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Dear Sarah,

Addendum to response to the draft decision — proposed wording for
the Melbourne Water Determination

On 1 May 2026 Melbourne Water responded (our Response) to the
Commission’s 2 April 2026 Draft Decision on our 2026 Price Submission. Our
Response included references to proposed language to be included in the 2026
Melbourne Water Determination relating to pricing principles for large and/or
complex connections and how we proposed to treat sewer mining applications.

Consistent with our recent discussions with staff at the Commission and the
Department of Environment, Energy and Climate Action, we now propose to
amend our Response on two matters:

1. Pricing principles and the application of pricing principles for large and/or
complex connections, and

2. Pricing principles and the application of pricing principles for sewer mining.

We outline these amendments below and include revised language in
Attachment 1.

Large and/or complex pricing principles

Section 5.4 of our Response set out proposed pricing principles, and how they
would be applied to large and/or complex connections. We propose to amend
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our Response to clarify the application of these principles, notably the
circumstances under which Melbourne Water may accept direct connections to
its networks consistent with the Water Act 1989 (the Act) and any relevant
bulk entitlements granted under the Act. We also provide an expanded set of
definitions relating to these arrangements and further detail in both pricing
principles and their application.

Sewer mining pricing principles

Section 5.5 of our response to the draft decision set out our proposal for the
administration and pricing of potential sewer mines during the coming
regulatory period. We clarify here that sewer mining pricing principles should
be included in the determination and we define the new term ‘Sewer Miner’
and describe how sewer mining pricing principles should be applied to them.

Minor text adjustments

We have also made a number of new definitions and minor text clarifications to
the language we had proposed on 1 May 2026. All updates are included in
Attachment 1 consistent with our recent discussions with DEECA and the
Commission.

If you have any questions, please contact Richard Smith, Head of Pricing

submission ot [ - I

Yours sincerely

Dr Nerina Di Lorenzo
Managing Director
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Attachment 1: Large and/or complex connections
- updated pricing principles

Schedule 1 — Definitions and interpretation (additional definitions)

Bulk Supply Agreement — An agreement between Melbourne Water and a Water
Corporation for the supply of bulk water and/or bulk sewerage services by Melbourne
Water

Connection Applicant — The owner or occupier of a property that is seeking connection to a
Water Corporation’s works that is a large and/or complex connection; or a Direct
Customer seeking connection to Melbourne Water's works.

Connections Policy — A policy published by Melbourne Water that sets out the types of
connection services and customers covered, the connection processes, charges payable
and dispute resolution arrangements.

Large and/or complex connections — are new or amended connections that meet both
conditions A and B

Condition A: the new or amended connection:

e s a direct connection of a Direct Customer to Melbourne Water's works; or

e has an instantaneous peak, annual demand, or trade waste load significantly higher
or different to those of residential, domestic or light commercial use as set out in the
connections policies of Melbourne Water and/or the Water Corporation in whose
district the property is located.

Condition B: the new or amended connection requires Melbourne Water to:

« construct works to service the connection directly, or indirectly via the Water
Corporation’'s works; or
e construct works earlier and/or at a greater capacity than planned.

Direct Customer - A person for whom:

o Melbourne Water is able, consistent with the Water Act 1989 (Vic.), any relevant
bulk entitlements granted under the Water Act 1989 (Vic.), and any other relevant
legislation and regulations, to:

o provide, manage, operate, maintain and protect water supply systems for the
supply of water; or

o provide, manage, operate, maintain, and protect systems for the collection, in
bulk, of sewage; but

e is not a Water Corporation.

Example: a person prescribed for the purposes of section 171B or 184A of the Water Act
1989 (Vic.).

Offer — The terms and conditions provided by Melbourne Water to either a Sewer Miner
Water Corporation, or Direct Customer to connect to Melbourne Water's works.
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Sewer Miner — A Sewer Miner may be a Water Corporation or Direct Customer and is
the entity that conducts sewer mining as approved by Melbourne Water consistent with
Melbourne Water's Connections Policy and relevant legislation, regulation and policy, as
amended from time to time.

Supply Agreement — An agreement between Melbourne Water and a Direct Customer
who may also be a Sewer Miner.

Schedule 4 — Pricing Principles

4.6 Large and/or complex connection charges

Melbourne Water's charges for Large and/or complex connections must be cost
reflective across the lifecycle of the connection, in accordance with the principles outlined in
this section and any published policies by Melbourne Water. These charges may be
included within, or be payable in addition to, any charges applicable to the property by the
Water Corporation that has declared the land to be a serviced property.

Large and/or complex connections charges may be applied to a Connection Applicant
via a Water Corporation, or directly by Melbourne Water for a Direct Customer.

Melbourne Water may apply the following charges in relation to Large and/or complex
connections:

Application and investigation charges

Special charges which may include incremental financing cost

Ongoing charges

Disconnection charges

Sewer mining charges

Additional charges where Melbourne Water incurs other costs as a result of the
connection

e & o @ o

A description of these charges, as well as the pricing principles and application of charges
are outlined in the following sections.

4.6.1 Application and investigation charges

Application and investigation charges to recover costs associated with reviewing,
investigating and assessing the feasibility of an application from a Connection Applicant to
connect to works. This may include investigating whether a new direct connection is
required, or whether any assets upstream (or downstream) may need to be brought forward
to service the new connection.

Pricing principles

Prices for application and investigation charges must be set according to actual cost
calculated on the basis of the aggregate of:

e direct third party or contractor invoice cost;
e direct marginal internal costs, including labour, materials and transport costs; and
» a fair contribution to overheads.

For bank dishonour, debt collection and legal fees, the third party costs must be charged
directly to the customer with no contribution for internal costs or a contribution to overheads.
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Application of the charges

The activities these charges may apply to include but are not limited to:

technical assessments (including preliminary technical assessments)
investigations and feasibility studies

commercial and/or financial model development

site visits

internal or external reports including engineering, environment, legal and planning
reviews

detailed design

e administrative processing

e any other direct or indirect cost associated with the investigation or application to
connect.

e o o o o
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Connection Applicants would be provided with a budget estimate where costs exceed a
threshold of $10,000 as costs could be significant depending on the size and complexity.

4.6.2 Special charges

Special charges are one-off charges to recover the total incremental cost of a the large
and/or complex connection to Melbourne Water's works or any asset due to the connection
(net of benefits). Other than in the case of a direct connection, special charges are charged
to the Water Corporation to which an applicant seeks to connect and are subsequently
passed through to the Connection Applicant via a negotiated new customer contribution.

All costs and all benefits associated with a new connection would be included in the special
charge calculation, including, but not limited to, the costs of any new water entitlement, water
treatment, desalinated water, recycled water, sewage treatment, water network, recycled
water network, sewerage network capacity, environmental offsets, tax implications and any
other costs associated with the large and/or complex connection.

Pricing principles

Special charges will be calculated by applying the following pricing principles. Special
charges must recover incremental and associated costs, and will have regard to:

¢ incremental infrastructure and associated costs in one or more of Melbourne
Water's statutory cost categories attributable to the Water Corporation in whose
district the connected property is located or the Direct Customer as a result of a
given large and/or complex connection. Incremental infrastructure and associated
costs attributable to a given connection must be greater than the avoidable cost of
not servicing the large and/or complex connection and less than the standalone cost
of servicing that connection (incremental cost)

e incremental future revenues (or other benefits) that will be earned by Melbourne
Water from the Water Corporation in whose district the connected property is
located, or the Direct Customer as a result of that connection.

Notes:

1. The efficient pricing bound applies to assessing the adequacy of the incremental costs
included in the calculation of the Special charge.
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2. Where the connection arrangement requires assets to be gifted to Melbourne Water
from a Water Corporation or directly or via a Direct Customer, the value of gifted
assets will be excluded for the purpose of calculating net costs (and will be excluded
from Melbourne Water's Regulated Asset Base).

3. Where the connection arrangement requires assets to delivered by a Water
Corporation or directly by a Direct Customer other than Melbourne Water, the
incremental costs and benefits and gifted assets attributable to those other entities will
be excluded for the purpose of calculating Melbourne Water's Special charges.

4. Incremental costs must include:

a) incremental financing costs associated with constructing an asset sooner than
planned; and/or

b) connection-specific costs (for example transfer network extensions) and
incremental shared network costs (for example supply, transfer and treatment
augmentations) to meet levels of service required at the connection.

Incremental financing cost

Incremental financing costs (IFC) should be calculated using this formula:

[FC = (1 - (ﬁ)) x cost of capital being provided sooner than planned

Where:
r estimated pre-tax regulatory rate of return reflecting a ‘Standard’ cost of equity of
4.1 per cent
n the number of years the asset is required sooner than planned

4.6.3 Ongoing charges

Prices for ongoing charges payable to Melbourne Water via a Water Corporation or

directly from a Direct Customer in respect of the large and/or complex connection,

will include fixed charges and usage charges, and may include reservation charges for
supplementary or intermittent supply.

Ongoing charges, including any take or pay charges, are applicable to the connection
unless the property has disconnected and may be included in a Supply Agreement.

Pricing principles

Prices for ongoing charges must be set as follows:

e variable prices should have regard the long run marginal cost of providing services
(including, in the case sewage and/or trade waste disposal, trade waste transfer,
treatment and disposal);

¢ the total revenue received from each customer should be greater than the cost that
would be avoided from ceasing to serve that customer, and (subject to meeting
avoidable cost) less than the stand alone cost of providing the service to the
customer in the most efficient manner;

* the methodology used to allocate common and fixed costs (including a fair
contribution of overheads) to that customer should be clearly articulated and be
consistent with any guidance provided by the commission;
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prices should reflect reasonable assumptions regarding the customer’s demand for
services (including, in the case of trade waste customers, the volume and strength of
trade waste anticipated to be produced by that customer);

prices should include any direct third party or contractor invoice cost, and/or direct
marginal internal costs, including labour, materials and transport costs;

prices should include any costs associated with environmental offsets, or equivalent,
as agreed with the Connection Applicant,

depreciation rates should reflect the utilisation of the assets in servicing the Large
and/or complex connections;

rates of return used to determine prices should be based on a ‘Standard’ return on
equity (4.1%);

customers should be provided with full details of the manner in which prices have
been calculated and any new, renewed or renegotiated contractual agreements with
customers should indicate that the prices to apply are subject to any determination
made by the Commission; and

For bank dishonour, debt collection and legal fees, the third party costs must be
charged directly to the customer with no contribution for internal costs or a
contribution to overheads.

Application of the charges

Fixed charges may include annual service charges that reflect ongoing metering, monitoring
and other costs incurred directly or indirectly by Melbourne Water with the connection.

Reservation charges may apply if the new connection requires supplementary and/or
intermittent back-up supply.

Take or pay charges may apply if conditions in the Supply Agreement have not been met.

4.6.4 Disconnection charges

Disconnection charges apply to address circumstances when the large and/or complex
connection:

ceases operations, abandons or removes the physical connections to the Water
Corporation and/or Melbourne Water's works, or the Supply Agreement with the
customer is terminated; and

has paid a special charge to Melbourne Water directly or via the Water
Corporation; and

the special charge was calculated on the basis of ongoing incremental revenue
beyond the date of disconnection or Melbourne Water needs to invest in rectifying or
making safe its works following the disconnection.

Pricing principles

Prices for disconnection charges must be set according to actual cost calculated on the
basis of the aggregate of:

®

any remaining capital costs to ensure that existing customers are protected and
avoids stranded assets;

direct third party or contractor invoice cost;
direct marginal internal costs, including labour, materials and transport costs; and
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e a fair contribution to overheads.

For bank dishonour, debt collection and legal fees, the third party costs must be charged
directly to the customer with no contribution for internal costs or a contribution to overheads.

Application of the charges

Disconnection charges must be set to recover the costs of:

e Any works constructed by Melbourne Water to enable a Water Corporation or, in
the case of a Direct Customer, to serve a given large and/or complex connection
and must consider the forecast utilisation of the works constructed by the wider
customer base, including any contribution made to Melbourne Water by the large
and/or complex connection via a Water Corporation or directly from the Direct
Customer.

¢ Rectification, repair and making good any damage to the site arising from the works.

¢ Any and all remediation works necessary to return the site to a condition compliant
with applicable environmental laws.

Depending on whether capital costs have been fully recovered upfront, this charge may
reflect the cost of expenditure to make the works safe or remove the works. This can include
rehabilitation and rectification works that are required to return Melbourne Water's works as
whole and functioning.

In the case where capital costs have not been fully recovered over the lifetime of the large
customer, a disconnection charge may reflect any remaining capital costs to ensure that
existing customers are protected and avoids stranded assets.

In setting disconnection charges, Melbourne Water must consider, after assessing relevant
financial and other risks to the Connection Applicant and project, whether a proportion of
estimated disconnection fees should be secured by requiring provision of a bank guarantee,
letter of credit or other similar instrument, which must be transferable to any successor or
subsequent operator over the life of the connection. Any security arrangement should take
account of the financing and other costs incurred by the customer.

4.6.5 Sewer Mining

Sewer mining is the practice of extracting sewage from Melbourne Water's works or a
Water Corporation’'s works and treating the sewage to recover a desired resource (for
example, recycled water) by a Sewer Miner, where expressly permitted by Melbourne
Water and/or the Water Corporation. Sewer mining also involves the management of waste
byproducts by way of disposal back to a Water Corporation’s works, or Melbourne Water's
works, where permitted.

Pricing principles
Prices for sewer mining must be set as follows:

e variable prices should have regard the long run marginal cost of providing services
(including, in the case sewage and/or trade waste disposal, trade waste transfer,
treatment and disposal);

¢ the total revenue received from the Sewer Miner should be greater than the cost that
would be avoided from ceasing to serve the Sewer Miner, and (subject to meeting
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avoidable cost) less than the stand alone cost of providing the service to the Sewer
Miner in the most efficient manner;

the methodology used to allocate common and fixed costs (including a fair
contribution of overheads) to the Sewer Miner should be clearly articulated and be
consistent with any guidance provided by the Commission;

prices should reflect reasonable assumptions regarding the Sewer Miner's demand
for services (including, in the case of trade waste, the volume and strength of trade
waste anticipated to be produced by the Sewer Miner);

include any direct third party or contractor invoice cost, and/or direct marginal internal
costs, including labour, materials and transport costs;

depreciation rates should reflect the utilisation of the assets in servicing the Large
and/or complex connections;

rates of return used to determine prices should be based on a ‘Standard’ return on
equity (4.1%);

Sewer Miners should be provided with full details of the manner in which prices have
been calculated and any new, renewed or renegotiated contractual agreements with
customers should indicate that the prices to apply are subject to any determination
made by the Commission; and

For bank dishonour, debt collection and legal fees, the third party costs must be
charged directly to the customer with no contribution for internal costs or a
contribution to overheads.

Application of the charges

Where a Sewer Miner requires infrastructure to be built by Melbourne Water, then it will be
treated as a large and/or complex connection and the provisions earlier in this determination
would apply, including those relating to ongoing charges and disconnection charges.

Prices for sewer mining must be set to recover:

application and investigation costs — including, but not limited to, investigation and
feasibility studies of works to be undertaken by Melbourne Water.

connection costs — costs to Melbourne Water to allow a Sewer Miner to construct
physical infrastructure and access the sewer, including, but not limited to,
infrastructure costs, augmentation and bring-forward infrastructure costs.
Disconnection costs would be incurred by the operator when a sewer mining
operation ceased.

monitoring costs — costs incurred monitoring and managing the composition of
sewage extractions from, and discharges into, the sewerage system. Monitoring
confirms whether technical, operational, safety and any trade waste acceptance
standards are being met by a Sewer Miner.

metering costs — costs incurred measuring the quantities and qualities of sewage
extracted and trade waste returned to the sewer by the sewer miner, for monitoring
and billing purposes. Costs could include but are not limited to installing, maintaining
and reading meters and the costs of developing a protocol for measuring sewage
volumes.

administrative costs — including but not limited to costs incurred to reach agreement
with a Sewer Miner on terms and conditions, to finalise a contract, and to monitor
performance under the contract. This would include billing costs. There may be
additional costs to revise or develop maintenance and emergency plans that take the
sewer mining operation into account.
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e extraction costs and benefits — costs and benefits that reflect reasonable
assumptions regarding the sewer miner's extraction. This would include costs that
may be avoided or deferred (either capital or operating costs) by Melbourne Water
by reduction in sewage volumes and loads at the treatment plant, and costs incurred
by Melbourne Water to make the connection available.

e discharge costs — costs associated with discharging waste into the sewer.

Take or pay charges may apply if conditions in the Supply Agreement have not been met.

Where the Sewer Miner is located on a serviced property, the owner or occupier of that
property will also be liable for water, sewerage, trade waste and recycled water charges by
the Water Corporation in whose district it is located as declared under the Water Act
1989 (Vic.) at the prices resolved by that Water Corporation.

4.6.6 Dispute resolution

In the event of a dispute between parties, Melbourne Water, and/or the Water Corporation
and where relevant, the Connection Applicant who may be a Direct Customer, will
continue attempts to resolve the matter by negotiation.

After Melbourne Water makes an Offer, or the Water Corporation makes and Offer
incorporating Melbourne Water's Offer, if the Connection Applicant does not accept the
Offer, the Connection Applicant has particular rights to seek a review in VCAT of the terms
and conditions of connection and the costs applied. These VCAT review rights, including
various time lines, rights and process are set out in the Water Act 1989 (Vic) and the
Victorian Civil and Administrative Tribunal Act 1998 (Vic).





