table 3.42: Waterway manager activities: costing approach 

Sub-program area Costing approach 

Waterway 
vegetation 

Based on 145 additional grants per year, applying the average cost of grants provided 
in 2023-24. Grants included vegetation establishment and maintenance. 

Wetlands and 
estuaries 

Wetlands – 5 grants per year. 

Estuaries – 7 grants per year. 

Costings based on average grants provided from 2022-23 to 2024-25. 

 

 

131 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
132 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
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Additional FTEs Assumed two additional FTEs to administer additional grants in the North West and 
South West regions. 

Habitat wetland 
systems 
maintenance 

Included 66 habitat wetland systems requiring maintenance and further investigation.  

Estimated maintenance costs based on work order rates and assumed frequency. 

Based system investigation costs on historical benchmarking. Investigations included 
hydrological regime and ecological values assessment supporting threatened species 
having regard to Environment Protection and Biodiversity Act 1999 obligations. 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 

Table 3.43 provides a breakdown of the proposed step change. 

Table 3.43: Proposed waterway manager step change ($ 1 January 2026, millions) 

Program area 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Totala 

Grants: Waterway vegetation and 
wetlands and estuaries 

1.00 1.00 1.00 1.00 1.00 5.00 

FTEs 0.25 025 0.25 025 0.25 1.23 

Habitat wetland systems maintenance 0.15 0.15 0.20 0.25 0.30 1.05 

Totala 1.40 1.40 1.45 1.50 1.55 7.28 

a Totals may not add due to rounding. 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 

Melbourne Water highlighted its track record in delivering this program in the PS5 regulatory period 
and confidence in its scalability, noting the need for further resources to administer more grants.133 

Assessment 

We note the ESC previously expressed concerns with this expenditure program and determined it 
would ringfence the waterways and drainage allowance approved for the PS5 regulatory period (refer 
section 3.3.2).134 While we proposed the base year allowance be retained, the ESC’s concerns with this 
expenditure program imply there should be a particularly high burden of proof to justify further 
expenditure increases above that allowance.  

We do not consider Melbourne Water has proven its step change for increases in waterway manager 
costs is prudent and efficient because: 

 there is no evidence to demonstrate an increase in expenditure is required to comply with 
new, or changed, legislative or regulatory obligations 

 

 

133 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
134 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34; Essential 
Services Commission, Melbourne Water Final Decision, 2021 Water Price Review, 16 June 2021, pp.25-26. 
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 while Melbourne Water received feedback as part of its stakeholder engagement program, 
we do not consider the evidence to be sufficiently compelling to support the proposed 
increase in expenditure. 

We recommend an adjustment to remove the full amount of this $7.28 million step change. 

3.4.10 Floodplain manager $7.29 million 

Proposal 

Melbourne Water proposed $7.29 million in operating expenditure to deliver additional activities to 
meet its floodplain manager obligations, which are necessary to support Outcome 4 Urban drainage 
and flood resilience. It argued these activities to improve floodplain awareness, flood co-delivery, 
capacity building and flood investigations research have increased following the 2022 Maribyrnong 
River flood and the Pagone Independent Review and Victorian Parliamentary Inquiry.135 As noted in 
section 3.3.2, two the of six programs captured under the waterways and drainage uplift approved for 
the PS5 regulatory period are flood mitigation and flood preparedness. 

Melbourne Water provided further information to support this proposed step change,136 including 
business cases for its Flood Awareness and Flood Management Co-Delivery and Capacity Building sub-
programs. 

Under the Water Act, Melbourne Water is floodplain manager for the Port Phillip and Westernport 
region, whereas flood management in the Melbourne area is a shared responsibility between 
Melbourne Water, councils, emergency services and other key partners.137 The Flood Management 
Strategy for Port Phillip and Westernport 2021-2031 sets the agreed direction for flood management, 
recognising the roles and responsibilities of the key partner organisations.138 This has been endorsed 
by Melbourne Water’s Board as a Service Strategy.  

In addition to its responsibilities under the Water Act, Melbourne Water highlighted recommendations 
from the Victorian Parliamentary Inquiry into the 2022 Maribyrnong flood event released in 2024.139 It 
identified eight relevant recommendations centred on three foundation pillars for disaster 
management: integrated, community-centred and accessible. These pillars are relevant to all phases 
of emergency management, commencing from mitigation (including planning and preparedness), 
through to response and recovery.140 

The additional $7.29 million sought above base year expenditure relate to: 

 

 

135 Melbourne Water, 2026 Price Submission, 21 October 2025.  
136 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
137 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
138 https://www.melbournewater.com.au/about/what-we-do/publications/flood-management-strategy-port-phillip-and-
westernport-2021-2031 
139 https://www.parliament.vic.gov.au/495fa6/contentassets/a1a3e3c7d84c4a059b7f8ad12089af06/lcepc-60-02_2022-
flood-event-in-vic_final-report.pdf 
140 Legislative Council Environment and Planning Committee, The 2022 flood event in Victoria, Inquiry – Final Report, July 
2024. 
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 flood awareness ($3.51 million) 
 flood co-delivery and capacity building ($0.53 million) 
 flood investigations research ($3.25 million).  

Flood awareness  

Melbourne Water provided a business case explaining the scope and drivers of the flood awareness 
sub-program and the basis for the additional expenditure above the base year.141 It noted key activities 
undertaken in the PS5 regulatory period which it indicated “paved the way for an uplift in our flood 
resilience approach and awareness and preparedness engagement”, building on lessons learned from 
previous programs.142  

The business case examined three options for PS6 sub-program expenditure, outlining the key 
activities under each option and forecast expenditure over the PS6 regulatory period: 

 Option 1 – base program ($3.66 million) 
 Option 2 – meeting new flood modelling demands ($7.16 million) 
 Option 3 – extensive program ($10-15 million). 

Melbourne Water evaluated the options having regard to benefits, costs and risks. It ultimately 
selected Option 2 on the basis it balanced risk mitigation against additional costs above the base 
programs. It provided further details of the preferred option costing reflecting the activities to be 
undertaken each year including: 

 region-wide communication and engagement activities 
 targeted engagement with 12 councils per year 
 eight FTEs, including five additional FTEs above the three reflected in the base year allowance. 

It identified the following risks of not implementing the program: 

 at-risk individual households, businesses and communities are not prepared for flood events 
which potentially results in worse financial, social, and individual wellbeing impacts 

 the flood modelling program is not impactful because changed flood risk is not known or 
understood by communities 

 perceived lack of trust in Melbourne Water as a floodplain management authority with 
minimal visibility across the community.143 

Flood co-delivery and capacity building  

The flood co-delivery and capacity building business case addresses the $0.53 million forecast 
additional expenditure above the $1.66 million reflected in the base year allowance over the PS6 
regulatory period.144 Collaboration and partnerships are considered integral to delivering the Flood 

 

 

141 Melbourne Water, Program Opex Business Case – Flood Awareness. 
142 Melbourne Water, Program Opex Business Case – Flood Awareness, p.4. 
143 Melbourne Water, Program Opex Business Case – Flood Awareness, p.16. 
144 Melbourne Water, Program Opex Business Case – Flood Management Co-Delivery and Capacity Building Program. 
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Management Strategy. Melbourne Water noted this sub-program would address the following 
problems: 

 increasing demand to understand updated flood modelling 
 limited capacity of local councils to adopt and apply new flood models 
 fragmented flood management expertise and inconsistent community engagement.145 

Melbourne Water assessed three options for PS6 sub-program expenditure, and outlined the key 
activities under each option and forecast expenditure over the PS6 regulatory period: 

 Option 1 – base program ($1.66 million) 
 Option 2 – enhanced program ($2.39 million) 
 Option 3 – tailored support program ($2.65 million). 

It selected Option 2 because it aligns with its strategic objectives and responds to requests from 
external partners to receive funding to co-deliver flood management initiatives.146 The additional 
expenditure above the base year of $0.11 per year, or $0.53 million over the PS6 regulatory period, 
reflects the following annual costs: 

 two additional online capacity building sessions 
 in-person industry information session (minimum one per year). 

While the Step Change Brief and business case consistently identify the quantum of the uplift, the 
explanation of the additional costs reflected in the uplift is different between these two documents.  

Flood investigations research 

The forecast increased expenditure on flood investigations research has two key components: 

 an additional FTE (specialist flood researcher/modeller) – $0.22 million per year 
 external services based on historical costs of service providers – $0.43 million per year, which 

largely relates to flood modelling improvements. This includes improving flood modelling 
methodology, improving flood modelling software and hardware, incorporating climate 
change into flood modelling and commissioning research to understand the ecological 
benefits of floodplain engagement). 147 

Melbourne Water did not provide any further details on these drivers or costs, nor did it provide an 
explanation as to why the additional expenditure is required, having regard to its existing modelling 
capability and the activities it has been undertaking in the current regulatory period. Flood mitigation 
and flood preparedness are two of the six program areas included in the uplift for waterways and 
drainage activities included in the current period, which we have recommended be retained in the 
base year, as discussed in section 3.3.2. 

 

 

145  
146 Melbourne Water, PS26 Program Opex Business Case – Flood Management Co-Delivery and Capacity Building Program, 
p.9. 
147 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
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Customer engagement 

Melbourne Water indicated the following stakeholder engagement supported this proposed step 
change: 

 insights consistently showed low awareness of flooding risk, demonstrating the need for 
greater planning and community awareness of flood risk 

 the Waterways and Drainage Best Worst Survey findings identified the importance of flood 
awareness and preparedness to customers, noting “these customers would prefer an increase 
in service without factoring in cost”148 

 the Waterways and Drainage forum ranked “Effective planning to manage excess rainfall 
leading to a reduction in impacts, flood resilience and community safety” second out of nine 
priorities  

 the PS26 Community Deliberative Panel rated “increased resilience against flood” fourth out 
of five priorities, albeit Melbourne Water noted: 

Despite the panel personally ranking Flood management lower it was viewed by 
customers and community as important for areas prone to flooding, with a range 
of views, including an emphasis on ensuring all Victorians, regardless of location, 
are safe in flood scenarios, highlighting the importance of proactive investment in 
prevention and research over reactive flood mitigation.149 

Cost forecasts 

Table 3.44 presents a breakdown of the proposed step change. 

Table 3.44: Proposed floodplain manager step change ($ 1 January 2026, millions) 

Sub-program area 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Flood awareness 0.70 0.70 0.70 0.70 0.70 3.51 

Flood investigations research 0.65 0.65 0.65 0.65 0.65 3.25 

Flood co-delivery and capacity building 0.12 0.12 0.12 0.12 0.12 0.53 

Total 1.47 1.47 1.47 1.47 1.47 7.29 

Totals may not add due to rounding. 
Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025.  

Assessment 

While the 2022 Maribyrnong flood event and the subsequent Victorian Parliamentary Inquiry have not 
translated into new or changed legislative or regulatory obligations, it is reasonable to expect 
Melbourne Water to action these recommendations in collaboration with other key stakeholders, as 

 

 

148 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
149 Melbourne Water, Opex Brief – Waterways and Drainage, 2025, [no pagination]. 
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is reflected in the Flood Management Strategy. That is, at least some increase in this expenditure is 
prudent.  

However, we do not consider Melbourne Water has demonstrated that the full amount of its proposed 
step change for floodplain manager costs is prudent and efficient because: 

 Customer engagement revealed some support for this investment, although it is not clear if 
customer support was specifically linked to the proposed expenditure program. 

- However, we also acknowledge support for this type of expenditure might vary depending 
on whether customers live in a flood-prone area, and hence it may not be realistic to 
expect clear support for this expenditure from customers or the community. 

- While we may not be able to conclude the expenditure is necessary to achieve an outcome 
or implement an initiative endorsed by customers or the community, the stakeholder 
feedback obtained by Melbourne Water is relevant to our assessment. In particular, the 
need for improvements in flood awareness was a key theme from that engagement.  

 Having regard to the above, and the information provided, including the options analysis 
presented in the relevant business cases, we are satisfied Melbourne Water demonstrated its 
proposed expenditure on the Flood Awareness and Flood Co-Delivery and Capacity Building 
sub-programs is prudent and efficient.  

 However, we do not consider it sufficiently explained and justified the need for additional 
expenditure on Flood Investigations Research ($3.25 million): 

- Melbourne Water has not provided any detail on this expenditure in contrast to the other 
two sub-programs, which were supported by business cases.  

- Flood mitigation and flood preparedness are two of the six program areas included in the 
uplift for waterways and drainage activities included in the current regulatory period, 
which as discussed in section 3.3.2 we have recommended be retained in the base year. 
While we recognise Melbourne Water may have a legitimate need to undertake this work, 
including flood modelling, it has not demonstrated the prudency and efficiency of these 
additional costs (above baseline expenditure) given they are to be recovered from 
consumers via bulk water prices. 

We recommend adjusting the proposed step change for floodplain management to remove the costs 
of the Flood Investigations Research sub-program, reducing the amount of this step change to $4.05 
million for the Flood Awareness and Flood Co-Delivery and Capacity Building sub-programs. 

3.4.11 Hardship program $6.88 million 

Proposal 

Melbourne Water proposed a new vulnerability and hardship program developed in consultation with 
water corporations, end-use customers and community sector organisations. The program focuses on 
improving household water efficiency and supporting the sector in delivering more support for those 
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experiencing hardship (including by contributing to the financial counsellor’s fund).150 This is a new 
program without expenditure included in the base year.  

Melbourne Water noted rising cost of living pressures, and financial strain were driving a ‘surge’ in 
demand for customer support and counselling services: 

According to Financial Counsellors Victoria, there is a rapid increase not only in the 
number of people seeking help, but also in the complexity of their circumstances. 
Individuals who reach out for support are presenting with multiple, intersecting 
challenges such as debt, family violence, mental health issues, and insecure 
housing. Financial abuse is emerging as a significant and common form of harm 
within family violence, which has reached crisis levels. 

Community support organisations are also reporting a major shift. Many people 
seeking assistance have never needed help before, including those with full-time 
employment and mortgages. Meanwhile, community service providers are facing 
resourcing pressures that limit their ability to respond 151 

Melbourne Water also referred to the ESC’s Getting to Fair strategy and the need for a coordinated 
effort between utilities, regulators, community services and government. It identified three key focus 
areas for its new vulnerability program following engagement with sector and community groups: 

 Increasing financial support options for customers experiencing vulnerability: primarily by 
writing off all or part of a vulnerable customer’s charges. Melbourne Water’s forecast step 
change expenditure did not include any amount for this foregone revenue given it is too 
uncertain, although it noted one of the outcomes of this program is there will be “over $30 
million less paid for or owed by customers experiencing vulnerability over the regulatory 
period.”152 

 Investing in water efficiency programs for vulnerable customers to reduce bills: one of 
Melbourne Water’s new customer hardship program target outcomes is to increase 
availability of water efficiency programs to vulnerable customers. In support of this, 
Melbourne Water referenced the success of DEECA’s Community Rebate Program, which has 
shown water efficiency initiatives can assist vulnerable customers in reducing their bills by 
more than $100 per year.153 

 A series of sector uplift programs, including partnerships with community organisations: 

- engagement with water retailers, which confirmed they see Melbourne Water’s role as 
helping customers in need with the Melbourne Water charges on their bills, and showing 

 

 

150 Melbourne Water, 2026 Price Submission, 1 October 2025, p.157. 
151 Melbourne Water, Opex Brief – Hardship program, 2025, pp.1-2. 
152 Melbourne Water, Opex Brief – Hardship program, 2025, p.4. 
153 Melbourne Water, Opex Brief – Hardship program, 2025, pp.4-5. 
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leadership in building capacity, for example, by supporting community support 
organisations and through building stronger advocacy154 

- engagement with the community, broadly agreeing Melbourne Water should provide 
more meaningful support albeit the general community’s understanding on what 
supporting vulnerable customers means is mixed 

- engagement with community support sector organisations, which confirmed the 
importance of all sectors taking a role in supporting vulnerable customers (noting these 
organisations are resource-constrained). 

Melbourne Water is targeting a minimum of three partnerships per year, along with other capability-
enhancing projects. The costs included in the step change include: 

 water efficiency: gradual scaling of the water efficiency program delivered through retailers, 
increasing from $0.25 million in 2026-27 to $1 million from 2029-30 

 sector uplift: $0.68 million per year, comprising: 

- $0.15 million for one new FTE to support program delivery 
- an annual contribution of $0.2 million to Financial Counselling Victoria 
- $0.15 million for resources and community organisations 
- $0.175 million for grants/funding available for advocacy, partnerships, related projects, 

education and marketing programs.155  

Table 3.45 summarises the proposed step change for customer hardship. 

Table 3.45: Proposed customer hardship step change ($ 1 January 2026, millions) 

Sub-program area 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Water efficiency 0.25 0.50 0.75 1.00 1.00 3.50 

Sector uplift 0.68 0.68 0.68 0.68 0.68 3.38 

Total 0.93 1.18 1.43 1.68 1.68 6.88 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 

Assessment 

Increasing customer hardship in the face of cost of living pressures has been a consistent theme across 
the 2023, 2024 and 2026 water price reviews. As this is a new program for Melbourne Water there is 
no expenditure currently reflected in the base year.  

We are satisfied with Melbourne Water’s proposed expenditure on customer hardship is prudent and 
efficient because: 

 it has clearly explained and substantiated the cost forecast used to develop the step change 

 

 

154 Melbourne Water, Opex Brief – Hardship program, 2025, p.5. 
155 Melbourne Water, Opex Brief – Hardship program, 2025. 
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 we are satisfied it meets the step change criterion of being necessary to achieve an outcome 
or implement an initiative endorsed by customers or the community 

 while Melbourne Water does not have the same direct customer interface as the other water 
businesses, it is reasonable to expect it to contribute to addressing the sector-wide problem 
of increased customer hardship, albeit Melbourne Water’s engagement did not provide a 
clear consensus on what investment and activities are warranted.  

 the nature and scope of the proposed program is appropriate having regard to its role in the 
supply chain as a bulk water provider, with the scope of the proposed step change limited to 
costs associated with improving water efficiency and sector uplift. Most of the expenditure 
relates to initiatives to be delivered via partnerships and funding contributions/grants.  

3.4.12 Traditional owner partners $6.81 million 

Proposal 

Melbourne Water proposed an additional $6.81 million in expenditure to support self-determined 
outcomes for traditional owner partners across their lands and waters.156  

Information provided by Melbourne Water noted this increased expenditure was driven by the 
recently amended draft Statement of Obligations (General).157 Part 2 of the Statement of Obligations 
(General) requires the water corporations (including Melbourne Water) to: 

The Corporation must, when Traditional Owner groups determine to, negotiate 
formal partnership agreements with Traditional Owner groups on whose Country 
the Corporation operates to increase the capacity and resources available to 
Traditional Owner groups to make and implement decisions about water landscape 
management on their Country. 

Formal partnership agreements with Traditional Owner groups are to be developed 
in accordance with any written guidelines issued by the Department that must: 

a) include provisions on when and how the Corporation and Traditional Owner 
groups will apply the Cultural Benefits Framework in water planning and 
management; and  

b) specify resourcing the Corporation will provide to Traditional Owner 
groups.158 

Melbourne Water referred to the Minister’s Letter of Expectations requiring Melbourne Water to 
promote self-determination by Traditional Owners and support the Treaty process as required. It is 
also required Melbourne Water to implement the Water is Life: Traditional Owner Access to Water 

 

 

156 Melbourne Water, 2026 Price Submission, 1 October 2025, p.157. 
157 Melbourne Water, Opex Brief – Traditional Owners capacity and resources program, 2025.  
158 Minister for Water, Statement of Obligations [DRAFT], pp.6-7. 
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Roadmap, which identifies 12 targeted outcomes, including formal partnership agreements under the 
Statement of Obligations (General).159  

Melbourne Water committed to these partnerships through its strategic goal – We will Walk Country 
Together. It provided an Overview document of its PS26 Traditional Owners capacity and resources 
program, which identifies the following objectives: 

 engaging with Traditional Owners to hear directly about their self-determined priorities, 
capacity and resourcing requirements through the PS6 regulatory period 

 aligning with Traditional Owners on narrative and costs for inclusion in Melbourne Water’s 
submission 

 ensuring effective resourcing of Traditional Owners to participate in Melbourne Water activity 
and to deliver on self-determined priorities through the PS6 regulatory period 

 defining and establishing clear process for how Traditional Owner participation is planned and 
delivered 

 Traditional Owner endorsement of Melbourne Water’s PS6 price submission.  

Melbourne Water’s price submission reflects the outcomes of engagement with each of the five 
Traditional Owner Corporations to develop a resourcing and capacity program for their endorsement. 
The scope of work includes Country management (weed control, revegetation, cultural burns), Healthy 
Country planning (strategic planning, funding of dedicated roles, technical capacity support to 
Traditional Owners) and implementation of other activities under the Partnership Agreement.160 The 
three main program areas are: 

 Water Justice, Strategy and Policy 
 Managing for Healthy Country 
 Planning and development in cultural landscapes. 

The total forecast used to calculate this step change reflects budgets developed in consultation with 
Traditional Owner Corporations.  

Melbourne Water noted its actual expenditure in this area has been increasing over the PS5 regulatory 
period and its actual base year expenditure in this area was $0.953 million.161 Table 3.46 summarises 
its proposed step change from its actual base year expenditure. 

 

 

159 https://www.water.vic.gov.au/our-programs/aboriginal-water-program/water-is-life-roadmap 
160 Melbourne Water, Overview – PS26 Traditional Owners capacity and resources program.  
161 Melbourne Water, Attachment 1 F014 TO.xls. 
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Table 3.46: Proposed Traditional Owner Partners step change ($ 1 January 2026, millions) 

 Base year 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Total 0.95 1.59 1.95 2.02 2.71 3.12 11.39 

Step change  0.63 0.99 1.25 1.76 2.17 6.80 

a Actual expenditure 

Source: Melbourne Water, Opex Brief – Traditional Owners capacity and resources program, 2025. 

Melbourne Water noted the forecast costs reflect the level of resourcing required for Traditional 
Owners to support their engagement and participation – it does not include Melbourne Water’s own 
costs, which it forecasts will remain steady from base year expenditure.162 Melbourne also noted 
governance and reporting for the program will be provided through the Walking Country Together 
Leaders Forum, which is expected to monitor actual expenditure and outcomes against the program 
objectives and Partnership Agreements.  

Assessment 

We are satisfied Melbourne Water’s proposed step change for increased costs associated with its 
Traditional Owner Partners program is prudent and efficient because: 

 it has clearly explained and substantiated the cost forecast used to develop the step change 
 it is necessary to comply with new, or changed, legislative or regulatory obligations – this is 

due to the requirements under the Statement of Obligations (General), and will achieve an 
outcome or implement an initiative endorsed by customers and the community – the detailed 
consultation undertaken by Melbourne Water with its Traditional Owner Partners, including 
in the development of the activities and budget that are reflected in the step change 

 it reflects the level of resourcing required for Traditional Owners in supporting their 
engagement and participation in the program only and does not include any increases in 
Melbourne Water’s own costs above the base year allowance. 

3.4.13 Tarago recreational access $4.77 million 

Proposal 

Tarago reservoir is managed by Melbourne Water and supplies drinking water to consumers in the 
Melbourne and Gippsland region. Melbourne Water proposed an additional $4.8 million to open the 
Tarago Reservoir to on-water recreation, which reflects a November 2022 Victorian Government 
commitment under the government’s Water for Victoria policy.163 The step change relates to the 
ongoing operating expenditure in managing the assets and activities.  

 

 

162 Melbourne Water, Opex Brief – Traditional Owners capacity and resources program, 2025. 
163 Melbourne Water, Opex Brief – Tarago, 2025. 
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The Victorian Government’s announcement was part of a $73 million investment package from the 
Better Boating Fund, included $12.4 million to open the Tarago Reservoir to on-water recreation.164 
Melbourne Water provided us with a 2024 project plan, Activating Tarago Reservoir to On-Water 
Recreation, prepared by the Department of Environment, Land, Water and Planning. We note this plan 
states that in relation to expected funding outcomes, one of the identified success measures is: 

Investigation of inclusion of ongoing management costs in future Melbourne Water 
pricing submission.165 

Melbourne Water summarised the legislative drivers as follows. 

 Section 92 of the Water Act requires Melbourne Water to consider opportunities to provide 
social and recreational uses and values of waterways.  

 Section 122ZA of the Water Act allows Melbourne Water to request the Minister ‘determine’ 
Tarago Reservoir a recreational area, which triggers the application of the Water (Recreational 
Area) Regulations 2023. Melbourne Water is responsible for managing and controlling the 
environmental and recreational area as determined by Minister, including preparing a 
management strategy for recreational use. While Melbourne Water has not provided 
information to confirm this has occurred, it provided an email from DEECA stating it would be 
happy to work with Melbourne Water on the appropriate timing of, and approach to, this 
determination.166 

 Opening the Tarago Reservoir to on-water recreation requires a Waterway Manager to be 
appointed under the Marine Safety Act 2010 to manage vessel activities. Melbourne Water 
applied to the Minister to be the declared Waterway Manager for this purpose, which will 
confer a range of functions and powers on Melbourne Water as set out under section 216 of 
the Marine Safety Act 2010.167 

Melbourne Water said it is partnering with Better Boating Victoria and the Victorian Government to 
share the construction and operating costs of these assets and sites. It will also incur operating 
expenditure to undertake: 

 risk assessments, risk controls, designs, safety planning and investigations related to any 
future activation of the site and planning (for example, cultural heritage assessments, 
biodiversity assessments, soil testing), monitoring and reviews 

 new activities associated with its responsibilities as Waterway Manager (under the Marine 
Safety Act 2010) and Recreational Area Manager. 

 

 

164 That investment included funding for upgrades to water treatment plants owned by Melbourne Water and Gippsland 
Water, boat launching facilities (via Better Boating Victoria) and a feasibility study by Melbourne Water to explore the risks 
and management strategy in allowing the operation of petrol-powered boats on the reservoir. 
165 Department of Environment, Water and Planning, Activating Tarago Reservoir to On-Water Recreation, High-Level Project 
Plan, January 2024, p.3. 
166 Email from DEECA sent to Melbourne Water, Re DEECA/MW – Tarago Ongoing Management Funding Discussion, 30 
October 2024. 
167 Melbourne Water, Opex Brief – Tarago, 2025. 
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Melbourne Water forecast the operating expenditure based on: 

 required FTEs 
 previous maintenance work orders at other Melbourne Water reservoirs 
 expenditure of other Victorian water authorities in managing reservoir recreation. 

With the reservoir expected to open for on-water recreation in 2026, this is new expenditure for 
Melbourne Water in the PS6 regulatory period. It expects to incur costs in the last six months of the 
PS5 regulatory period.  

Table 3.47 provides a breakdown of Melbourne Water’s forecast expenditure for Tarago recreational 
access over the PS6 regulatory period. 

Table 3.47: Proposed Tarago recreational access step change ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Security and surveillance 0.55 0.55 0.55 0.55 0.55 2.75 

Maintenance 0.50 0.20 0.20 0.20 0.20 1.00 

Water quality and ecological monitoring 0.10 0.10 0.10 0.10 0.10 0.50 

Engagement and communications 0.13 0.09 0.09 0.09 0.09 0.50 

Totala 0.99 0.94 0.94 0.95 0.95 4.77 

a Totals may not add due to rounding. 

Source: Melbourne Water, Opex Brief – Tarago, 2025, p.5. 

Assessment 

We are satisfied with Melbourne Water’s proposed step change for increased costs associated with 
delivering recreational access to the Tarago Reservoir is prudent and efficient because: 

 it has clearly explained and substantiated the cost forecast used to develop the step change 
 it is necessary to comply with new, or changed, legislative or regulatory obligations, arising 

from the Victorian Government’s commitment to open the Tarago Reservoir to on-water 
recreation, and associated responsibilities resulting from this, including under the Marine 
Safety Act 2010 

 the project plan produced by the Victorian Government includes an expectation that ongoing 
management costs will be included in Melbourne Water’s future pricing submissions 

 it represents ongoing operating expenditure associated with capital investment funded by 
several sources including Melbourne Water. 

3.4.14 Burndap Birrarung burndap umarkoo $2.87 million 

Proposal 

During the PS5 regulatory period, Melbourne Water became the ‘lead agency’ for the Burndap 
Birrarung burndap umarkoo (formerly referred to as the Yarra Strategic Plan). The 2022-2032 Burndap 
Birrarung burndap umarkoo provides the overarching policy and planning framework for the 
protection and care of the Birrarung/Yarra River. A new 10-year plan will be required by 2032, which 
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must be developed as prescribed under the Yarra River Protection (Wilip-gin Birrarung murron) Act 
2017. 

Melbourne Water is anticipating DEECA will cease this grant funding in June 2026, which covers labour, 
grants and external services. As a result, it has adjusted the base year to recognise the recurrent 
expenditure (as discussed in section 3.3.1). It is proposing a step change to cover the following forecast 
costs that are not included in the base year: 

 meeting lead agency obligations and Burndap Birrarung burndap umarkoo implementation, 
including annual reporting; review of the Monitoring Evaluation, Reporting and Improvement 
framework; Yarra Collaboration Committee coordination; Yarra Collaboration Committee – 
Chair; workshops and stakeholder engagement; community engagement and events, and 
Traditional Owner partnerships and engagement 

 development of the next plan.168  

Table 3.48 sets out the forecast expenditure related to the proposed step change for the Burndap 
Birrarung burndap umarkoo. 

Table 3.48: Proposed Burndap Birrarung burndap umarkoo step change ($ 1 January 2026, millions) 

 Base year 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 Total 

 1.19 1.27 1.93 2.24 1.89 1.48 8.81 

Step change  0.08 0.74 1.05 0.71 0.29 2.87 

a Actual expenditure. 

Source: Melbourne Water, Opex Brief – Yarra Strategic Plan, 2025. 

Assessment 

We are not satisfied Melbourne Water demonstrated its step change for additional costs associated 
with its role as lead agency for the Burndap Birrarung burndap umarkoo is prudent and efficient 
because: 

 it does not meet any of the key step change criteria, for example, it is not linked to the need 
to comply with new, or changed, legislative or regulatory obligations  

 while Melbourne Water assumed responsibility for funding this role in the current PS5 
regulatory period, those costs are already reflected in the base year as discussed in section 
3.3.1 

 it is below our materiality threshold (representing only 0.1 per cent of Melbourne Water’s 
proposed controllable operating expenditure over the PS6 regulatory period) and hence can 
be absorbed by the business.  

 

 

168 Melbourne Water, Opex Brief – Yarra Strategic Plan, 2025. 
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We recommend adjusting the benchmark allowance to remove $2.87 million associated with this step 
change.  

3.4.15 Operating expenditure from capital investment: waterways and drainage project 
$1.8 million 

Proposal 

Melbourne Water proposed a step change of $2 million in controllable operating expenditure arising 
from capital expenditure on new waterways and drainage assets and provided more information to 
support this step change.169  

The proposed step change reflects incremental operating expenditure needed to maintain new assets 
across its waterways and drainage program to meet established levels of service. It encompasses 
several projects started in the PS5 and PS6 regulatory periods. Five projects account for most of the 
proposed expenditure, including two of the 15 major projects, namely the Reimagining Eumemmerring 
Creek and Reimagining Tarralla Creek Stage 2.  

The step change also includes an allocation of the (non-capitalised) costs related to additional project 
managers to deliver the capital program and to operate the Reimagining Your Creek projects.170 

Melbourne Water noted this proposed step change represents around 0.2 per cent of its forecast 
capital expenditure for waterways and drainage projects over the PS6 regulatory period.171  

The proposed step change includes forecast operational savings of around $80,000 per year expected 
to arise from the Port Melbourne Drainage Pump Station renewal project based on a study undertaken 
by Jacobs.  

Table 3.49 presents the forecast step change, including the allocation of the (non-capitalised) costs of 
the additional capital project managers (refer section 3.4.5). 

Table 3.49: Proposed Waterways and Drainage step change ($ 1 January 2026, millions) 

 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Total 

Step change – operating expenditure from 
capital expenditure 

0.25 0.31 0.38 0.39 0.49 1.81 

Savings – Port Melbourne Drainage Pump 
Station project 

-0.08 -0.08 -0.08 -0.08 -0.08 -0.42 

Labour – additional project managers - 
waterways 

0.04 0.06 0.03 0.03 0.03 0.19 

 

 

169 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
170 Melbourne Water, 2026 Price Submission, 1 October 2025, p.154. 
171 Melbourne Water, Opex Brief – Waterways and Drainage, 2025. 
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 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Total 

Labour – additional project managers - 
drainage 

0.03 0.05 0.02 0.04 0.05 0.19 

Total step change 0.24 0.34 0.35 0.38 0.49 1.80 

Source: Melbourne Water, Opex Brief – Waterways and Drainage, 2025. Information on labour costs for the Service Asset 

Lifecycle portfolio was provided separately via email. 

Assessment 

We are satisfied Melbourne Water’s proposed step change for incremental operating expenditure for 
capital investment in waterways and drainage is prudent and efficient because: 

 we have assessed Melbourne Water’s proposed capital expenditure for waterways and 
drainage as prudent and efficient, as set out in chapter 4  

 most of the proposed step change expenditure related to the five projects referred to by 
Melbourne Water is not driven by growth.  

Melbourne Water has identified the primary driver of the two projects included in the 15 major 
projects (Reimagining Eumemmerring Creek and Reimagining Tarralla Creek Stage 2) as 
improvements/compliance. 

Based on the explanation of the other three projects provided by Melbourne Water, the drivers appear 
similar.  

3.4.16 Ramsar Wetland Coordinator $1.87 million 

Proposal 

Melbourne Water is wetland coordinator for the Western Port Ramsar Wetland and currently 
undertakes works including to manage vegetation, pests and weeds, along with engagement events 
and funding Traditional Owner participation. To date, this has been funded by DEECA through the 
Environmental Contribution Levy.  

Melbourne Water is proposing a step change of $1.87 million over the PS6 regulatory period because 
this grant will cease from 2028-29172 and provided further information to support this step change.173  

In 1971, an international Convention of Wetlands was signed, which was the first modern treaty aimed 
at conserving natural resources.174 It became known as the Ramsar Convention Once a wetland is 
designated as a Ramsar site “countries agree to establish and oversee a management framework 
aimed at conserving the wetland and ensuring its wise use.”175   

 

 

172 Melbourne Water, 2026 Price Submission, 1 October 2025, p.155. 
173 Melbourne Water, Opex Brief, Waterways and Drainage, 2025. 
174 https://www.dcceew.gov.au/water/wetlands/ramsar 
175 https://www.dcceew.gov.au/water/wetlands/ramsar 
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National Guidelines for Ramsar Wetlands have been developed to improve management of designated 
wetlands and to maintain their ecological character, following the Ramsar Convention and 
responsibilities under the Environment Protection and Biodiversity Conservation Act 1999. 

Melbourne Water’s forecast expenditure comprises $0.62 million per year for the last three years of 
the PS6 regulatory period. This forecast is based on actual 2024-25 costs and aligns with the amount 
of grant funding received from DEECA. Melbourne Water provided a spreadsheet with a further 
detailed breakdown of these activities and costs.176  

Assessment 

We are satisfied Melbourne Water’s proposed step change for Ramsar Wetland Coordinator costs are 
prudent and efficient because: 

 Melbourne Water clearly explained and substantiated the cost forecast used to develop the 
step change, including its consistency with the amounts previously accepted by DEECA for the 
purpose of providing grant funding for these activities  

 While it is below our materiality threshold, it is required to comply with new, or changed, 
legislative or regulatory obligations – in this case, the assumption of responsibility to fund the 
expenditure, even though Melbourne Water’s role as coordinator of the Westernport Ramsar 
Wetland is an existing obligation. 

3.4.17 Koo We Rup floodplain manager $0.61 million 

Proposal 

Melbourne Water proposed a step change of $0.61 million over the PS6 regulatory period for 
customers in the Koo Wee Rup-Longwarry Flood Protection district to deliver a higher level of service 
expected by customers.177 It provided more information to support this step change.178  

Properties in the Koo Wee Rup-Longwarry Flood Protection district do not pay the metropolitan 
waterways and drainage rate due to the more significant flood risk. Instead, they pay a special precept 
charge to fund the higher level of drainage service provided.  

Preliminary engagement with these customers as part of its PS5 price submission could not be 
completed following the onset of COVID-19. Since then, Melbourne Water has undertaken further 
engagement in developing its PS6 price submission. It initially engaged with customers through surveys 
and a community forum. 179 

Melbourne Water’s survey outlined four options, each of which was characterised in terms of a 
percentage increase in the service level and an associated percentage price increase. It provided the 
results of the survey and subsequent community forum ballot, which provided majority support for a 

 

 

176 Melbourne Water, Attachment 1 PS26_OPEX_Ramsar Western Port.xls. 
177 Melbourne Water, Melbourne Water 2026 Price Submission, 2025, p.156. 
178 Melbourne Water, Opex Brief – Koo We Rup-Longwarry Flood Protection District, 2025. 
179 Melbourne Water, Opex Brief – Koo We Rup-Longwarry Flood Protection District, 2025, p.2. 
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service uplift. Most customers supporting this uplift preferred the option of increasing the service level 
by 10 per cent through a moderate one-time price uplift of 11.8 per cent, with flat real prices 
thereafter.180 Melbourne Water said this option would enable it to deliver: 

 more comprehensive and frequent drain inspection 
 either: 

- an extra 3 kilometres of desilting/maintenance to keep channels clear 
- an extra 45 kilometres of instream vegetation grooming to keep the channels clear. 

Melbourne Water provided a breakdown of its actual costs from 2018-19 to 2024-25 (the base year). 
It spent $1.415 million in 2024-25 compared to the benchmark allowance of $1.204 million. It has then 
adjusted its base year expenditure by -$0.2 million to account for a change in cost allocation181 and a 
‘normal year’ office maintenance charge.  

Outcomes under the preferred option specified above will be enabled via additional drainage 
maintenance works and a dedicated Melbourne Water staff member for the Koo We Rup-Longwarry 
Flood Protection District. Table 3.50 summarises the proposed step change. 

Table 3.50: Proposed step change – Koo We Rup floodplain manager ($ 1 January 2026, millions) 

 Base year 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Total 1.22 1.34 1.34 1.34 1.34 1.34 6.70 

Step change -- 0.12 0.12 0.12 0.12 0.12 0.60 

a Actual expenditure. 

Source: Melbourne Water, Opex Brief – Koo We Rup-Longwarry Flood Protection District, 2025, p.5. 

Assessment 

While this step change does not meet our materiality threshold, these costs are borne by a specific 
group of users. We are satisfied Melbourne Water’s proposed step change for the Koo We Rup-
Longwarry floodplain manager costs are prudent and efficient because:  

 it has clearly explained and substantiated the cost forecast used to develop the step change. 
 it meets the key step change criterion of being required to achieve an outcome or implement 

an initiative endorsed by customers or the community – in particular, Melbourne Water has 
demonstrated the engagement it has undertaken with residents in this region, which has 
focussed on the assessment of alternative service quality/price packages.  

 

 

180 Melbourne Water, Opex Brief – Koo We Rup-Longwarry Flood Protection District, 2025, p.3. 
181 Melbourne Water, Opex Brief – Koo We Rup-Longwarry Flood Protection District, 2025, p.4. 
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3.4.18 Quiet Lakes Pumping Costs $0.26 million 

Proposal 

Melbourne Water proposed a step change of $0.26 million to increase the number of lakes subject to 
bore flushing from two to three in Quiet Lakes, as supported by customers supported.182 It provided 
further information to support this proposed step change.183  

Melbourne Water manages the lakes, waterways and associated infrastructure within the Patterson 
Lakes’ Tidal Waterways and Quiet Lakes communities. Together with residents, Melbourne Water and 
the Kingston City Council share responsibility for maintaining the area’s waterways on a fee for service 
basis (based on those users who benefit).  

The two annual fees are a jetty infrastructure charge and bore flushing charge. The bore flushing 
charge is paid by owners of properties in Quiet Lakes who have access to Lake Legana and Lake 
Illawong. The third lake in the area – Lake Carramar – does not currently receive this service. 

Melbourne Water advised after extensive engagement with customers, it proposed to extend the 
current bore flushing regime to Lake Carramar to improve water quality for all three lakes and aid it in 
meeting its environmental and licensing obligations to reduce blue-green algae. It also reviewed and 
updated the costs of delivering this service, including electricity costs, which are not included in the 
step change discussed in section 3.4.1. 

Melbourne Water provided details of its expenditure from 2018-19 to 2024-25, which was $0.05 
million in the base year compared to a benchmark allowance of $0.04 million .184 Table 3.51 shows the 
updated cost build-up for the PS6 regulatory period, noting we have aggregated a number of smaller 
items. The most material item is electricity costs. Melbourne Water noted its electricity cost forecasts 
are based on its benchmark electricity prices and forecast usage based on historical costs and growth.  

Table 3.51: Quiet Lakes pumping costs – updated cost forecast ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Electricity 0.05 0.05 0.05 0.05 0.05 0.25 

New pump system for bore 
flushing at Lake Carramar 

0.02 0.02 0.02 0.02 0.03 0.12 

Othera 0.02 0.02 0.02 0.02 0.02 0.11 

Total 0.10 0.10 0.09 0.10 0.10 0.49 

a Includes bore water charges, monitoring and inspection costs, pump capital depreciation and additional BGA surveillance 

costs.  

Source: Melbourne Water – Opex Brief – Quiet Lakes, 2025, pp.3-4. 

 

 

182 Melbourne Water, 2026 Price Submission, 1 October 2025, p.155. 
183 Melbourne Water – Opex Brief – Quiet Lakes, 2025. 
184 Melbourne Water – Opex Brief – Quiet Lakes, 2025, p.3. 
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Table 3.52 summarises the proposed step change for the Quiet Lakes pumping costs. 

Table 3.52: Proposed step change – Quiet Lakes pumping costs ($ 1 January 2026, millions) 

 Base year 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Total 0.05 0.10 0.10 0.09 0.10 0.10 0.49 

Step change  0.05 0.05 0.05 0.05 0.06 0.26 

a Actual expenditure. 

Totals may not add due to rounding. 

Source: Melbourne Water, Melbourne Water – Opex Brief – Quiet Lakes, 2025, p.5.  

Assessment 

While this step change does not meet our materiality threshold, these costs are borne by a specific 
group of users. We are satisfied Melbourne Water’s proposed step change for the Quiet Lakes Pumping 
costs is prudent and efficient because:  

 it has clearly explained and substantiated the cost forecast used to develop the step change   
 it has been subject to engagement, and it is supported by customers, consistent with the key 

step change criterion of being required to achieve an outcome or implement an initiative 
endorsed by customers or the community 

 Melbourne Water’s approach to managing and forecasting electricity costs, which account for 
around half of the forecast costs, is prudent and efficient 

- in addition to the updated input costs (refer section 3.4.1) some of these costs reflect 
additional electricity usage from extending bore flushing to Lake Carramar 

- the additional electricity costs incurred in delivering this service should not be subsidised 
by other users who do not benefit from it. 

3.4.19 Diversion maintenance $0.29 million 

Proposal 

Melbourne Water proposed a $0.29 million step change over the PS6 regulatory period related to 
increased asset maintenance for diversion services. Its diversions management program aims to 
manage water allocations to licences holders, which is directly funded by these customers through 
licence, volumetric and application fees. It is therefore another step change related to the provision of 
direct services to a specific category of customers, who also fund delivery via a direct user charge.  

Melbourne Water engaged with its diversion customers on the service package and price path to apply 
for the PS6 regulatory period.185 Based on a customer survey, 87 per cent supported the ‘standard’ 
package which includes: 

 

 

185 Melbourne Water, Opex Brief, Diversions, 2025; Melbourne Water, Briefing Note, Direct Services PS26 – Diversions 
Management update, March 2025. 
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 continuing current service levels to meet the Customer Charter, including an increased 
communications focus 

 installing meters to comply with the Victorian Government’s Non-Urban Metering Policy and 
associated renewals 

 embracing new technologies and digital platforms.186 

Melbourne Water noted Diversions Customer Charters include customer service levels include key 
performance indicators for licence transfers, trades and new applications. The diversions management 
program includes both operating and capital expenditure elements, with the former relating to 
ongoing maintenance and management of the telemetry and metering fleet, including breakdown 
maintenance, IT upgrades and operational support.187  

Melbourne Water’s proposed price path included an updated estimate of its operating expenditure, a 
provision for overheads and capital expenditure. It proposed a flat price uplift in real terms in the first 
year of the PS6 regulatory period and an increase of0.2 per cent for the remaining years. Melbourne 
Water is also proposing that prices for diversion-related application fees increase annually by CPI, 
except for the licence fee for stormwater harvesting charges, which will increase by 10 per cent in 
2026-27 followed by CPI thereafter. 

Table 3.53 summarises the forecast operating expenditure for diversions maintenance. 

Table 3.53: Diversions – updated cost forecast ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Direct labour 0.58 0.58 0.58 0.58 0.58 2.90 

Direct non-labour 0.59 0.59 0.59 0.58 0.58 2.93 

Indirect  0.17 0.17 0.17 0.17 0.17 0.85 

Total 1.34 1.34 1.34 1.33 1.33 6.68 

Source: Melbourne Water, Opex Brief – Diversions, 2025, p.3. 

Table 3.54 compares Melbourne Water’s actual base year expenditure of $1.28 million to the 
benchmark allowance of $1.12 million.  

Table 3.54: Proposed diversions step change ($ 1 January 2026, millions) 

 Base year 
2024-25a 

2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Total 1.28 1.34 1.34 1.34 1.33 1.33 6.70 

Step change  0.06 0.06 0.06 0.06 0.05 0.30 

a Actual expenditure. 

Source: Melbourne Water, Opex Brief - Diversions, 2025, p.3. 

 

 

186 Melbourne Water, Briefing Note, Direct Services PS26 – Diversions Management update, March 2025. 
187 Melbourne Water, Opex Brief - Diversions, 2025. 
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Assessment 

While this step change does not meet our materiality threshold, these costs are borne by a specific 
group of users.  

We are satisfied that Melbourne Water’s proposed step change for diversion maintenance costs is 
prudent and efficient for the following reasons. 

 it has clearly explained and substantiated the cost forecast used to develop the step change 
 It has engaged with diversion customers on the service package and price path to apply for 

the PS6 regulatory period, which meets the key step change criterion of achieving an outcome 
or implementing an initiative endorsed by customers or the community. 

3.5 Growth and efficiency 

Melbourne Water proposed zero annual growth in the baseline expenditure reflecting: 

 an annual growth rate of 2.0 per cent 
 an annual efficiency factor of 2.0 per cent. 

As Figure 3.2 shows, Melbourne Water is one of four out of 19 Victorian water businesses proposing 
net zero growth in operating expenditure over the regulatory period.188 Melbourne Water ranks equal 
seventh in terms of net average increase in controllable operating expenditure over the regulatory 
period. By comparison, five Victorian water businesses proposed net reductions in forecast operating 
expenditure.  

Figure 3.2: Net average change in operating expenditure per year by business, per cent 

 

Source: FTI Consulting analysis, based on financial templates submitted to ESC for 2023, 2024 and 2026 water price reviews. 

 

 

188  Lower Murray Water comprises separate urban and rural water businesses for the purpose of comparison. 
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3.5.1 Growth factor 

Proposal 

Melbourne Water based its annual 2.0 per cent growth factor on forecast growth in residential 
customer connections, consistent with the approach it applied in the PS5 regulatory period.189 An 
annual 2.0 per cent growth factor is equivalent to $160.1 million over the PS6 regulatory period.190 

Melbourne Water’s growth factor draws on Victorian Department of Transport and Planning data 
which it used to also derive its demand forecasts. Melbourne Water noted this approach is consistent 
with the approach taken by several other water businesses and previously accepted by the ESC.191  

Melbourne Water’s presented analysis examining the relationship between customer connections 
growth and operating expenditure growth over the period from 2019-20 to 2024-25 (based on 
compound annual growth rates). While it accepted it would be preferable to use a longer time series, 
it noted “the COVID-19 period has caused a significant break in the data series that has impacted both 
the customer connection and opex time series”.192 Table 3.55 provides a break down by water and 
sewerage and waterways and drainage services. 

Table 3.55: Customer connections and operating expenditure growth – compound annual growth rate 2019-20 
to 2024-25 (per cent) 

Residential customer 
connections 

Water and sewerage Waterways and drainage All services 

2.0 Total: 2.4 

Total excluding 
corporate costs: 1.5 

Total: 4.2 

Total excluding corporate 
costs: 4.3 

Total: 3.5 

Total excluding 
corporate costs: 3.1 

Source: Melbourne Water, 2026 Price Submission, 2025, p.151. 

Melbourne Water argued its analysis shows using residential customer connections to forecast growth 
could be conservative, given annual average growth in operating expenditure has been above 3 per 
cent.193  

We sought Melbourne Water’s view about what type of cost increases were covered by the growth 
allowance. It responded the growth allowance: 

…caters for growth in normal business operating costs that grow proportionally to 
growth in activities and throughput linked to growth in assets and the growing 

 

 

189 Melbourne Water, 2026 Price Submission, 1 October 2025, p.150. 
190 This includes the growth factor of 1.0 per cent for 2025-26. 
191 Melbourne Water, 2026 Price Submission, 1 October 2025. 
192 Melbourne Water, 2026 Price Submission, 1 October 2025, p.150. 
193 Melbourne Water, 2026 Price Submission, 1 October 2025, p.151. 
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customer base. Such costs include operations and maintenance and corporate costs 
(e.g. legal, procurement, finance, human resources and IT).194 

Melbourne Water described the approach it used to develop its operating expenditure forecast, which 
involved allocating drivers to cost category and deciding whether it should be attributed to growth (or 
some other driver). It filtered step changes to assess whether the change was due to a change in 
business-as-usual operations above the growth allowance. It then applied a materiality threshold at a 
product level for direct operating expenditure (noting that all of its functions are ring-fenced from a 
pricing perspective), and an organisational level (for shared corporate costs).195 

Assessment 

Melbourne Water applied the same approach as for the PS5 regulatory period. However, in its 
Guidance Paper, the ESC questioned whether the rate of customer connections correlated directly to 
forecast expenditure growth in all cases and required Melbourne Water to clearly propose and justify 
an appropriate growth rate, including considering whether a growth factor other than customer 
connections growth was more accurate.196  

We understand COVID-19 may have resulted in some structural changes impacting costs (such as 
increased working from home). Most water businesses have also experienced significant cost 
pressures in recent years, including due to supply chain pressures. It is uncertain whether these cost 
pressures will persist over the longer term. A longer historical analysis could have proven informative. 

While Melbourne Water indicated operating expenditure growth has exceeded growth in customer 
connections, it has not provided evidence supporting the relationship, nor has it demonstrated 
whether growth in customer connections is an appropriate measure. Cost increases may have been 
driven by other factors. 

We consider Melbourne Water’s proposed growth allowance is likely to be overstated because: 

 Some other Victorian water businesses, such as Gippsland Water, South East Water and Yarra 
Valley Water, previously proposed increases in operating costs at rates less than the forecast 
increase in customer connections. For example, Yarra Valley Water proposed an alternative 
way of treating growth in its 2023 price review submission, which was to capture these costs 
as a step change rather than an average annual percentage growth rate.197 This could be a 
more accurate way to capture changes in growth-related costs. 

 A large proportion of Melbourne Water’s costs are fixed. By comparison, WaterNSW (also a 
bulk water provider) has indicated around 95 per cent of its costs are fixed and do not vary 

 

 

194 Melbourne Water, PS26 –Request for Information – Growth Allowance, 2025.  
195 Melbourne Water, PS26 –Request for Information – Growth Allowance, 2025 
196 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance Paper, 19 November 2024, p.34. 
197 Yarra Valley Water, 2023-28 Price Submission, September 2022. 
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with changes in customer water usage.198 This means costs will not all increase at the same 
rate as increases in customer connections.  

Given this, we have recommended adjustments to step changes we consider to be immaterial and 
capable of being absorbed by a prudent business operating efficiently. 

3.5.2 Efficiency rate 

Proposal 

Melbourne Water proposed an annual efficiency rate of 2 per cent for controllable operating 
expenditure. This efficiency rate is higher than the current period target of 1.2 per cent per year and 
the average rate applied to businesses rated ‘Advanced’ in the 2023 water price review.199 

Melbourne Water proposes implementing a Cost Efficiency Plan, which sets out the framework for 
identifying and delivering efficiency savings over the PS6 regulatory period, along with some specific 
opportunities for future efficiencies that it has initially identified.200  

Assessment 

As shown in Appendix A Table A.3, Melbourne Water’s proposed efficiency rate is the second highest 
of the 19 Victorian water businesses.201 While we acknowledge the level of ambition implied by an 
annual 2 per cent efficiency target, this is also being proposed on the back of a material increase in 
controllable operating expenditure, including a material increase in base year expenditure and $200.61 
million in proposed step changes.  

As noted in section 0, we have not accepted several immaterial step changes that do not meet any 
other step change criteria on the basis these should be able to be absorbed by the business.  

We consider Melbourne Water’s annual efficiency target of 2.0 per cent is consistent with a prudent 
business operating efficiently. 

3.6 Overall assessment 

We acknowledge the detailed information Melbourne Water provided to support its forecast 
controllable operating expenditure proposal. Melbourne Water responded to our questions promptly. 

Overall, we consider the majority of Melbourne Water’s forecast controllable operating expenditure 
for the PS6 regulatory period is prudent and efficient. However, we have recommended adjustments 
where we consider Melbourne Water has not demonstrated the prudency and efficiency of its 
forecasts: 

 

 

198 Independent Pricing and Regulatory Tribunal, Review of prices for WaterNSW’s service in Greater Sydney from 1 October 
2025, Final Report, September 2025, p.71. 
199 Melbourne Water, 2026 Price Submission, 1 October 2025, p.151. 
200 Melbourne Water, Cost Efficiency Plan 2027-31, September 2025. 
201 Lower Murray Water comprises separate urban and rural water businesses for the purpose of comparison. 
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 Base year increases: we recommend adjustments where we have been unable to verify the 
drivers of increased base year expenditure are efficient and recurrent as these amounts have 
not been fully explained or substantiated: 

- $1.9 million in labour-related costs  
- $9.1 million in other cost increases. 

 Step changes: we recommended adjustments to the following proposed step changes we do 
not consider to be prudent and efficient: 

- a reduction of $9.72 million to proposed operating expenditure for capital investment in 
sewerage, reflecting the proportion attributed to growth 

- removal of $13.5 million to maintain developer constructed assets, as this is attributed to 
growth 

- a reduction of $3.56 million to proposed operating expenditure for capital investment in 
water, reflecting the proportion attributed to growth 

- removal of the proposed $9.7 million step change for fluoride costs which, after removing 
the additional costs attributable to demand growth, is immaterial and capable of being 
absorbed by a prudent business operating efficiently  

- removal of the proposed $7.3 million for additional waterway manager costs, as this does 
not meet any of the key step change criteria 

- a reduction in the proposed step change for floodplain manager costs to remove $3.25 
million for the flood investigations research sub-program, as this does not meet any of the 
key step change criteria 

- removal of the proposed $2.9 million step change for the Burndap Birrarung burndap 
umarkoo, as this does not meet any of the key step change criteria. 

 Growth and efficiency: We consider Melbourne Water’s proposed: 

- annual growth factor of 2 per cent overstates the relationship between growth in 
customer connections and operating expenditure, reaffirming recommended adjustments 
to step changes 

- annual efficiency target of 2 per cent, while ambitious, is consistent with a prudent 
business operating efficiently.  

Table 3.56 summarises our recommended adjustments to Melbourne Water’s forecast controllable 
operating expenditure. 

Table 3.56: Proposed adjustments to controllable operating expenditure ($ 1 January 2026, millions) 

 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Total 

Forecast controllable operating expenditure 545.34 551.03 561.83 565.13 566.03 2,789.36 

Recommended adjustments (reductions) – base year 

       

Labour-related expenditure  1.90   1.90   1.90   1.90   1.90   9.50  

Other (miscellaneous)  9.10   9.10   9.10   9.10   9.10   45.50  
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Total recommended adjustments – base 
year 

 11.00   11.00   11.00   11.00   11.00   55.00  

Recommended adjustments (reductions) – step changes 

Operating expenditure from capital 
investments - sewerage 

 0.41   0.65   3.14   2.30   3.22   9.72  

Maintenance of developer assets  2.15   2.76   2.84   2.85   2.90   13.50  

Operating expenditure from capital 
investments – water 

 0.20   0.33   0.82   1.04   1.17   3.56  

Fluoride contract  1.78   1.85   1.94   2.02   2.10   9.69 

Waterway manager  1.40   1.40   1.45   1.50   1.55   7.30  

Floodplain manager  0.65   0.65   0.65   0.65   0.65   3.25  

Burndap Birrarung burndap umarkoo  0.08   0.74   1.05   0.71   0.29   2.87  

Total recommended adjustments – step 
changes 

 6.67   8.38   11.89   11.07   11.90   49.89  

Total recommended adjustments – base 
year and step changes 

 17.67   19.38   22.89   22.07   22.90   104.89  

Adjusted controllable operating 
expenditure 

 527.67   531.65   538.94   543.06   543.13  2,684.47  

Source: FTI Consulting. 
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4 CAPITAL EXPENDITURE ASSESSMENT 

4.1 Overview of assessment approach 

The ESC’s Guidance Paper states the forecast capital expenditure used to determine the required 
revenue for the regulatory period is: 

… capital expenditure that would be incurred by a prudent service provider acting 
efficiently to achieve the lowest cost of delivering service outcomes, taking into 
account a long-term planning horizon (prudent and efficient forecast capital 
expenditure).202 

The ESC considers prudent and efficient capital expenditure to have the following characteristics which 
reduce the risk borne by customers:  

 required expenditure is based on a P50 estimate, in which there is an equal likelihood of 
project costs being higher or lower than forecast (noting a P50 estimate may not be 
appropriate where a proposed capital program is dominated by one or two major projects) 

 contingency allowances are optimised 
 forecast capital expenditure for renewals incorporates expectations for a reasonable rate of 

improvement in cost efficiency 
 risks of project delays and cost overruns are managed through contractual agreements with 

service providers.203 

The ESC will not roll actual construction costs which exceed their efficient level expenditure into the 
regulatory asset base and expect these inefficient costs to be borne by Melbourne Water rather than 
recovered from customers.204 

We have assessed Melbourne Water’s proposed capital expenditure for the PS5 regulatory period 
against the criteria in Our assessment is based on information contained in Melbourne Water’s price 
submission and responses to additional information requests, as outlined in Appendix C. As 
summarised in Table 4.2, we focused our assessment of Melbourne Water’s: 

 major capital programs, which account for nearly 70 per cent of its total forecast capital 
expenditure for the PS6 regulatory period ($5,385 million out of $7,856 million) 

 15 major projects, which account for a further $1,849 million 
 capitalisation of desalination security payments ($621.1 million). 

Table 4.1, which involved assessing capital program planning and governance and testing how these 
processes have been applied to a sample of major projects and programs. 

 

 

202  Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.38. 
203 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.38. 
204 Essential Services Commission, 2026 Melbourne Water Price Review, Guidance paper, 19 November 2024, p.38. 
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Our assessment is based on information contained in Melbourne Water’s price submission and 
responses to additional information requests, as outlined in Appendix C. As summarised in Table 4.2, 
we focused our assessment of Melbourne Water’s: 

 major capital programs, which account for nearly 70 per cent of its total forecast capital 
expenditure for the PS6 regulatory period ($5,385 million out of $7,856 million) 

 15 major projects, which account for a further $1,849 million 
 capitalisation of desalination security payments ($621.1 million). 

Table 4.1: Capital expenditure assessment criteria 

Assessment of capital program planning and governance 

 Current period capital expenditure delivery performance including: 
o Comparing approved benchmark and actual capital expenditure 
o Assessing reasons for variances and changes 
o Identifying trends and implications for forecast capital program 

 Drivers of the forecast capital program including links to: 
o Customer service outcomes 
o Regulatory obligations  
o Risk management 

 Processes for developing the capital program including: 
o Asset management and capital planning frameworks and processes 
o Risk assessment and prioritisation frameworks and processes 
o Alignment with long-term planning outlooks 
o Reliability and appropriateness of cost estimation processes and contingency allowances 
o Incorporation of cost efficiencies 
o Allowances for uncertainties and management of risk of delays and cost overruns 

 Deliverability of the forecast capital program 
 Allocation of incremental and sunk growth capital costs for New Customer Contributions 

 

Assessment of major capital projects and programs 

 Major projects and programs are clearly justified, including proposed timing of expenditures 
 Proposed delivery solutions are appropriate and reasonable 
 Cost estimates are based on reliable processes with appropriate contingency allowances 

Source: FTI Consulting. 

Table 4.2: Forecast capital expenditure for PS6 regulatory period by program category ($ 1 January 2026, millions) 

Category Cost % 

Major programs    

Water 1,505.8 19.16 

Sewerage  1,653.2 21.04 

Waterways  292.1 3.72 

Drainage  168.4 2.14 

Urban Development  1495.30 19.03 
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Corporate and IT  270.4 3.45 

Major program expenditure  5,384.6 68.54 

15 major projects 1,849.8 23.55 

Desalination Security Payment  621.1 7.91 

Total 7,856. 100 

Source: Melbourne Water, MW 25-26 Price Review Model - CLEAN_Squads - 20251010 

Table 4.3 lists 15 major projects we have assessed under the water, sewerage and waterways and 
drainage programs. We have assessed the top five major projects in each of these programs. 

Table 4.3: Assessment of 15 major projects ($ 1 January 2026, millions) 

Program Major projects Cost 

Sewerage program  

1 WTP Full Preliminary Treatment Augmentation 291.2 

2 Western Trunk Sewer Shallow Conduit Rehabilitation 204.4 

3 ETP Primary Settling Tank and Grit Tank Aug 177.7 

4 ETP Sludge Dewatering Upgrade 176.7 

5 WTP Primary Treatment Capacity Augmentation 113.6 

Total Sewerage 963.6 

Water program  

1 Cardinia Dam Safety Upgrade Works 191.0 

2 Link Main Stage 1 163.1 

3 Maroondah Reservoir Outlet and Aqueduct Stage 3A 156.7 

4 Cardinia Pump Station Upgrade 98.7 

5 Olinda-Mitcham water mains replacement - Stage 2 83.3 

Total Water  692.8 

Waterways and Drainage program  

1 Elsternwick Creek and Elwood MD Flood Mitigation Works 69.4 

2 Cardinia Creek Drop Structure Retarding Basin Upgrade 39.5 

3 Reimagining Tarralla Creek Stage 2 30.6 

4 Elwood Diversion Drain – Outfall renewal 27.3 

5 Reimagining Eumemmerring Creek 26.6 

Total Waterways and Drainage 193.4 

Total 15 major 
projects 

 1 849.8 
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Source:  MW 25-26 Price Review Model - CLEAN Squads - 20251010 

We recommended adjustments where Melbourne Water has not been able to demonstrate the 
prudency and efficiency of proposed capital expenditure. 

4.2 Actual capital expenditure 

We note in setting Melbourne Water’s benchmark allowance for the PS5 regulatory period, the ESC 
concluded that the PS5 capital expenditure program of $4,377 million was prudent and efficient.  

Melbourne Water’s actual capital expenditure incurred in the first four years of the PS5 regulatory 
period of $3,669 million was broadly consistent with the benchmark allowance of $3,697 million – a 
minor overspend of 0.8 per cent. All of the overspend in capital expenditure for the PS5 regulatory 
period is expected to occur in the current 2025-26 financial year. 

As actual capital expenditure to date has been broadly consistent with the benchmark, we have 
focused our assessment on whether Melbourne Water has delivered the capital program and the 
reasons for any under-delivery or overspend. 

Melbourne Water’s proposed PS5 capital expenditure program included 19 major projects with a total 
value of $1,346 million, albeit to date only five have been completed and a further two are expected 
to be completed by the end of the PS5 regulatory period. Total costs for these major projects increased 
by 25 per cent to $1,691 million, and in several cases, individual project costs more than doubled 
compared with initial forecasts.  

Overall, we are satisfied that Melbourne Water has demonstrated that its actual capital expenditure 
in the PS5 regulatory period to date has been prudent and efficient because: 

 expenditure to date has been largely in line with the benchmark allowance set by the ESC 
 the significant cost pressures experienced post-COVID in relation to contractors and materials 

are consistent with impacts faced by other water businesses over the current regulatory 
period 

 despite cost overruns and inconsistent delivery, Melbourne Water has still delivered key 
outcomes over the PS5 regulatory period.  

Melbourne Water has reviewed its own performance and identified improvements to capital planning 
and delivery which it is implementing. Continuing to implement and embed these improvements is 
critical for Melbourne Water to successfully deliver a capital program of significant scale in a timely 
and cost effective manner. Although, we remain concerned as to whether Melbourne Water will be 
able to reliably deliver the full extent of the capital program in the PS6 regulatory period, as further 
discussed below.  

The following sections further explain the reasons for our assessment. 

4.2.1 Comparison of actual capital expenditure to benchmark allowance 

Melbourne Water’s actual total capital expenditure for the PS5 regulatory period is expected to be 
$4,840 million, which is 10.6 per cent (or $463 million) above the benchmark allowance. The delivery 
of the capital program varied significantly over the PS5 regulatory period: 
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 in the first two years of the PS5 regulatory period, capital expenditure was approximately 20 
per cent below the benchmark allowance for each year 

 capital expenditure then increased 18 per cent in the third year and 28 per cent in the fourth 
year of the PS5 regulatory period 

 all of the PS5 regulatory period capital overspend is expected to occur in 2025-26, with 
forecast capital expenditure expected to be 72 per cent above the benchmark allowance for 
that year. 

Melbourne Water attributed its capital expenditure underspend in the first two years of the PS5 
regulatory period to delays in several high-value, complex projects and a range of process-related and 
external factors including: 

 unanticipated planning and land-acquisition approval delays 
 delivery dependencies and shared accountabilities across multiple delivery partners 
 post-COVID-19 constraints, including restricted onsite activities, limited contractor 

availability, cost escalations and bundling of projects to optimise contracting and delivery.205 

Melbourne Water acknowledged delays and deferrals of major projects during the PS5 regulatory 
period extended beyond initial expectations.206 It has reviewed its own performance and identified 
improvements to capital planning and delivery which it is implementing. Continuing to implement and 
embed these improvements is critical for Melbourne Water to successfully deliver a capital program 
of significant scale in a timely and cost effective manner. These are further discussed in section 4.6. 

It advised it continued to assess major projects in line with its risk management framework, which 
remained largely within its risk appetite given interim controls in place. Risks nearing tolerance 
thresholds, such as those related to dam safety or water quality compliance, were escalated and 
prioritised for immediate treatment. To further manage impacts from delays, Melbourne Water 
implemented specific operational and technical mitigations and revisited risk thresholds to ensure they 
remained appropriate. 

We recognise the significant cost pressures experienced post-COVID in relation to contractors and 
materials are consistent with the impacts faced by other water businesses over the current regulatory 
period, and acknowledge the improvements that Melbourne Water has proposed to enhance it capital 
planning and delivery going forward. 

4.2.2 Delivery of key outcomes and commitments 

Despite delays and the slower start to the capital expenditure, Melbourne Water delivered Outcomes 
1 to 4207 through its major capital projects: 

 Outcomes 1 and 2 – Water and sewerage reliability: water security, safety and service 
reliability were strengthened through upgrades such as the Yan Yean Treatment 

 

 

205 Melbourne Water, Deliverability Plan, 30 September 2025. 
206 Melbourne Water, PS26 –Request for Information, RFI-F001, 11 November 2025. 
207 Melbourne Water, 2026 Price Submission, 1 October 2025, Section 2. 
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improvements, the Yan Yean–Bald Hill pipeline, renewal of the Mitcham–Syndal mains, 
Winneke filter upgrades, and rehabilitation works at ETP and the sewer and drainage network. 

 Outcome 2 – Environmental protection: waterway condition and emissions performance were 
improved through the ETP biogas upgrade, expansion of the WTP power station, renewal of 
Hoppers Crossing Pump Station and minor works. 

 Outcomes 2 and 4 – Stormwater quality: water quality entering local waterways and broader 
stormwater outcomes were supported by the Gladstone Street Wetland Rectification.  

 Outcome 3 – Waterway health: while large stormwater harvesting projects were difficult to 
progress, waterway health benefits were achieved through vegetation works and community-
focused initiatives such as Reimagining Your Creek.  

However, of the 19 major projects Melbourne Water put forward for the PS5 regulatory period totaling 
$1,346 million: 

 five of the 19 major projects have been completed, two are on schedule to be completed by 
the end of the PS5 regulatory period, two have been cancelled, and the remainder are delayed 

 total costs for these major projects increased by 25 per cent to $1,691 million, and in several 
cases, individual project costs more than doubled compared with initial forecasts.  

Table 4.4 provides details of the top 19 major projects proposed for the PS5 regulatory period. 

As noted previously, Melbourne Water is projected to slightly exceed the benchmark capital allowance, 
partly due to cost increases as major projects progressed and improved delivery performance in the 
later years.  

Overall, despite cost overruns and initial slow delivery of capital projects, Melbourne Water has still 
delivered key outcomes over the PS5 regulatory period. As a result, we are satisfied that Melbourne 
Water has demonstrated that its actual capital expenditure in the PS5 regulatory period to date has 
been prudent and efficient because: 

 expenditure to date has been largely in line with the benchmark allowance set by the ESC 
 early underspend was mainly due to delays in planning approvals and project complexity, with 

delivery catching up later in the period 
 major projects were delayed or re-sequenced rather than cancelled or substituted 
 cost increases were largely driven by external market and supply-chain pressures 
 scope changes generally reflected improved design, safety, and risk understanding 
 risks during delays were managed within Melbourne Water’s risk appetite and customer 

service and compliance outcomes were achieved.208 

  

 

 

208 Melbourne Water, PS26 –Request for Information, RFI-F001, 11 November 2025. 
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Table 4.4: Summary of PS5 regulatory period top 19 major capital projects 

Project Status Benchmark 
allowance 

Actual/ 
forecast 

Variance Variance 
including PS6 

forecasta 

WTP Primary Treatment 
Augmentation 

Delayed 380.4 264 -116.4 -3.3 

WTP 5 West Nutrient Removal 
Plant (including WTP 55E Activated 
Sludge Plant Upgrade) 

On 
scheduleb 

240.6 364.4 123.8 124.2 

Hobson’s Bay Main Sewer Yarra 
Crossing Duplication 

On 
scheduleb 

163.9 191.5 27.6 4.1 

Yan Yean to Bald Hill Pipeline Completed 115.4 102.9 -12.5 -12.5 

Maroondah Res Outlet and 
Aqueduct Stage 3A 

Delayed 70.2 9.2 -61 133.5 

Maribyrnong Main Sewer 
Augmentation 

Delayed 52.5 76.9 24.4 60 

Winneke Treatment Plant – UV 
Disinfection System 

Completed 52 49.1 -2.9 -2.9 

Olinda to Mitcham Water Mains 
Replacement Stage 1 

Completed 45.4 88.6 43.2 43.2 

Mt Atkinson Reservoir Inlet 
Pipeline 

Cancelled 38 0 38 -38.0 

WTP Gas Plant Renewal Delayed 27.3 3.8 -23.5 43.1 

Port Melbourne Pump Station 
Renewal 

Delayed 13.8 15.6 1.8 1.9 

Shogaki Drive DSS Interim Outfall 
Works 

Cancelled 11.3 0.7 -10.6 -10.6 

Wylies Drain Section 3 RBPWL2 Delayed 10.5 5.3 -5.2 -4.8 

Clyde Creek Section 92 Lilium WL9 Completed 10.4 0.9 -9.4 -9.4 

Tributary of Skeleton Creek Upper - 
Section 1 

Delayed 10.2 3.0 -7.2 -7.2 

Regan St Retarding Basin Delayed 9.3 0.1 -9.2 4.8 

Shakespeare Grove Main Drain 
Renewal 

Completed 9.0 10.7 1.7 1.7 

Hallam Valley Retarding Basin 
Wetland 

Delayed 7.8 4.2 -3.5 -3.5 

Gladstone St Wetland Rectification Delayed 6.5 6.8 0.3 2.6 

a Some cost increases were incurred in the PS6 regulatory period. 

b ‘On schedule’ means it is expected to be completed by 30 June 2025. 

Source: Melbourne Water, 2026 Price Submission, 1 October 2025, Appendix C. 
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4.2.3 Key trends and implications for forecast capital program 

Melbourne Water acknowledged several lessons learned during the PS5 regulatory period as outlined 
in Table 4.5. These lessons point to the need for stronger discipline in planning, project gating and a 
more staged, risk-aligned capital program to improve performance. 

Table 4.5: Lessons learned regarding capital program delivery 

Lesson Application 

Planning assumptions 
must be more realistic 
from the outset 

Melbourne Water revised its planning assumptions for the PS6 regulatory period 
to allow more realistic timeframes for approvals, design development and site 
constraints. Effectiveness of this improvement will depend on whether 
assumptions continue to be actively tested and adjusted during delivery, and 
projects are paused or re-phased if approvals do not progress as expected.  

Project development 
needs to be completed 
before committing to 
delivery 

Melbourne Water has introduced stronger project-maturity gating, with early-
stage projects limited to development funding until scope, approvals, and risks 
are better defined. While this improves discipline, its success relies on consistent 
enforcement of these gates and timely decisions to delay or stop projects that do 
not reach the required level of readiness. 

Reliance on late-period 
catch-up delivery is not 
sustainable 

The PS6 capital program has been structured to reduce reliance on back-loaded 
delivery by better aligning delivery volumes with demonstrated capacity. This will 
only be effective if delivery pressures are not allowed to rebuild later in the 
regulatory period and if re-phasing decisions are made early if required.  

Cost escalation masked 
underlying delivery 
weaknesses 

Melbourne Water placed greater emphasis on reliable cost estimates and project 
maturity before approving capital projects, which it believes will reduce reliance 
on cost escalation to meet expenditure targets. While this strengthens 
accountability, its success will depend on continued scrutiny of cost drivers and 
willingness to defer projects rather than allow rising costs to substitute for 
genuine delivery progress 

External risks were not 
adequately built into 
early planning 

External risks such as approvals, market capacity, and supply-chain constraints 
are now treated as explicit program-level risks in PS6 capital planning. While this 
is a clear improvement on practices in the PS5 regulatory period, its effectiveness 
will depend on ongoing reassessment of these risks and timely decisions to defer 
or re-stage projects if external conditions deteriorate.  

Risk management 
focused on mitigation 
rather than prevention 

Melbourne Water seeks to reduce reliance on prolonged interim mitigations by 
improving upfront planning and staging decisions. While this shifts the focus 
toward prevention, success will depend on whether Melbourne Water is willing 
to pause delivery rather than continuing to carry risks for extended periods when 
uncertainty remains high.  

Lessons must be applied 
consistently 

The PS6 capital program reflects tangible changes in planning, gating, 
sequencing, and risk ownership. However, these improvements will only deliver 
better outcomes if applied consistently across the full program, with regular 
review and decisive action taken where projects no longer meet deliverability or 
risk thresholds.  

Source: Melbourne Water, 2026 Price Submission, 1 October 2025, Section 2.2.2; PS26-FTI_RFI- F001 and Melbourne Water, 

Deliverability Plan Final, 30 September 2025. 
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Melbourne Water advised it has taken on board the lessons from the PS5 regulatory period, 
particularly the need to better balance risk with what can realistically be delivered.209 The proposed 
capital planning and delivery improvements are reflected in the capital program design for the PS6 
regulatory period210 but many appear to remain at an early stage, need to be road tested and will 
require careful oversight.  

Melbourne Water provided examples of how it is now planning capital projects more deliberately, 
allowing more realistic timeframes for approvals, and managing the interactions between projects 
more cautiously, for example, bundling the WTP 55E Activated Sludge Plant Upgrade with other 
Western Treatment Plant works to reduce interface risk.211 

Overall, Melbourne Water has identified clear and tangible improvements in how it plans and stages 
its capital program, incorporating lessons from the PS5 regulatory period. However, given the scale of 
the PS6 capital program and the history of optimistic assumptions, these changes need to be effectively 
implemented, supported by active risk review, and accompanied by timely decisions to defer or re-
stage projects where delivery conditions deteriorate. 

4.3 Drivers of the forecast capital program 

Melbourne Water forecast capital expenditure of $7,856 million for the PS6 regulatory period, which 
is 62 per cent higher than its actual expenditure over PS5 regulatory period and 98 per cent higher 
than its previous forecasts for the PS6 regulatory period. 

We assessed the drivers of Melbourne Water’s forecast capital expenditure, including whether they 
were clearly aligned to customer service outcomes, regulatory obligations and effective risk 
management. 

4.3.1 Customer service outcomes and growth in services 

Melbourne Water’s capital projects and programs appear to be well linked to and supported by 
relevant strategies, obligations, customer outcomes and engagement results. Strategy, master plan 
and project and program synopses documents provided strong justification for proposed capital 
projects and programs and forecast expenditure, to support Melbourne Water’s key customer 
outcome commitments: 

Melbourne Water listed the following customer service outcomes as drivers for its PS6 capital 
program: 

 ensuring our bulk water supply is safe and reliable now and into the future by providing safe 
drinking water, reliable service and long-term water security 

 

 

209 Melbourne Water, Deliverability Plan Final – 30 September 2025. 
210 Melbourne Water, PS26 – Request for Information, RFI-F001, 11 November 2025. 
211 Melbourne Water, PS26 – Request for Information, RFI-F001, 11 November 2025. 
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 ensuring our bulk sewerage services are environmentally sustainable and reliable using 
sustainable treatment processes and investing for the future to remain resilient to population 
growth and climate change 

 ensuring our waterways remain healthy and resilient to change, including from the impacts 
of urbanisation and climate change, by maintaining healthy waterways and managing land 
and vegetation along the waterways 

 supporting delivery of new drainage infrastructure and providing flood information to 
improve resilience and manage risk to people, property and public places 

 supporting developers to plan for and effectively deliver infrastructure necessary for housing 
development and working with local authorities to manage stormwater 

 building relationships, including with the water corporations, Traditional Owners, local 
councils, industry and community organisations.212 

Our review of the capital program confirmed Melbourne Water had carefully considered the outcomes 
when developing its capital program, they have been specifically referenced and addressed in the 
business cases and program documents provided to demonstrate how the proposed spend is linked to 
an outcome.  

4.3.2 Regulatory obligations 

Melbourne Water has regulatory obligations under Victorian legislation, including the Safe Drinking 
Water Act 2003, Safe Drinking Water Regulations 2025 and Environment Protection Authority Act 2017. 
It must also comply with the Water Industry Act 1994 and Water Act 1989, manage floodplains and 
drainage, adhere to planning and development timeframes, and comply with consumer and developer 
service obligations as a referral authority under the Planning and Environment Act 1987.  

Melbourne Water forecast $1,819 million of capital expenditure for compliance/improvement projects 
and programs to meet these obligations which comprises over 60213 allocations comprising: 

 $676.61 million for Sewerage 
 $637.85 million for Water 
 $504.87 million for Waterways and Drainage. 

This accounts for 23.15 per cent of its total forecast capital expenditure for the PS6 regulatory period214 
and includes projects and programs allocated to water, sewerage and waterways and drainage to 
manage its obligations. Examples of projects proposed include: 

 Western Treatment Plant Full Preliminary Treatment Augmentation: this project addresses 
odour complaints during maintenance of the plant where descumming and desludging pots 
generates significant odour due to both the removal of the cover to access the pot and the 
associated scum processing. During the 55E Pot de-scumming event in 2021, the EPA received 

 

 

212 Melbourne Water, 2026 Price Submission, 20250930, p.xiii. 
213 Melbourne Water, MW 25-26 Price Review Model - CLEAN_Squads – 20251010. 
214 Melbourne Water, MW 25-26 Price Review Model - CLEAN_Squads – 20251010. 
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a total of 142 odour complaints between February and March 2021, and issues Melbourne 
Water an Improvement Notice in October 2021. 

 Reducing water quality breaches of Safe Drinking Water Regulations 2025: this includes 
expenditure to reduce the risk of unacceptable consequences from credible scenarios and not 
meeting safe drinking water obligations including through Monbulk and Kallista UV 
Disinfection, Greenvale UV Disinfection, Silvan UV Disinfection and Cardinia Multiple Barrier 
Treatment Problem.  

Melbourne Water provided business plans and other documents defining the expected benefits of its 
capital program and directly linking it to service outcomes and regulatory obligations. Our review of 
the project synopsis documentation for its major projects provides a high level of confidence the 
associated compliance drivers are well linked to regulatory obligations. The phasing of the associated 
works within the PS6 regulatory period also appears well justified. 

4.3.3 Risk management 

A key component of Melbourne Water’s process for assessing project needs in relation to growth, 
compliance and service capacity drivers (including asset condition and renewal) relies on a structured 
risk assessment process to confirm required outcomes and feed into a prioritisation process to ensure 
its capital program appropriately balances risks, opportunities and costs. 

Melbourne Water noted its assets are sometimes subject to failure given their scale, age and reliability. 
It takes a risk-based approach throughout the asset lifecycle, including: 

 prioritising investment, including renewals, asset inspections and maintenance regimes 
 monitoring implementation and improving as risks and opportunities change 
 striving to operate assets within their design duty or capacity.215 

These risk processes are used to assess service capacity risks across Melbourne Water’s infrastructure 
through its Strategic Asset Management Plan documents and State of the Asset Report review process. 
Risk assessments are also used to determine delivery risk categories for all projects, guiding selection 
of the most appropriate project management and procurement and delivery options. 

Our review found Melbourne Water’s risk management processes are robust as: 

 they are aligned with best practice international standards216  
 its risk tolerance does not accept asset failures resulting in a major or severe impact 
 it coordinates with metropolitan water businesses to understand efficient risk management 

approaches across the Victorian water sector and potential for alignment and innovation.  

Overall, we are satisfied that Melbourne Water has demonstrated how these processes inform the 
development of capital projects within the overall capital programs. However, opportunities exist for 

 

 

215 Investment Program Summary PART A – PROGRAMS OVERVIEW September 2025. 
216 AS/NZS ISO 31000:2018: Risk Management – Principles and Guideline. 
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Melbourne Water to apply specific risk rankings and approaches to each sub-component of the capital 
program.  

4.4 Processes for developing the capital program 

Melbourne Water’s PS6 price submission sets out its underlying asset management and capital 
planning processes, including risk assessment and prioritisation processes. Our review of Melbourne 
Water’s stated approach to developing its capital program is robust and considers risk, alignment to 
regulatory and customer obligations and cost for the forecast capital expenditure.  

4.4.1 Asset management and capital planning frameworks and processes 

In 2022, Melbourne Water undertook a review of its Capital Planning System as it recognised it needed 
to mature its approach to managing programs of investment for risk, cost and performance, which 
identified the need to improve its approach to managing the capital program.217  

Melbourne Water subsequently made changes including employing additional FTEs in the Major 
Capital Delivery and Asset Management teams to deliver the new capital program.218 While in July 
2020 it carried a vacancy rate of 15–20 per cent, as of July 2025 it had filled these positions. Melbourne 
Water is proposing an additional 10 FTEs in the 2026–27 and 2027–28 to further enhance its capacity 
to plan and deliver the increased capital program219 as discussed in section 3.4.5. 

Melbourne Water’s PS6 price submission outlines its process for developing the capital program and 
expenditure forecasts, including: 

 linking expenditure to Corporate Strategies and service standards required to meet customer 
outcomes, sector strategies, strategic and operational customer KPIs and strategic risks 
through its Strategic Asset Management Plan, asset management system manual, water 
service portfolio, supporting business cases and project justifications 

 asset condition and asset failure assessments to identify assets that pose potential 
unacceptable risks 

 risk-based asset analysis annually through its State of the Asset Report to identify asset 
performance against its Risk Appetite Statement and prioritise the capital plan. 

Melbourne Water’s Strategic Asset Management Plan documents articulate the key business 
processes supporting delivery of the Melbourne Water Strategy. Our review showed it has applied 
these processes to develop the PS6 capital expenditure program as shown by: 

 Strategic Asset Management Plan documents 
 State of the Asset Report 
 Investment Program Summary 
 Technology Roadmap – July 2025. 

 

 

217 Melbourne Water, Deliverability Plan Final, 30 September 2025.pdf. 
218 Melbourne Water, PS26-FTI_RFI Response - F007 Labour.pdf. 
219 Melbourne Water, Step Brief Capital project managers, 30 September 2025. 
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Melbourne Water also uses processes, including investment logic mapping and concept engineering, 
to create an asset solution incorporating a capital gateway stage process based on the value of the 
proposed investment. The number of stage gates required for a project depends on investment 
complexity. Investment need is reviewed at each gate, and the project is released to the next phase 
only if its Capital Management Committee still considers it prudent and efficient. Melbourne Water 
provided sample presentations demonstrating how its Executive Leadership Group assessed and 
prioritised programs to address the most urgent issues, estimate program costs, and test deliverability 
within the PS6 regulatory period.220 

Based on our review of Melbourne Water’s documented overall approach to Asset Management and 
Capital Planning approach, we consider it generally has robust processes and systems to develop its 
capital expenditure. 

4.4.2 Risk assessment and prioritisation frameworks and processes 

Melbourne Water assesses risks against its Risk Appetite Statement and reviews specific risks annually 
through its State of the Assets Report, as discussed in section 4.4.1. Not all risk mitigation options 
involve asset construction; it also considers non-asset options where appropriate such as reduction of 
storage capacity at Cardinia Reservoir to manage risk of breach of the dam wall.  

At the completion of its risk assessment, Melbourne Water develops a list of capital projects and 
programs that are allocated a priority rating, as set out below:221 

 Priority 1 – Projects that have an unacceptable risk if deferred and have a high level of 
development maturity and certainty. Development and construction costs are included in full 
for the PS6 regulatory period 

 Priority 2 – Projects that have an unacceptable risk if deferred but do not have a high level of 
maturity and certainty. Only development costs included for the PS6 regulatory period 

 Priority 3 – Projects that do not have unacceptable risk if deferred but do have a high level of 
maturity and certainty. Only development costs included in the PS6 regulatory period 

 Priority 4 – Projects that do not have unacceptable risk if deferred and do not have a high 
level of maturity and certainty. No costs included in the PS6 regulatory period. 

Melbourne Water provided examples of presentations used to support decision making regarding 
prioritisation of capital expenditure to address urgent high-risk issues.222 The information 
demonstrates how projects have been prioritised at an asset group level (such as Water) based on 
capacity to deliver the projects and programs within a defined capital expenditure budget.  

We are of the view that Melbourne Water has clearly linked its proposed capital programs, projects 
and associated expenditure to risk-based assessments of needs. It has refined its proposed capital 

 

 

220 Melbourne Water, PS26 ELG Challenge Session 13 November 2024 Information Pack One Water.pdf. 
221 Combined Prioritisation worksheet.xlsx 
222 Melbourne Water, PS26 Scenario_ ELG Session May 2025 One Water.pdf. 
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program by applying a prioritisation process across the overall program, incorporating a suitable level 
of risk sharing between Melbourne Water and its customers. 

4.4.3 Alignment with long term planning outlooks 

Melbourne Water’s capital programs build on its long-term plans and strategies by incorporating 
growth/volume forecasts, location and rate of growth in supply zones, the long-term impacts of 
climate change and variability. Each year, Melbourne Water presents a long-term capital plan to its 
Board to demonstrate how projects contribute to the delivery of Melbourne Water’s objectives, 
obligations and communicate risk. 

Melbourne Water’s capital plan is informed by regulatory and customer obligations, and risk 
management.  

Major projects and programs proposed in the PS6 regulatory period are specifically identified or form 
part of a longer-term service strategy and adaptive plan such as Melbourne Sewerage Strategy, ETP 
and WTP Strategic Plan.  

Our view is Melbourne Water has developed a well staged capital program, while also considering 
longer term implications and the flow on into future regulatory periods. The program is well integrated 
and appropriately balances service capability risks over a longer-term planning horizon.  

4.4.4 Reliability and appropriateness of cost estimation processes 

Melbourne Water experienced significant cost increases and project delays in the PS5 regulatory 
period arising from changing market conditions. As a result, it improved its operating model, capital 
project/program and resourcing management as detailed in section 4.2.3. Its cost estimation process 
now incorporates investment justification at each business case gateway stage to provide options to 
address project costs escalating beyond the prior approval gateway.  

Melbourne Water’s Project Cost Estimation Procedure outlines cost estimation requirements and 
responsibilities.223 Each project undergoes an assessment based on project type, applying standardised 
methodologies to account for capital expenditure, operational expenditure, contingencies and 
escalation factors. The process used to prepare capital estimates are as follows:224  

 Define scope and requirements – clearly outline project objectives, deliverables and technical 
specifications to establish cost parameters 

 Identify cost components – breakdown direct (materials, labour, equipment) and indirect 
(permits, administration, overhead) costs to capture the full financial picture  

 Use standardised estimation methodologies – apply historical cost data, industry 
benchmarks and market trends to generate reliable estimates  

 Engage subject matter experts (as required) – consult with engineers, contractors, and 
financial analysts to refine cost assumptions and validate estimates 

 

 

223 PM PRO Project Cost Estimation- 09/2025. 
224 PM PRO Project Cost Estimation- 09/2025, p.5. 
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 Apply unit rates and cost models – use fixed price contracts, supplier quotations, or cost 
databases to assign unit rates to different components.  

 Adjust for inflation and market conditions – factor in price escalation, supply chain variability 
and regional cost differences.  

 Review and validate the estimate – conduct internal reviews and quality checks to ensure 
the estimate is accurate, comprehensive, and aligned with project scope.  

Melbourne Water’s supporting documentation outlines a satisfactory process for estimating costs 
incorporating check points and gateways reviews to continually show the projects justification. It 
provided examples of how it has applied these processes to a sample of capital projects, including the 
WTP Full Preliminary Treatment, Western Trunk Sewer Shallow Conduit Rehabilitation, Cardinia Dam 
Safety Upgrade Works, Reimagining Tarralla Creek Stage 2, Elwood Diversion Drain - Outfall 
Renewal.225 We consider it is appropriate for estimating the proposed costs of the capital programs. 

4.5 Allowances for uncertainties, delays and cost overruns 

In response to delivery challenges in the PS5 regulatory period (described in section 4.2.3), Melbourne 
Water adopted a more realistic phasing of the capital program, incorporating appropriate allowances 
for delivery delays based on recent project precedents.  

Melbourne Water’s cost estimation processes generally include appropriate contingency allowances 
to account for potential project cost overruns, without transferring the risk of further cost increases 
to customers in its PS6 regulatory period forecasts.  

Our review of Melbourne Water’s capital program and project management systems provides 
confidence there are processes in place to aid it to manage its ambitious capital program. However, 
given the significant uplift in proposed expenditure for the PS6 regulatory period, we consider there is 
a significant risk that Melbourne Water may not deliver the program in its entirety. This concern is 
reflected in our proposed adjustment to Melbourne Water’s water and sewerage programs, as 
outlined in section 4.7 below. 

4.6 Deliverability of capital program 

Melbourne Water’s forecast capital expenditure for the PS6 regulatory period is 62 per cent higher 
than its actual expenditure over PS5 regulatory period. Melbourne Water will procure and manage 
delivery of most of the forecast capital expenditure ($5,618 million of a total $7,856 million, excluding 
developer delivered and desalination capitalised expenditure).  

To support this ambition, Melbourne Water is implementing significant changes to improve 
deliverability of its capital program: 

 operating model restructure to support end-to-end delivery accountability: the operating 
model has been changed to reduce hand-offs and clarify accountability from planning through 
construction 

 

 

225 Melbourne Water, PS26 –Request for Information, RFI-F003, Reliability of cost estimation, 21 November 2025.  
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 evidence-based project scheduling: schedules are now based on historic delivery 
performance, with minimum durations set for approvals and other critical activities 

 project maturity gating: early-stage projects are limited to development funding, with 
construction deferred until scope, approvals, and risks are defined 

 stronger investment discipline: business case processes now require clearer problem 
definition and options assessment before delivery commitments are made 

 external risks built into planning: approval, market, supply-chain, and site risks are explicitly 
included in planning and sequencing decisions 

 staged capital program: the capital program has been re-shaped to align with demonstrated 
delivery capacity and reduce reliance on late-period catch-up delivery 

 program and delivery capability uplift: cost, scheduling, risk, and program management 
capability has been strengthened to improve forecasting and coordination 

 improved cost estimation: cost estimates are based on design maturity, updated escalation 
assumptions, and independent review 

 expanded project management capacity: project management resourcing has been 
increased and engaged earlier to reduce delivery bottlenecks 

 market-ready procurement: procurement uses frameworks, two-step processes, and 
supplier panels to test market capacity before full tendering 

 clear risk ownership: cost and delivery risks are retained internally, with only deliverable 
projects included in prices 

 active program oversight: reporting and review processes are used to identify issues early 
and support timely decisions to pause or stage projects. 

Melbourne Water’s implementation of the improvements described should significantly enhance its 
delivery of its capital program. However, it has not demonstrated: 

 whether the proposed improvements have been fully implemented 
 the impact improvements to date have had on existing projects, for example, whether 

improvements have led to projects being delivered on time or within original forecast. 

Hence, we consider there is significant deliverability risk given: 

 Melbourne Water’s delivery performance over the PS5 regulatory period 
 the significant increase in the proposed capital program in the PS6 regulatory period 
 a lack of evidence that capital planning and delivery improvements have been fully 

implemented and are realising improved delivery performance.  

Delivery risk is not uniform across the programs, so we have looked in further detail at the deliverability 
of the Water and Sewerage, Waterways, Drainage and Urban Development programs in the following 
sections. We consider the Water and Sewerage programs face the greatest deliverability risk given the 
much larger increase in the scale of proposed capital expenditure over the PS6 regulatory period. While 
Melbourne Water’s commitment to implementing improvements to capital planning and delivery 
provides us with confidence it will be able to more reliably deliver capital projects over the PS6 
regulatory period, we are not convinced it will able to deliver the scale of the program it has proposed.  
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Accordingly, we recommend a modest adjustment to reduce the capital expenditure benchmark 
allowance for the Water and Sewerage programs by 10 per cent. We note this does not impede 
Melbourne Water from incurring the capital expenditure it requires, rather it ensures customers do 
not pay for such a large scale of capital program now if it is unlikely to be delivered during the 
regulatory period. 

Water and Sewerage 

The Water and Sewerage programs present the greatest deliverability risk as the scale of the proposed 
capital expenditure increase is significant. Excluding desalination security payments: 

 Melbourne Water’s actual capital expenditure stabilised in the latter years of the PS5 
regulatory period at around $630–680 million per year, with an average of approximately 
$647 million.  

 In contrast, the forecast PS6 capital expenditure averages around $1.0 billion per year, rising 
from approximately $791 million to over $1.1 billion, representing an uplift of around 55 per 
cent above current delivery levels. 

While the proposed capital planning and delivery improvements may enhance program delivery over 
time, they have not yet been proven at this scale. On this basis, we consider there remains a material 
risk of under-delivery. 

Considering both the scale of the proposed capital expenditure uplift and the lack of evidence of the 
impact of proposed capital planning and delivery improvements, we consider a modest 10 per cent 
reduction should be applied to the Water and Sewerage capital programs to reduce the risk of 
customers for expenditure that is not delivered. This adjustment recognises residual delivery risk while 
still allowing Melbourne Water the opportunity to scale up delivery as reforms mature and are 
demonstrated in practice. 

This recommended adjustment is discussed further in our assessment of Melbourne Water’s forecast 
capital expenditure for the PS6 regulatory in section 4.7.1. 

Waterways, Drainage and Urban Development 

The Waterways program forecast capital expenditure of $349.2 million over the PS6 regulatory period 
includes a small number of major projects alongside a substantial programmatic component. Many 
major projects included in the PS6 regulatory period are well advanced in terms of planning, approvals 
and stakeholder engagement. 

The Drainage Management and Flood Risk Management program of $304.6 million is dominated by 
programmatic and smaller-scale works, with around 80 per cent of expenditure delivered through 
repeatable renewals, flood mitigation and compliance activities. Only a small proportion of 
expenditure relates to major projects, providing flexibility to re-sequence delivery and reducing 
exposure to single-project delays. 

The Urban Development program is delivered by developers, with investment triggered by 
development activity and delivered through established schemes with proven delivery pathways. 
Projects are typically smaller, modular and less reliant on extended internal development stages. 
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Across these programs, expenditure timing is better aligned with project maturity and delivery 
capability. Accordingly, we consider the forecast capital expenditure for these services to be 
deliverable over the PS6 regulatory period. 

4.7 Major programs and major projects 

Melbourne Water’s $7,856 million forecast capital expenditure for the PS6 regulatory period includes: 

 major programs related to Water, Sewerage, Waterways and Drainage, Urban Development 
and Corporate and IT, which accounts for 68 per cent ($5,385 million) of its forecast capital 
expenditure  

 major projects are reflected within these programs. The 15 major projects, comprising five 
major projects for each of the water, sewerage and waterways and drainage programs, 
account for 32 per cent ($1,849.8 million) of its forecast capital expenditure. 

This excludes the capitalisation of Melbourne Water’s Desalination Security payment. Table 4.2 and 
Table 4.3 summarise the programs and projects we assessed. 

Figure 4.1 shows how much of Melbourne Water’s forecast capital expenditure related to water, 
sewerage (note that balance of sewerage program does not include capitalised operating expenditure 
as the pie chart only represents comparisons between program expenditures) and waterways and 
drainage is attributable to the top 5 major projects in each category. As a result, we have focused our 
assessment on Melbourne Water’s programs as well as these 15 major projects. 

Figure 4.1: Capital expenditure for major programs and 15 major projects ($ 1 January 2026, millions) 

 

Source: MW 25-26 Price Review Model - CLEAN_Squads – 20251010. 

Melbourne Water provided a significant volume of documents to support our assessment of major 
programs and projects. However, much of this information was qualitative rather than quantitative, 
which required further engagement, requests for more information and analysis to support our 
assessment. Some of the information requested took considerable time to obtain, which was surprising 
given we expected it to be readily available. 
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Table 4.6 summarises the outcome of our assessment of each of the major programs and the top 5 
major projects within the key program areas. Further explanation of the reasons for our assessment is 
set out in the following sections.  

Table 4.6: Assessment of major program capital expenditure ($ 1 January 2026, millions) 

Program Cost Assessment 

Water    

Top 5 major projects 692.8  

Program 1,505.8  

Sewerage    

Top 5 major projects 963.6  

Program 1,653.2  

Waterways    

Top 2 major projects 57.2  

Program 292.2  

Drainage    

Top 3 major projects 136.2  

Program 168.4  

Urban Development  1,495  

Corporate and IT 270.4  

Desalination Security Payment 621.1  

Green – accepted; Amber – recommend adjustment; Red – recommend removal. 

Source: FTI Consulting assessment. 

4.7.1 Major programs 

As noted previously, Melbourne Water’s four major programs related to Water and Sewerage, 
Drainage, Urban Development and Corporate and IT, account for around 68 per cent of total capital 
expenditure. 

Water and Sewerage programs 

The proposed capital programs, excluding the major projects, largely include individual project 
components and program-level allocations. Given the number and complexity of these sub-
components, we requested information from Melbourne Water explaining how the program 
components were developed and why they were included in forecast capital expenditure. 

Melbourne Water provided supporting documentation including a spreadsheet detailing the individual 
program components and their associated priority rankings, as well as presentations to its Executive 
Leadership Group considering options for inclusion in the proposed capital forecast for the PS6 price 
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submission.226 This documentation also outlined Melbourne Water’s decision-making and 
prioritisation approach, as summarised in Figure 4.2. 

Figure 4.2: Decision making and prioritisation approach 

 

Source: Melbourne Water, RFI-F032.pfd Prioritisation follow up 2, 29 January 2026. 

The forecast capital expenditure for major programs is significantly higher than delivered in the PS5 
regulatory period, as shown in Table 4.7. 

Table 4.7: Forecast PS6 capital expenditure compared to actual PS5 capital expenditure 

Program Sub-program PS5 PS6 Variance 
$ 

Variance 
% 

Sewerage ETP 373.0 940.5 567.4 +60 

WTP 933.2 876.8 -56.4 -6 

Sewerage transfer 587.4 741.2 153.8 +21 

Water Production and storage 159.3 638.8 479.5 +75 

Water quality 304.6 541.7 237.1 +44 

Water transfer 531.2 752.2 221.0 +29 

Manufactured and new water 
sources 

N/A 266.0 266.0 +100 

Waterways and drainage Waterways 277.8 349.2 71.4 +20 

Drainage and flood protection 177.8 304.6 126.8 +42 

 

 

226 Melbourne Water, Combined Prioritisation worksheet.xlsx, RFI-F032.pfd Prioritisation follow up 2, 29 January 2026. 
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Urban development 1,165.4 1,495.3 329.9 +22 

IT and Corporate Corporate and business 
development 

155.6 203.6 48.0 +24 

Capitalised operating 
expenditure 

17.4 125.1 107.7 +86 

Desalination Security 
Payment 

Desalination capitalisation 257.0 621.1 364.1 +59 

Total 
 

4,939.7 7,856.1 2,916.3 +59 

Source: Melbourne Water, RFI - F021.pdf (Capex cost estimation follow up) 25 November 2025. 

Melbourne Water provided the following explanations for these increases: 

 population has grown annually by 2 per cent compared to the PS5 benchmark allowance of 1 
per cent. Over the first four years of the PS5 regulatory period, ETP and WTP treated 
significantly more sewage than forecast, including 13 per cent more volume, 8 per cent more 
suspended solids and 11 per cent more nitrogen. Forecast sewage load has been revised for 
the PS6 regulatory period considering higher loads observed in the PS5 regulatory period. 

 WTP’s expenditure to transition from dependence on lagoon treatment systems to controlled 
mechanised treatment systems.  

 increasing sewerage transfer expenditure due to ageing assets displaying poor condition and 
with high consequences of failure. Investment in renewals is expected to remain higher in the 
future to maintain a sustainable approach to managing the ageing asset base.  

 increasing water quality program to meet new regulatory requirements related to drinking 
water quality regulation and guidance introducing health-based targets to ensure safe 
standards for microbial water quality safety 

 increasing/new expenditure on Manufactured and New Water Sources by investing in the 
Water Production and Storage program  

 increasing IT expenditure including enhancing existing capability across digital utility and 
digital customers and providing for new foundational capability to achieve data-driven 
goals.227 

Melbourne Water’s explanations appear reasonable and are broadly consistent with forecast 
expenditure in earlier reviews for the three metropolitan water retail businesses. However, as outlined 
in section 4.6, we are concerned about the overall deliverability of the water and sewerage program 
given the scale of proposed increases. 

We are satisfied Melbourne Water’s stated capital governance and assurance processes have been 
applied to determine appropriate allocation of priorities across its capital expenditure program. 

 

 

227 Melbourne Water, PS26 –Request for Information, RFI-F021, 26 November 2025. 
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Melbourne Water has provided sufficient information to justify that Priority 1 and 2 project proposals 
are prudent. These projects have an unacceptable risk if deferred and include: 

 for Priority 1, all development and construction costs given a high level of development 
maturity and certainty ($4,331.2 million) 

 for Priority 2, development costs only recognising these projects have a lower level of 
maturity and certainty and hence recovering all development and constructions costs at this 
time through the benchmark allowance would be uncertain ($343.2 million). 

However, Melbourne Water’s Water and Sewerage program documentation identifies $82.67 million 
classified as “Priority 3 – Projects that do not have unacceptable risk if deferred but do have a high 
level of maturity and certainty”.228 We do not consider it appropriate for the expenditure associated 
with these Priority 3 project proposals to be included in the benchmark allowance at this time given: 

 the significant proposed increase capital expenditure associated with these programs as 
outlined in Table 4.7 

 supporting business cases have not yet been fully developed or approved 
 their omission from the benchmark allowance is unlikely to result in an unacceptable risk if 

deferred. 

Accordingly, we recommend the benchmark allowance over the PS6 regulatory period for Water and 
Sewerage program be reduced by: 

 $82.67 million reflecting the forecast expenditure associated with Priority 3 project proposals 
 $473.28 million reflecting the deliverability risk associated with the scale of program.  

These adjustments are summarised in Table 4.8. 

  

 

 

228 Melbourne Water, Combined Prioritisation worksheet.xlsx. 
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Table 4.8:  Recommended adjustments capital expenditure ($ 1 January 2026, millions) 

Forecast capital expenditure 2026-
27 

2027-
28 

2028-
29 

2029-
30 

2030-
31 

Total 

Water and Sewerage programs  745.66 873.94 1055.05 1087.31 1053.47 4815.44 

Recommended adjustments 84.44 105.56 130.16 125.59 110.21 555.95 

 Priority 3 proposals Sewerage 4.46 8.88 19.80 9.73 0.60 43.48 

 Priority 3 proposals Water 6.51 11.30 7.59 9.00 4.80 39.19 

Total Priority 3 proposals 10.97 20.18 27.39 18.73 5.4 82.67 

 10% deliverability adjustment 73.47 85.28 102.77 106.86 104.81 473.28 

Adjusted Water and Sewerage Programs 661.22 768.38 924.89 961.72 943.26 4259.48 

Source: FTI Consulting assessment. 

Waterways program 

Excluding the top two major projects, Melbourne Water forecast $292.1 million of capital expenditure 
for its Waterways program for the PS6 regulatory period.229 The program is largely driven by risk and 
regulatory obligations, with 60 per cent of expenditure allocated to Compliance and Improvement, 39 
per cent to Renewals, and only 1 per cent to Growth. This mix shows a focus on maintaining service 
standards, addressing environmental and safety risks, and extending the life of existing assets. The 
program supports Outcome 3 – Healthy, resilient waterways and Outcome 5 – A valued partner in water 
cycle services. 

Within this capital program, major projects with capital expenditure greater than $5 million total $61.7 
million,230 representing around 26 per cent of the Waterways capital program. The remainder of the 
program is delivered through smaller-scale and programmatic investments.  

Expenditure has increased in high-priority compliance and risk areas such as environmental condition 
improvement, habitat and vegetation management, wetland and estuary management and 
stormwater quality treatment, reflecting higher regulatory expectations, climate impacts and asset 
condition pressures. At the same time, Melbourne Water has reduced expenditure in areas with higher 
delivery risk or lower maturity. This includes scaling back discretionary or complex initiatives, 
moderating the pace of new or innovative interventions, with a shift toward proven, repeatable 
programs and more realistic sequencing.231 

 

 

229 Melbourne Water, Investment Program Summary – Part D – Waterways Final v2, Table 3.2.1. 
230 Melbourne Water, Investment Program Summary – Part D – Waterways Final v2, Section 3.3. 
231 Melbourne Water, Investment Program Summary – Part D – Waterways Final v2, Section 8.2. 
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The program is developed using structured planning that links projects to waterway conditions, 
environmental risk and service obligations. Projects are prioritised using waterway health monitoring, 
asset condition information and risk assessments to identify where investment is required. Customer 
research and consultation are used to confirm community support for waterway restoration and public 
access outcomes. 

Project options are assessed to identify solutions that meet service needs and environmental 
outcomes before selecting the preferred approach. Capital costs are estimated using established 
estimating processes that link costs to design development, escalation and review. The program 
combines major projects with program-based work to manage delivery and cost risk across multiple 
waterways. 

Based on our assessment of these factors we are of the view that the forecast capital expenditure is 
prudent and efficient. 

Drainage program 

Excluding the top three major projects, the Drainage Management and Flood Risk Management capital 
program totals $168.4 million for the PS6 regulatory period.232  

The program is driven by the need to manage increasing flood risk, maintain service reliability and 
address the condition and performance of existing drainage assets in a highly urbanised and climate-
exposed environment. The Drainage capital program directly contributes to Outcome 4 – Urban 
drainage and flood resilience and supports Outcome 5 – A valued partner in water cycle services. 

The forecast capital expenditure shows a strong focus on risk management, with $89.5 million (53 per 
cent) allocated to Compliance and Improvement, $37.9 million (22 per cent) to Renewals, and a further 
$41 million (24 per cent) addressing both renewals and compliance needs. Major projects with 
individual costs greater than $5 million total $31.8 million,233 representing around 19 per cent of the 
program, and are targeted at locations with the highest flood risk and potential consequences. The 
remaining expenditure is delivered through programmatic and smaller-scale works, allowing risks to 
be addressed across the network in a flexible and efficient manner. The capital expenditure forecast 
includes only projects that have reached an advanced level of maturity for construction funding, with 
less certain projects continuing to be developed outside the funded program until they are ready. 

We consider the Drainage Management and Flood Risk Management capital program is prudent and 
efficient as it: 

 is driven by statutory obligations and addressing increasing flood risk 
 is directly linked to protecting customers and communities and  
 is supported by robust analysis including flood modelling, asset condition and risk 

assessments.  
 includes only mature projects which reduce the delivery and cost risks and  

 

 

232 Melbourne Water, Investment Program Summary – Part E – Drainage Final v2, Section 3.2. 
233 Melbourne Water, Investment Program Summary – Part E – Drainage Final v2, section 3.3. 
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 bases project costs on defined scopes and appropriate estimates.  

Based on our assessment of these factors we are of the view that the forecast capital expenditure is 
prudent and efficient. 

Urban Development program 

The Urban Development program is growth-driven and developer-delivered, with forecast capital 
expenditure of $1,495 million over the PS6 regulatory period.234  

Urban Development program expenditure is justified through Development Services Schemes (DSS), 
which plan and deliver drainage, flood mitigation and stormwater quality infrastructure to support 
new urban development. Expenditure forecasts are based on active and planned DSS, development 
sequencing, historical take-up rates, and forward-looking land-use and housing forecasts aligned with 
Victorian Government planning assumptions. The program prioritises schemes already underway or at 
an advanced stage of planning, with expenditure scaled to realistic development activity rather than 
aspirational growth scenarios.  

Melbourne Water has underpinned its contribution forecasts with independent analysis from SGS 
Economics, which uses forecast developable hectares across the north, west and south-east growth 
areas (averaging around 1,167 hectares per year) multiplied by updated scheme contribution rates, 
with price adjustments applied to maintain NPV neutrality. 

Overall, we consider the forecast capital expenditure associated with Urban Development is prudent 
and efficient because it: 

 based on a disciplined forecasting methodology and regular scheme reviews 
 appropriately allocates growth-related costs to developers, manages financial risk to 

customers.  

Corporate and IT program 

Melbourne Water’s forecast Corporate and IT capital expenditure is $270.4 million, with Corporate 
expenditure accounting for $91.1 million (34 per cent) and IT accounting for $179.3 million (66 per 
cent).235 

The Corporate investment is entirely focused on renewals and compliance and does not include any 
growth-driven expenditure. The capital program addresses ageing facilities, depots, fleet and other 
corporate assets that support frontline service delivery. Key renewal investments include facilities 
uplift ($45.5 million) and motor vehicle replacement ($27.3 million), targeting assets at or near end of 
life and present safety, compliance and reliability risks.  

The Corporate capital program is based on defined scopes, lifecycle planning and realistic sequencing. 
Investment is targeted to assets with the highest condition and compliance needs, limited to mature 

 

 

234 Melbourne Water, Investment Program Summary – Part F – Urban Development Final v2. 
235 Melbourne Water, Investment Program – Part G – Corporate and IT Final Review, section 3.1.1 and section 4. 
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projects, and aligned with delivery capacity, supporting the conclusion that the forecast expenditure 
is efficient and prudent. 

Forecast IT capital expenditure of $179.3 over the PS6 regulatory period is directed to renewals and 
compliance/improvement, with a strong emphasis on cybersecurity, network and data centre 
resilience, enterprise systems and data platforms. The program responds to increasing cyber threats, 
growing regulatory expectations for data protection and the risks associated with ageing legacy 
systems. Forecast expenditure is based on system lifecycle assessments, criticality and regulatory 
requirements, with projects staged to align with delivery capacity.  

The scope, maturity and risk-based focus of the Corporate and IT capital program provide a reasonable 
level of assurance the proposed expenditure is prudent and efficient and is capable of being delivered 
within the PS6 regulatory period, consistent with the ESC’s capital expenditure review guidance. 

4.7.2 Fifteen major projects 

Melbourne Water’s capital program includes 15 major projects accounting for around 23 per cent or 
$1,849.8 million of its total forecast capital expenditure for the PS6 regulatory period.  

We reviewed documentation for each of these 15 major projects. The project synopses and supporting 
documentation are appropriately detailed and provide strong justification for the major projects and 
associated expenditures. Forecast expenditure appears to be appropriately targeted based on sound 
risk assessment approaches. 

Overall, we consider the Top 15 major projects appropriately balance the need to address compliance 
risks in the context of growth, renewals and other improvement and compliance needs.  

These projects appropriately address competing needs promptly considering an outlook of emerging 
needs over a 10-year planning horizon into the PS6 regulatory period and beyond. In particular, the 
projects are: 

 appropriate in relation to key drivers and obligations 
 strongly linked to customer service needs 
 supported by robust analysis and assessment 
 costed appropriately. 

This provides a high level of confidence that the major projects and the associated expenditure 
forecasts are appropriate, as shown in Table 4.9. 
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Table 4.9: Assessment of major projects capital expenditure ($ 1 January 2026, millions) 

 Major projects Cost Assessment 

Sewerage   

1 Western Treatment Plant Full Preliminary Treatment 
Augmentation 

291.2  

2 Western Trunk Sewer Shallow Conduit Rehabilitation 204.4  

3 ETP Primary Settling Tank and Grit Tank Augmentation 177.7  

4 ETP Sludge Dewatering Upgrade 176.7  

5 WTP Primary Treatment Capacity Augmentation 113.6  

Total Sewerage 963.6  

Water    

1 Cardinia Dam Safety Upgrade Works 191.0  

2 Link Main Stage 1 163.1  

3 Maroondah Reservoir Outlet and Aqueduct Stage 3A 156.7  

4 Cardinia Pump Station Upgrade 98.7  

5 Olinda-Mitcham water mains replacement - Stage 2 83.3  

Total Water 692.8  

 

Waterways and Drainage   

1 Elsternwick Creek and Elwood MD Flood Mitigation 
Works 

69.4  

2 Cardinia Creek Drop Structure Retarding Basin Upgrade 39.5  

3 Reimagining Tarralla Creek Stage 2 30.6  

4 Elwood Diversion Drain – Outfall renewal 27.3  

5 Reimagining Eumemmerring Creek 26.6  

Total Waterways and Drainage 193.4  

Total  1,849.8  

Green – accepted; Amber – recommend adjustment; Red – recommend removal. 

Source: FTI Consulting assessment. 
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4.8 Overall assessment 

We have assessed Melbourne Water’s forecast capital expenditure for the PS6 regulatory period, and 
consider its supporting information provides a reasonable level of confidence that most of the forecast 
capital expenditure program is prudent and efficient.  

We consider the forecast capital expenditure associated with 15 major projects is prudent and efficient 
as these projects: 

 address competing needs in a timely manner considering an outlook of emerging needs over 
a 10-year planning horizon into the PS6 regulatory period and beyond 

 appropriately balance the need to address risks in the context of growth, renewals and other 
improvement and compliance needs 

 are supported by robust analysis and costed efficiently. 

However, we recommend Melbourne Water’s capital expenditure benchmark allowance for Water 
and Sewerage programs be reduced by $555.95 million comprising: 

 $82.67 million of forecast capital expenditure which Melbourne Water has classified as 
Priority 3 and considers does not pose an unacceptable risk if deferred 

 $473.28 million reflecting 10 per cent of the Water and Sewerage program which we consider 
is at risk of not being delivered during the regulatory period. 

As set out in Table 4.10, our recommended adjustments reduce Melbourne Water’s benchmark 
allowance to $7,300.13 million, which represents a reduction of 7.18 per cent of its forecast capital 
expenditure for the PS6 regulatory period. This is still 51 per cent higher than its actual capital 
expenditure for the PS5 regulatory period and remains a significant delivery challenge. 

Table 4.10: Recommended capital expenditure adjustments ($ 1 January 2026, millions) 

 2026-27 2027-28 2028-29 2029-30 2030-31 Total 

Forecast capital expenditure 1,427.87 1,570.16 1,607.42 1,650.55 1,600.09 7,856.08 

Recommended adjustments       

Priority 3 Sewerage Program 4.46 8.88 19.80 9.73 0.60 43.48 

Priority 3 Water Program 6.51 11.30 7.59 9.00 4.80 39.19 

10% deliverability adjustment for Water 
and Sewerage programs 

73.47 85.38 102.77 106.86 104.81 473.28 

Total recommended adjustments 84.44 105.56 130.16 125.59 110.21 555.95 

Adjusted total capital expenditure 1,343.43 1,464.60 1,477.26 1,524.96 1,489.88 7,300.13 

Source: FTI Consulting assessment. 
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Appendix A Comparisons across Victorian water businesses 

Table A.1: Controllable operating expenditure – performance against benchmark allowance 

 Benchmark 
allowance 

Actual 
expenditure 

Difference 
($) 

Difference 
(%) 

2023 Price Review ($ 1 January 2023, 
millions) 

    

Barwon Water 98.65 115.04 16.39 16.60 

Central Highlands Water 57.13 63.31 6.18 10.80 

Coliban Water 66.64 75.96 9.32 14.00 

East Gippsland Water 19.91 21.71 1.80 9.10 

Gippsland Water 79.45 77.77 -1.68 -2.10 

Goulburn Valley Water 46.80 52.13 5.33 11.40 

GWMWater 34.48 35.31 0.83 2.40 

Lower Murray Water (Urban) 22.74 27.21 4.47 19.60 

Lower Murray Water (Rural) 17.65 17.51 -0.14 -0.80 

South East Water 140.59 144.41 3.83 2.70 

South Gippsland Water 22.50 22.44 -0.06 -0.30 

Southern Rural Water 22.06 24.14 2.08 9.40 

Wannon Water 40.80 47.18 6.38 15.60 

Westernport Water 14.83 16.38 1.56 10.50 

Yarra Valley Water 150.12 156.09 5.97 4.00 

2024 Price Review ($ 1 January 2024, 
millions) 

    

Goulburn-Murray Water 77.18 76.89 0.29 0.40 

Greater Western Water 184.14 209.63 25.48 13.80 

2026 Price Review ($ 1 January 2026, 
millions) 

    

Melbourne Water 467.37 518.91 51.54 11.00 

North East Watera 46.59 53.92 7.33 15.70 

a North East Water’s regulatory period was eight years, compared to five years for all other Victorian water businesses. 

Source: FTI Consulting expenditure assessment reports from 2023, 2024 and 2026 water price reviews. 
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Table A.2: Controllable operating expenditure – proposed step changes 

 Number of step 
changes 

Cumulative 
cost 

Proposed 
baseline 

Proportion of 
baseline (%) 

2023 Price Review ($ 1 January 
2023, millions) 

    

Barwon Water 8 15.18 577.79 2.60 

Central Highlands Water 8 10.72 329.95 3.20 

Coliban Water 4 19.06 387.07 4.90 

East Gippsland Water 15 9.17 110.10 8.30 

Gippsland Water 7 35.14 379.49 9.30 

Goulburn Valley Water 7 13.82 263.25 5.30 

GWMWater 8 5.14 170.25 3.00 

Lower Murray Water (Urban) 4 0.02 136.12 0.00 

Lower Murray Water (Rural) 4 1.78 87.53 2.00 

South East Water 14 96.02 720.62 13.30 

South Gippsland Water 6 1.35 113.83 1.20 

Southern Rural Water 2 1.96 118.73 1.60 

Wannon Water 10 13.18 233.46 5.60 

Westernport Water 2 4.40 82.61 5.30 

Yarra Valley Water 3 44.40 763.04 5.80 

2024 Price Review ($ 1 January 
2024, millions) 

    

Goulburn-Murray Water 4 13.02 293.17 4.40 

Greater Western Water 8 34.49 841.63 4.10 

2026 Price Review ($ 1 January 
2026, millions) 

    

Melbourne Water 14 200.61 2,589.35 7.70 

North East Watera 16 16.12 269.58 6.00 

a North East Water’s regulatory period was eight years, compared to five years for all other Victorian water businesses. 

Source: FTI Consulting expenditure assessment reports from 2023, 2024 and 2026 water price reviews. 
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Table A.3: Controllable operating expenditure – proposed growth and efficiency factors, per cent 

 Average growth Average efficiency Net average increase 

2023 Price Review    

Barwon Water 2.09 1.95 0.14 

Central Highlands Water 2.20 1.00 1.20 

Coliban Water 1.90 1.40 0.50 

East Gippsland Water 1.47 0.75 0.72 

Gippsland Water 1.23 0.45 0.77 

Goulburn Valley Water 1.50 0.40 1.10 

GWMWater 0.49 1.41 -0.92 

Lower Murray Water (Urban) 1.10 1.08 0.02 

Lower Murray Water (Rural) 1.00 1.00 0.00 

South East Water 1.13 2.00 -0.87 

South Gippsland Water 1.60 1.40 0.20 

Southern Rural Water 0.00 0.00 0.00 

Wannon Water 0.74 1.00 -0.26 

Westernport Water 1.95 1.50 0.45 

Yarra Valley Water 1.44 1.70 -0.26 

2024 Price Review     

Goulburn-Murray Water 0.00 1.91 -1.91 

Greater Western Water 2.91 2.80 0.11 

2026 Price Review     

Melbourne Water 2.01 2.01 0.00 

North East Watera 1.46 1.46 0.00 

a North East Water’s regulatory period was eight years, compared to five years for all other Victorian water businesses. 

Source: FTI Consulting expenditure assessment reports from 2023, 2024 and 2026 water price reviews. 
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Appendix B Summary assessment of major projects 

Table B.1: Summary of assessment of 15 major projects ($ 1 January 2026, millions) 

 Major projects Cost Basis for assessment 

Water    

1 Western Treatment Plant 
Full Preliminary Treatment 
Augmentation 

291.2 The business case adequately addressed the following, which gave us confidence the project was both prudent and 
efficient: 

 Project drivers – Business efficiency 50 per cent, Risk Management 30 per cent, Compliance 20 per cent. 
Melbourne Water demonstrated the project would address non-compliant odour and greenhouse gas emissions, 
improve ability to meet existing and future treatment obligations and address premature asset failure. 

 Options considered  – Melbourne Water considered four options assessing cost, benefits and risk of each option 
to determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – were assessed and risk treatments identified 

 Procurement – Tendered via the Open Market which follows MW’s “PM PRO Delivery Approach for Infrastructure 
Projects” which assesses cost and complexity coAppendixnsiderations to determine the optimal procurement 
method. In addition, a Treasury Business Case will be prepared and endorsed before the project is tendered. 

2 Western Trunk Sewer 
Shallow Conduit 
Rehabilitation 

204.4 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – Renewal Risk management 50 per cent, Compliance 50 per cent. Melbourne Water 
demonstrated the rationale for the renewal of the shallow conduit based on it rapidly deteriorating due to faster 
than expected concrete corrosion with clear links to its obligations towards risk and compliance. Melbourne 
Water’s risk assessment considers this conduit as an extreme risk based on the likelihood and consequence of its 
failure occurring within the next five years. A sewage spill resulting from an asset failure is classified as an 
intolerable breach of Melbourne Water’s service delivery and regulatory compliance obligations. 
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 Major projects Cost Basis for assessment 

 Options considered  – Melbourne Water considered five options assessing cost, benefits and risk of each option to 
determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – were assessed and risk treatments identified 

 Procurement - Melbourne Water followed the DTF Investment Lifecycle and High Value/High Risk (HVHR) 
Guidelines for Procurement to identify procurement objectives for this project. Based on the Guidelines, 
Melbourne Water considered a range of delivery models for the Project. It was determined that a multi-stage 
procurement process combining incentivised target cost via the open market is preferred for this Project. This 
procurement process will provide the greatest Value for money outcomes when factors such as design flexibility, 
risk, deliverability, timing and operational factors are considered.  In addition, a Treasury Business Case will be 
prepared and endorsed before the project is tendered. 

3 ETP Primary Settling Tank 
and Grit Tank Augmentation 

177.7 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Growth 75 per cent, Risk management 25 per cent. Melbourne Water clearly defined the problem 
associated with its Grit removal system having insufficient capacity to manage current and future flows and loads 
due to growth which degrades wastewater treatment system performance. In addition, the primary treatment 
system is currently operating beyond its design capacity increasing its environmental risk.  

 Options considered – Melbourne Water considered six options assessing cost, benefits and risk of each option to 
determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement - Tendered via the Open Market which follows MW’s “PM PRO Delivery Approach for Infrastructure 
Projects” which assesses cost and complexity considerations to determine the optimal procurement method. In 
addition, a Treasury Business Case will be prepared and endorsed before the project is tendered. 
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 Major projects Cost Basis for assessment 

4 ETP Sludge Dewatering 
Upgrade 

176.7 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Growth 80 per cent, Risk management 20 per cent - Melbourne Water clearly defined its 
problems associated with sludge drying exceeding sustainable capacity jeopardising ongoing delivery of resilient 
and safe management of solids. The current sludge drying pans have reached full capacity, and no additional land 
is available for expansion. Melbourne Water propose to Augment sludge drying processing capacity and capability 
to manage growth in solids production by building a new mechanical dewatering facility.   

 Options considered – Melbourne Water engaged GHD to undertake a comprehensive project options assessment, 
which involved a structured and multi-stage options assessment process. This process was designed to ensure 
that the selected solution would be technically feasible, cost-effective, operationally resilient, and aligned with 
long-term strategic goals. Five options were considered in this assessment. 

 Estimated costs - based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement – Melbourne Water explored numerous procurement methods and has proposed Design and 
Construct due to project’s straightforward nature and proven technology being deployed. In addition, a Treasury 
Business Case will be prepared and endorsed before the project is tendered. 

5 WTP Primary Treatment 
Capacity Augmentation 

113.6 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Growth 80 per cent, Risk management 20 per cent. Melbourne Water clearly explained reasoning 
for this project and links to growth and risk drivers. WTP faces critical capacity and performance challenges in its 
primary treatment and waste activated sludge systems. These issues are driven by increasing population growth, 
regulatory requirements, and aging infrastructure.  

 Options considered – Melbourne Water took a two-phase options assessment approach, splitting the assessment 
of primary treatment project options from waste activated sludge project options. Four Primary Treatment and 
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Six Waste activated sludge options were assessed based on financial, economic, environment and social 
considerations to determine the optimal option for each.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement - Melbourne Water identified efficiencies by combining the delivery of WTP Primary Treatment 
Capacity Augmentation with three other projects under a single delivery contract for efficiency.   

Sewerage    

1 Cardinia Dam Safety 
Upgrade Works 

191.0 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Risk Mgt 100 per cent. Melbourne Water clearly defined the projects link to risk management as 
it is required to align with the Australian National Committee on Large Dams (ANCOLD) Guidelines which stipulate 
Dams safety requirements. Cardinia Reservoir has been classified as an “extreme consequence” dam and requires 
the safety upgrade to mitigate that risk and bring the reservoir to its full operating capacity. 

 Options considered – Melbourne Water engaged specialist dam engineering firm AECOM identified and 
developed a suite of structural upgrades targeting key failure modes. These upgrades were then logically 
combined to form four Project Options. The assessment of project options was guided by Melbourne Water 
regulatory obligations to manage dam safety societal risk in accordance with its Statement of Obligations, 
ANCOLD guidelines, and the Victorian Dam Regulator’s guidance.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement – Melbourne Water has utilised DTF Investment Lifecycle and High Value/High Risk (HVHR) 
Guidelines for Procurement and adopted a multi-stage process via open market, adopting a Construct Only, 
Incentivised Target Cost procurement model. This approach is consistent with the contestability provisions for 
public construction for a project of this nature.  
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2 Link Main Stage 1 163.1 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Growth 70 per cent, Risk management 30 per cent. Melbourne Water has clearly linked this 
project to service obligations due to increasing demand from population growth in Urban Melbourne and Geelong 
and risk associated with securing water supply to the growing areas in Melbourne West. 

 Options considered – Melbourne Water explored five options assessing cost, benefits and risk of each option to 
determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement - Tendered via the Open Market. In addition, a Treasury Business Case will be prepared and 
endorsed before the project is tendered. 

3 Maroondah Reservoir Outlet 
and Aqueduct Stage 3A 

156.7 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers - Risk Mgt 80%, Business efficiency 20%. Melbourne Water clearly defined the projects links to risk 
management due to the ageing infrastructure and business efficiency / risk mitigation by reducing reliance on 
manual activity to operate and maintain certain aspects of the system.  

 Options Considered – Melbourne Water explored Four options assessing cost, benefits and risk of each option to 
determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement – tendered via the open market as a single construction-only contract. Design consultants on 
Melbourne Water’s Engineering Services Panel will prepare the detailed design prior to tendering.  In addition, a 
Treasury Business Case will be prepared and endorsed before the project is tendered. 
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4 Cardinia Pump Station 
Upgrade 

98.7 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – Risk management 100 per cent. Melbourne Water has clearly linked the project to risk mitigation 
as the inability to operate the pump station at full capacity during high-demand periods reducing the system's 
ability to maintain optimal water levels across reservoirs. 

 Options considered – Melbourne Water explored Five options assessing cost, benefits and risk of each option to 
determine the optimal recommended solution.  

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified 

 Procurement – A functional design for Cardinia Pump Station upgrade will be developed and approved before 
progressing this project to next level.  

5 Olinda-Mitcham water mains 
replacement - Stage 2 

83.3 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – Renewal Risk management 100 per cent. Melbourne Water has clearly linked this project to risk 
mitigation. The Olinda-Mitcham pipelines perform a critical role in the water supply system, ensuring that 
Melbourne Water meets its service obligations for water supply under the Bulk Water Supply Agreement (BWSA). 
These assets, built between 1900 and the 1920s as mild steel pipelines, have reached the end of their service life 
due to extensive condition deterioration. 

 Options considered – Melbourne Water explored Five options to determine the preferred project option, based 
on a qualitative assessment of options against cost, benefit and risk criteria.   

 Estimated costs – based on P50 and would be refined at each business gate as the project is developed further. 

 Risks – assessed and risk treatments identified. 

 Procurement - tendered via the Open Market. In addition, a Treasury Business Case will be prepared and 
endorsed before the project is tendered.  
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Waterways and Drainage   

1 Elsternwick Creek and 
Elwood MD Flood Mitigation 
Works 

69.4 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – The business case identifies regional flood risk as the primary driver and demonstrates the need 
for infrastructure upgrades to reduce flood impacts. The project aligns with Melbourne Water’s flood 
management responsibilities and catchment-wide flood mitigation strategies. 

 Options considered – The business case includes structured response options and project options and considers a 
do nothing scenario. Alternative infrastructure solutions were assessed using multi-criteria analysis before 
selecting the preferred duplication solution. The options analysis demonstrates appropriate assessment of 
alternatives. 

 Estimated costs – Cost estimates weare developed under Melbourne Water’s estimating framework, including 
estimator review and confidence-based cost checks.  

 Risks – The business case identifies key delivery risks including construction complexity, environmental constraints 
and stakeholder impacts. Risks are quantified and incorporated into cost contingency allowances and delivery 
planning. 

 Procurement – The project is classified as a Major Infrastructure project and will be delivered by Melbourne 
Water’s Major Capital Delivery team. The business case specifies delivery through the WASP framework using a 
construct-only contract, with Melbourne Water directly procuring key precast components to manage program, 
cost and quality risks and support delivery coordination. 

2 Cardinia Creek Drop 
Structure Retarding Basin 
Upgrade 

39.5 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – The business case identifies the need to upgrade the retarding basin to address structural 
deterioration, dam safety compliance and increased downstream flood consequence due to urban growth. The 
project supports Melbourne Water’s dam safety and flood risk management responsibilities. 
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 Options considered – The business case assessed do nothing, maintenance, renewal and decommissioning 
response options including detailed project option assessment identifying the preferred option of partial 
reconstruction and targeted upgrades as it balances cost, risk reduction and regulatory compliance outcomes. 

 Estimated costs – Cost estimates are developed under Melbourne Water’s estimating framework, including 
estimator review and confidence-based cost checks. 

 Risks – The business case includes structured risk assessment including planning, environmental and stakeholder 
risks. Mitigation actions are identified and incorporated into project planning and approvals processes. 

 Procurement – The project is classified as a Major High Capital project and will be competitively tendered through 
Melbourne Water’s framework service providers, with funding pathways including development contributions 
and internal capital funding being assessed. 

3 Reimagining Tarralla Creek 
Stage 2 

30.6 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – The business case clearly identifies the need to upgrade degraded sections of Tarralla Creek that 
currently limit environmental, drainage and community outcomes. The project is supported by external funding 
and forms part of Melbourne Water’s creek restoration program, aligning with waterway health and customer 
outcome objectives. The project drivers are well linked to service needs and regulatory responsibilities. 

 Options considered – The business case includes a structured options assessment including a do nothing option. 
Response options and delivery options were evaluated before selecting the preferred naturalisation solution. The 
options assessment demonstrates that alternative solutions were considered and compared using defined 
evaluation criteria. 

 Estimated costs –Cost estimates are developed under Melbourne Water’s estimating framework, including 
estimator review and confidence-based cost checks. The business case clearly identifies government 
contributions. 
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 Risks – The business case identifies key delivery risks including contractor capacity and resource availability and 
includes mitigation measures. Risks are assessed with residual ratings and linked to control actions, 
demonstrating structured risk management. 

 Procurement – The project is classified as a Major High Capital project and will be competitively tendered through 
Melbourne Water’s framework service providers.  

4 Elwood Diversion Drain – 
Outfall renewal 

27.3 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – The business case establishes the need for renewal based on asset condition deterioration and 
flood protection service requirements. The project is clearly linked to Melbourne Water’s statutory drainage and 
flood management responsibilities and community safety outcomes. 

 Options considered – The business case includes response options and project options including a do nothing 
option. The preferred renewal solution is selected based on risk reduction, asset performance and long-term 
service outcomes. The options analysis demonstrates appropriate evaluation of alternatives. 

 Estimated costs – Cost estimates are developed under Melbourne Water’s estimating framework, including 
estimator review and confidence-based cost checks.  

 Risks – The business case identifies key construction, environmental and stakeholder risks and includes mitigation 
actions. Risks are assessed and incorporated into delivery planning and cost contingency allowances. 

 Procurement – The project is classified as a Major High Capital project and will be competitively tendered through 
Melbourne Water’s framework service providers and coordination with other adjacent works to support value for 
money and delivery capability. 

5 Reimagining Eumemmerring 
Creek 

26.6 The business case adequately addressed the following, which gave us confidence that the project was both prudent 
and efficient: 

 Project drivers – The business case identifies the need to convert engineered drainage channels into natural 
waterways to improve environmental outcomes, community amenity and waterway health. The project is 
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supported by external funding and aligns with Melbourne Water’s waterway restoration program and customer 
outcomes. 

 Options considered – The business case includes both response options and project options and explicitly 
considers a do nothing option. The assessment compares full restoration, partial restoration and alternative 
investment levels using structured evaluation methods. The preferred option is supported by comparative 
analysis. 

 Estimated costs –Cost estimates are developed through Melbourne Water’s estimating framework and are 
supported by internal estimator review and confidence-based cost checks. The business case clearly identifies 
external funding contributions. 

 Risks – The business case includes a comprehensive risk register identifying delivery risks such as ground 
conditions, contamination, weather and resource availability. Mitigation actions and residual risk assessments are 
included, demonstrating structured risk management. 

 Procurement – The project is classified as a Major High Capital project and will be competitively tendered through 
Melbourne Water’s framework service providers. 
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Appendix C Documents reviewed by FTI Consulting 

Table C.1: Capital expenditure documents reviewed by FTI Consulting 

Capital expenditure  Page 
numbers 

Price Submission Documents:  

FINAL Melbourne Water Price Submission CONFIDENTIAL 20250930_edited– PDF  1 – 174 

MW 25 26 Price Review Model CLEAN Squads 20251010 - 

Programs  

Signed Investment Program Summary Part A Overview FINAL REVIEW  1 – 32  

Signed Investment Program Summary Part B Water FINAL REVIEW  1 – 134  

Signed Investment Program Summary Part C Sewerage FINAL REVIEW  1 – 127  

Signed Investment Program Summary Part D Waterways FINAL v2  1 – 48  

Signed Investment Program Summary Part E Drainage FINAL v2  1 – 48  

Signed Investment Program Summary Part F Urban Development FINAL v2  1 – 32  

Signed Investment Program Summary Part G Corporate and IT FINAL REVIEW  1 – 33  

Request for InformaƟon (RFI)  

RFI-F002 Subject: Process for developing the program  1 – 10  

RFI-F003 Subject: Reliability of cost esƟmaƟon  1 – 35 

RFI-F004 Subject: Deliverability of proposed PS6 program  1 – 4 

RFI-F007 Subject: Labour  1 – 3 

RFI-F020 Subject: Capex prioriƟsaƟon  1 – 2 

RFI-F021 Subject: Capex cost esƟmaƟon  1 – 5 

RFI-F022 Subject: Long-term planning follow-up  1 – 3 

RFI-F023 Subject: PrioriƟsaƟon follow up  1 – 3 

RFI-F024 Subject: A10940 Water Transfer Minor Planned Capital 2026-31  1 – 5 

PS26 ELG Challenge Session 13 November 2024 InformaƟon Pack One Water  1 – 39 

PS26 Scenario_ ELG Session May 2025 One Water  1 – 24 

PM PRO Project Cost EsƟmaƟon- 09/2025  1 – 6 

Signed Step Brief Capital project managers – 30 September 2025  1 – 5 

Investment_program_update_20250224  1 – 32 

MW 10Y Capital Plan FY25 to FY34  1 – 14 
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AM MAN Asset Management System Manual  1 – 44 

GOV FRA Melbourne Water Service Porƞolio  1 

Minor Capital Renewal Model - Technical Overview  1 – 7 

Abbreviated WTP ASP – Abbreviated AdapƟve Plan  1 – 174 

ETP and WTP Strategic Plans February 2022 v1.0  1 – 144 

Full WTP AdapƟve System Plan  1 – 174 

Combined PrioriƟsaƟon worksheet 1 

RFI-F032 Subject: PrioriƟsaƟon follow up 2 2 

RFI-F033 Subject: SupporƟng informaƟon for Water AugmentaƟon 1 - 5 

Projects  

Signed PS26 ESC Business Case D10151 WTP Full Preliminary Treatment AugmentaƟon FINAL  1 – 27 

Signed PS26 ESC Business Case Q03186 Cardinia Dam Safety Upgrade Works FINAL  1 – 23 

Signed PS26 ESC Business Case Q05622 WT Sewer Rehab FINAL  1 – 21 

Signed PS26 ESC Business Case Y10394 Reimagining Tarralla Creek Stage 2 FINAL  1 – 24 

Signed PS26 ESC Business Case Y10444 Elwood Diversion Drain FINAL  1 – 20 

Signed PS26 ESC Business Case D10134 Elsternwick Creek and Elwood Canal Flood MiƟgaƟon 
FINAL  

1 – 26 

Signed PS26 ESC Business Case D10159 ETP PST and Grit Tank AugmentaƟon FINAL  1 – 22 

Signed PS26 ESC Business Case Q05626 WTP PTCA FINAL  1 – 13 

Signed PS26 ESC Business Case Q07143 Maroondah Stage 3A FINAL  1 – 29 

Signed PS26 ESC Business Case Y10338 Link Main Stage 1 FINAL  1 – 25 

Signed PS26 ESC Business Case Y10372 ETP Dewatering FINAL  1 – 24 

Signed PS26 ESC Business Case Y10397 Reimagining Eumemmerring Creek FINAL  1 – 29 

Signed PS26 ESC Business Case Y10401 Cardinia Pump StaƟon Upgrade FINAL  1 – 26 

Signed PS26 ESC Business Case Y10402 Olinda - Mitcham Water Main Replacement FINAL  1 – 21 

Signed PS26 ESC Business Case Y10405 Cardinia Ck Drop Structure RB Upgrade FINAL  1 – 25 
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Table C.2: Operating expenditure documents reviewed by FTI Consulting 

Document reviewed – operating expenditure  Page numbers 

Price Submission Documents:  

FINAL Melbourne Water Price Submission CONFIDENTIAL 20250930_edited– PDF  vii – 99; 135 – 164 

MW 25-26 Price Review Model CLEAN Squads 20251010 - 

Step Change Briefs  

Signed Step Brief – Asset Knowledge and Tech Uplift 1 – 6 

Signed Step Brief – Burndap Birrarung burndap umarkoo – Yarra Strategic Plan 1 – 10 

Signed Step Brief – Capital project managers 1 – 5 

Signed Step Brief – Diversions 1 – 7 

Signed Step Brief – Energy and Carbon Offsets 1 – 50 

Signed Step Brief – Fluoride Contract Price Change 1 – 4 

Signed Step Brief – Hardship 1 – 6 

Signed Step Brief – Information Technology 1 – 15 

Signed Step Brief – Insurance 1 – 4 

Signed Step Brief – KWR Longwarry 1 – 6 

Signed Step Brief – New obligations Water (Tarago) 1 – 11 

Signed Step Brief – Patterson Lakes Jetties 1 – 7 

Signed Step Brief – Quiet Lakes Bore Flushing 1 – 6 

Signed Step Brief – Sewerage Opex from Capex 1 – 6 

Signed Step Brief – Traditional Owner Program 1 – 6 

Signed Step Brief – Water Opex from Capex 1 – 5 

Signed Step Brief – WWD Step changes 1 – 43 

Other  

Signed Cost Efficiency Plan 2026-27 2030-31 1 – 15 

Treatment of Operating Leases as Operating Expenditure 1 – 2 

MW Cost allocation opex pack 1 – 14 

RFI Responses  

PS26-FTI_RFI Response – F005 (IT) v2 1 – 6 

Attachment 2 – IT PS26 Technology Roadmap 1 – 25 

PS26-FTI_RFI Response – F006 Base Opex 1 – 3 

PS26-FTI_RFI Response – F007 Labour 1 – 3 

PS26-FTI_RFI Response – F008 (chemicals) 1 – 10 

25-07-15 Step Change Calc PS26 Including Capex to Opex V2 - 

RFI-F009 (Engagement) 1 – 2 

FNL – PS26 Community Panel – Phase 2 Engagement Report V2 - 20241016 1 – 149 

FNL – PS26 Community Panel – Phase 3 Engagement Report V3 1 – 163 

Direct Services Program Summary PS26 1 – 26 
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RFI-F010 (Energy) 1 – 2 

Attachment 1 RF1-F010 Melbourne Water Electricity Market_Final (03_07_2025) 1 – 91 

Attachment 2 RF1-F010 Board 16 December 2022 02.4.2 Climate Resilience Emissions 
Pathways 

1 – 11 

Attachment 3 RF1-F010 Signed Offsets Investment Brief – Procurement and Vic 
Investment Planning 

1 – 13 

Attachment 4 RF1-F010 Reputex_CMO_Long term price supply and demand 
outlook_Jun25_Exec-Summ 

1 – 14 

PS26-FTI_RFI Response – F011 Insurance query 1 

Attachment 1 – F011 Insurance step decrease 1 – 3 

Attachment 2 – F011 Insurance costs 1 – 3 

PS26-FTI_RFI Response – F012 Diversions 1 

2025 03 05 BN PS26 Diversions 1 – 6 

PS26_FTI_RFI Response – F013 Tarago 1 

Attachment 1 – F013 Tarago 1 – 4 

Attachment 2 – Tarago – High-level Project Plan Jan 24 Final 1 – 18 

Attachment 1 F014 TO - 

Attachment 2 FO14 PS26 Traditional Owner Program overview 23 March 25 1 – 4 

Attachment 3 F014 – SoO (General) exposure draft 6 – 7 

Attachment 4 F014 Letter of Expectations to MW 2024-25 LoE - Signed 1 – 2 

RFI-F015 (New assets from developers) 1 – 2 

OPEX _Step_Build PS26 - 

Project Headway_High Level Estimate of Work Order costs - 

RFI-F016 (Floodplain manager obligations) 1 

OPEX Business Case Flood Awareness 1 – 15 

OPEX Business Case Flood Management Co-Delivery and Capacity Building 1 – 16 

PS26-FTI_RFI Response – F017 Ramsar 1 

Attachment 1 PS26_OPEX_Ramsar_Western Port - 

RFI-F018 (WWD opex from capex) 1 

PS26-FTI_RFI Response – F019 YSP 1 

Attachment 1 RFI-F019 YSP summary expenditure - 

PS26-FTI_RFI Response – F025 Labour Additional 1 – 5 

PS26-FTI_RFI Response – F026 Maintenance of Developer Assets (UPD) 1 – 6 

PS26-FTI_RFI Response – F027 WWD followup 1 – 5 

PS26-FTI_RFI Response – F028 Chemicals followup 1 – 2 

PS26-FTI_RFI Response – F029 Waterway manager responsibilities engagement 1 – 2 

FINAL Melbourne Water – Waterways and Drainage Forum 2025 – Outputs Report – 
16.04.25 

1 – 30 
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PS26-FTI_RFI Response – F030 Maintenance followup 1 – 2 

PS26-FTI_RFI Response – F031 Growth allowance 1 – 2 

 


