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ACTEW Corporation Limited (ACTEW) is an unlisted public company that owns and operates the water 

and sewerage assets and business in the ACT. The company is owned by the ACT Government and has 

two voting shareholders: the Chief Minister and Deputy Chief Minister of the ACT.  

ACTEW has two subsidiary companies: ACTEW Retail Limited and ACTEW Distribution Limited. 

Investments include 50 per cent ownership of ActewAGL.
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Summary 
The Independent Competition and Regulatory Commission (the ICRC) released its Final Report and Price 

Direction for water and sewerage services in the Australian Capital Territory (ACT) on 26 June 2013. On 

26 September 2013, ACTEW Corporation (ACTEW) submitted an application for review of the Price 

Direction by an Industry Panel under Part 4C of the Independent Competition and Regulatory Commission 

Act (the Act). 

An Industry Panel (Panel) was appointed in April 2014 and held a directions hearing on 25 July 2014 at 

which it directed ACTEW to submit a Statement of Facts and Contentions (Statement) by 31 July 2014. In 

accordance with the Panel’s request, this Statement addresses the full list of matters which are the 

subject of ACTEW’s application for review, outlines the alternative form of price direction that ACTEW 

proposes, and, in respect of each matter raised, sets out the facts and contentions (and supporting 

evidence) ACTEW would rely on in support of that matter.  

The information provided by ACTEW in this Statement is summarised in Table 0.1 and Table 0.2.  

Table 0.1: Summary of matters for review and ACTEW’s proposed alternative 

ICRC decision ACTEW main contentions ACTEW proposed alternative 

Firm-specific 
approach to cost of 
capital (including the 
failure to recognise 
tax) 

 is precluded by ACT Competitive Neutrality 
Policy  

 results in less efficient allocation of 
resources 

 leads to the absence of a clear methodology 
for determining the rate of return on equity 

 is inconsistent with regulatory precedent 

Typical-firm approach as per July 
2012 and April 2013 submissions 

Rate of return on 
equity of 2.8% as a 
transitional measure 

 departs from the principle that revenue 
should reflect costs and imposes a 
significant loss on ACTEW 

 creates uncertainty over future decisions 
and hampers incentives for efficient 
investment 

 does not minimise price fluctuations 

 does not take account of inflation risk 
introduced by applying a nominal WACC 

Return on equity set using capital 
asset pricing model as per July 
2012 and April 2013 submissions 

Two-year period 
between revenue 
building block resets 

 creates uncertain basis for investment 
decisions 

 reduces incentives for efficiency 

 increases the cost of regulation 

 may be inconsistent with Section 20A of the 
ICRC Act, since it provides for subjective 
decisions within the regulatory period 

Five-year period 2013-14 to 2017-
18 as per July 2012 and April 2013 
submissions 

Calculation of 
depreciation 

 contains a number of errors Asset lives based on accounting 
and engineering estimates, as per 
July 2012 and April 2013 
submissions 
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ACTEW’s proposed increase in the length of the period between revenue building block resets (from two 

years to five years) requires proposals in relation to the further matters set out in Table 0.2. 

Table 0.2: Summary of further matters requiring decisions 

Matter ACTEW proposal 

Forecasts of expenditure, demand, and 
other income for 2015-16 to 2017-18  

The forecasts and models submitted to the ICRC in April 2013, 
reflecting any adjustments made by the ICRC to those forecasts  

Consideration of form of control and pass-
through provisions (due to increased 
revenue risk) 

Revenue cap form of control, with ‘unders and overs’ 
mechanism, annual demand updates, and annual pass-through 
provisions, as per July 2012 submission to the ICRC 

 

ACTEW notes that a significant price increase would be required to recover, within the forthcoming three 

years, both its proposed revenue requirement for those years and the shortfall in actual revenue in 2013-

14 and 2014-15 relative to the proposed requirement. ACTEW is keen to work with the Panel to develop 

an approach to managing bill impacts and maintains the position outlined in its application for the 

review: 

Addressing [concerns about the ICRC’s lack of regard for the cost of providing regulated services 

and an appropriate rate of return] will necessarily put upward pressure on prices and potential 

social impacts will need to be managed. To that end, ACTEW is not seeking to recover any part of 

the estimated $236 million revenue pass-through from the 2008 to 2013 regulatory period.1 Any 

further management of price impacts should properly be cost reflective in present value terms, as 

distinct from the approach taken in the Price Direction, which reduces prices below a cost-

reflective level with no opportunity for recovery in future regulatory periods.2 

A potential approach would be to apply a side constraint on price increases in combination with the 

‘unders and overs’ account, as suggested in ACTEW’s July 2012 submission.3 Another potential approach 

would be to make an explicit adjustment to the revenue requirement to defer some revenue to the 

subsequent regulatory period. In either case, a substitute Price Direction would need to include the 

necessary commitments via reset principles to recovery of any deferred revenue in the subsequent 

regulatory period. 

                                                             
1
 Section 7 of the Final Price Direction in ICRC Report 1 of 2008 provides for revenue pass-throughs under a 

deadband mechanism. 
2
 Letter from Mark Sullivan (ACTEW) to Malcolm Gray (the ICRC) of 26 September 2013, Application for review 

by an Industry Panel of the Price Direction for Regulated Water and Sewerage Services 1 July 2013 to 30 June 

2019, pp1-2. 
3
 ACTEW 2012, ACTEW main submission to the ICRC – Regulated water and sewerage services from 1 July 2013, 

July, p28. 
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1 Introduction 
The Independent Competition and Regulatory Commission (the ICRC) released its Final Report and Price 

Direction for water and sewerage services in the Australian Capital Territory (ACT) on 26 June 2013. On 

26 September 2013, ACTEW Corporation (ACTEW) submitted an application for review of the Price 

Direction by an Industry Panel under Part 4C of the Independent Competition and Regulatory Commission 

Act (the Act). An Industry Panel (Panel) was appointed in April 2014 and held a directions hearing on 25 

July 2014 at which it directed ACTEW to submit a Statement of Facts and Contentions by 31 July 2014. In 

accordance with that direction, this document addresses: 

 the full list of matters which are the subject of ACTEW’s application for review (Section 2); 

 in respect of each matter raised, the facts and contentions ACTEW is relying on in support of that 

matter (Section 2), including identification of: 

o the evidence or submissions in support of that fact or contention which were before the 

ICRC when it made the price direction; and 

o further evidence (including the nature and scope of that evidence) in relation to those 

issues which were only raised in the ICRC’s Final Report, or which only became apparent 

at that time, and which ACTEW and other stakeholders did not therefore have an earlier 

opportunity to comment on; 

 for completeness, substantive matters in the ICRC Final Report which are not the subject of 

ACTEW’s application for review (Section 3); and 

 the alternative form of price direction that ACTEW proposes, and the link between this proposed 

form of price direction and ACTEW’s contentions (Section 4).  

ACTEW’s alternative form of price direction includes proposals in relation to the matters which are the 

subject of ACTEW’s application for review. These proposals, if adopted, would require the Panel to make 

decisions in relation to other matters that are connected with the matters raised by ACTEW. These other 

matters are outlined in Section 2.4 and ACTEW’s proposals in relation to these matters are outlined in 

Section 4. With respect to remaining matters, ACTEW’s alternative form of price direction is consistent 

with the ICRC Price Direction.  

ACTEW understands that this document, along with written submissions received from other parties in 

response to it, will help to inform the focus of the review to be undertaken by the Panel. 
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2 Matters for review 
This section lists the matters that are the subject of ACTEW’s application for review and, in respect of 

each matter, the facts and contentions ACTEW would rely on in support of that matter. The matters are: 

 the ICRC’s decision on the cost of capital, in particular: 

o the use of a firm-specific, rather than a ‘typical firm’, approach; and 

o the decision to set the rate of return on equity below the level determined as the lower 

bound for that parameter, as a transitional measure to achieve a particular price 

outcome;  

 the ICRC’s decision to apply a regulatory model under which all key elements of the building 

block revenue model are reset every two years (over a regulatory period of six years); and 

 the ICRC’s method for calculating the depreciation component of the building block revenue, 

which contains a number of errors. 

Each of these matters, except for the last point in relation to the calculation of depreciation, was raised 

by ACTEW in its letter of application for the review of 26 September 2013. 

The facts and contentions ACTEW would rely on in support of these matters are as follows. 

2.1 Cost of capital 

2.1.1 Firm-specific approach 

Facts 

The Final Report set a firm-specific weighted average cost of capital (WACC) at 4.42 per cent in nominal 

terms (1.87 per cent in real terms) for the first two years of the regulatory period, based on ACTEW’s 

estimated actual debt costs (reflecting government ownership), a firm-specific return on equity and 

ACTEW’s actual gearing ratio.4 

Contentions 

ACTEW submits that in deciding to adopt a firm-specific rather than a ‘typical firm’ approach to 

determining the WACC the ICRC has not had proper regard to criterion (d) under Section 20(2) of the Act, 

namely “an appropriate rate of return on any investment in the regulated industry”. ACTEW also submits 

that the ACT Competitive Neutrality Policy requires the application of competitive neutrality principles to 

ACTEW and that these principles preclude a firm-specific approach.  

ACTEW’s contention is that the ICRC should have adopted a ‘typical firm’ approach in determining the 

WACC.  The effect of the ICRC’s decision is that the WACC determined for ACTEW is lower than it would 

be under the ‘typical firm’ approach. 

The following evidence or submissions in support of this contention were before the ICRC when it made 

the Price Direction: 

 ACTEW (2012), ACTEW response to the Independent Competition and Regulatory Commission’s 

Issues Paper Regulated water and sewerage services from July 2013, March. 

o Section 3.2  

                                                             
4
 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p69. 
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o Attachment 1 Q2  

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 12  

o Attachment 15 

o Attachment 16 

 ACTEW (2012), ACTEW submission to the Independent Competition and Regulatory Commission’s 

Community Consultation Paper, October. 

o Section 4.2  

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.7  

o Section 2.5  

o Attachment 2: Expert Report by Professor Lewis Evans ‘Competition Policy and Urban 

Water Price Regulation’ 

o Attachment 14.1 (also provided in the July 2012 submission) 

o Attachment 14.2 

o Attachment 15 (also provided in the July 2012 submission) 

o Attachment 16 

ACTEW wishes to provide the following further evidence. This further evidence was not before the ICRC 

when it made the Price Direction because this evidence relates to statements made by the ICRC for the 

first time in its Final Report; in particular, statements indicating that the ICRC’s decision to apply what it 

has termed ‘cost of service’ regulation was a crucial element of the reasoning behind the ICRC’s firm-

specific approach to the cost of capital. 

 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 

September 2013, ACTEW’s regulated water and sewerage services 2013-2019: Independent 

assessment of ICRC Final Report and Price Direction. 

 NERA (2013), Assessment of ICRC Final Report and Price Determination for Water and Sewerage 

Prices, Report for ACTEW Corporation, September 17. (Confidential information) 

o Section 4 

 Letter from Mark Sullivan (ACTEW) to Malcolm Gray (the ICRC) of 26 September 2013, 

Application for review by an Industry Panel of the Price Direction for Regulated Water and 

Sewerage Services 1 July 2013 to 30 June 2019. 

o section titled ‘Firm-specific Cost of Capital’ 

The evidence listed above details ACTEW’s concerns that the decision to adopt a firm-specific (as distinct 

from typical-firm) cost of capital: 

 is inconsistent with regulatory precedent; 

 results in less efficient allocation of resources; 

 is not required under a cost-of-service regulatory approach, as indicated in the Final Report;  

 is precluded by the ACT Competitive Neutrality Policy; and 

 leads to the absence of a clear methodology in the Final Report for determining the rate of 

return on equity. 

These concerns can be summarised as follows. 
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The weight of regulatory precedent in Australia for both major urban water businesses and other utility 

businesses is to adopt a typical, private-sector firm approach to estimating the WACC. Relevantly, this 

includes circumstances where the regulated firm is publicly owned. This approach is taken to ensure 

competitive neutrality between government and non-government businesses and to ensure an efficient 

allocation of resources across the economy. The firm-specific approach has been rejected by all other 

regulators in Australia for major water businesses and other utility businesses. A proposal that the cost of 

debt for government-owned businesses should be set to reflect their actual costs was recently 

considered and rejected by the Australian Energy Market Commission (AEMC), as discussed in Professor 

Evan’s report for ACTEW.5  

The ICRC’s Final Report states that “the weight of the argument should focus on economic efficiency” 

rather than on regulatory precedent.6 However, the report does not provide any justification for the 

position that the firm-specific approach would result in more efficient outcomes than a typical firm 

approach. Rather, the ICRC claims only that it is not convinced that a typical firm approach is more 

efficient.7 The report by Professor Lewis Evans submitted to the ICRC by ACTEW in April 2013, in contrast, 

provides substantive arguments and explanation on why a typical firm approach would provide more 

efficient price signals and lead to more efficient resource allocation.8  

A crucial element of the ICRC’s reasoning in adopting a firm-specific approach to WACC is that it flows 

from its decision to apply what it terms a cost-of-service regulatory model.9 Putting aside the 

shortcomings of the cost-of-service model relative to an incentive regulation model, this reasoning is 

incorrect. The application of cost-of-service regulation does not require the adoption of a firm-specific 

WACC. The regulatory approach used in the United States (US), which is typically cited as an example of 

cost-of-service regulation, does not adopt a firm-specific approach in setting the cost of equity. Rather, 

the cost of equity is determined by reference to a set of comparator firms. In the Hope case, which was 

seminal in establishing the regulatory approach in the US, the Court stated: “...the return to the equity 

owner should be commensurate with returns on investments in other enterprises having corresponding 

risks.”10 

ACTEW maintains the view expressed in its April 2013 submission that the ACT Competitive Neutrality 

Policy requires the application of competitive neutrality principles to ACTEW and that these principles 

preclude a firm-specific approach.11 Professor Lewis Evans, engaged during the review by ACTEW to 

review the principles of competitive neutrality, considers that in order to ensure consistency with 

competitive neutrality, the ICRC should “Adopt a benchmark private firm as the basis for determining the 

appropriate WACC, including the cost of debt and the return on equity.”12 Professor Evans considered that 

                                                             
5
 Evans 2013, Competition Policy and Urban Water Price Regulation, April, p. 25. (ACTEW 2013, Response to the 

Draft Report – Regulated Water and Sewerage Services, April, Attachment 2) 
6
 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p42. 

7
 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p62. 

8
 ACTEW 2013, Response to the Draft Report – Regulated Water and Sewerage Services, April, p159-160. 

9
 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p34,43. 

10
 Federal Power Commission v. Hope Natural Gas Company, 320 US 391 (1944). 

11
 ACTEW 2013, Response to the Draft Report – Regulated Water and Sewerage Services, April, p159. 

12
 Evans 2013, Competition Policy and Urban Water Price Regulation, April, p. 7. (ACTEW 2013, Response to the 

Draft Report – Regulated Water and Sewerage Services, April, Attachment 2) 
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“Efficient pricing of ACTEW’s reticulation network is therefore necessary in order to ensure that such 

investment goes to where it is most socially valued.”13 

The ICRC decision to make no allowance for taxes is also inconsistent with principles of competitive 

neutrality. The ICRC considers taxes to be part of the return to shareholders, since the government is the 

sole shareholder of the business and income taxes are paid to the government. The ICRC treats company 

tax and net profits as though they are interchangeable. ACTEW considers that the benchmark firm pays 

tax and that, even for a publically owned company, the difference between tax expenses and net returns 

should be recognised. 

A critical, long term shortcoming of the ICRC’s firm-specific approach to determining the return on equity 

is that it declares no principle or theoretical basis for making its decision. The ICRC’s Final Report does not 

establish a methodology for determining a firm-specific cost of equity and acknowledges that there is no 

widely accepted model available.14 The absence of a clear basis for determining the return on equity 

results in substantial and continuing uncertainty for ACTEW given it is not known how the ICRC will 

determine the return on equity at the biennial resets and at the time of the next price direction. This 

leaves ACTEW with what Greg Houston has characterised as “a highly uncertain basis on which to plan 

the operation, investment and financing decisions that are necessary to run an efficient, effective water 

services operation.”15 This uncertainty will hamper incentives for efficient investment, which is counter to 

criterion (i) under Section 20(2) of the Act. 

The upper bound for the rate of return on equity determined by the ICRC in its Final Report is based in 

part on a review of the return on equity for water businesses determined by other Australian 

regulators.16 In all cases this return on equity has been determined by reference to a typical private 

sector firm, and is not the ‘firm-specific’ return on equity for a government-owned business that the ICRC 

is trying to reflect. The review is also not comprehensive, and excludes the Tasmanian water businesses 

(where the Office of the Tasmanian Economic Regulator determined an 8.17 per cent nominal return on 

equity in 2012) and Queensland water businesses (in particular Gladstone Area Water Board, where the 

Queensland Competition Authority allowed a return on equity of 9.06 per cent in 2010).  The ICRC 

provides no discussion or rationale for these exclusions, both of which sit above the ‘upper bound’ for the 

return on equity that it derives from its sample of regulatory decisions. 

The ICRC itself has highlighted issues that are then are not addressed in its approach to determining the 

return on equity (notwithstanding that that approach is unclear). For example, the ICRC states that the 

upper bound for the rate of return on equity should reflect full compensation for the risks of holding 

equity in ACTEW.17 In the discussion in the Final Report, the ICRC highlights that taxpayers do not have 

the ability to choose not to bear this risk, nor can they diversify away from it.18  This implies that the risk 

                                                             
13

 Evans 2013, Competition Policy and Urban Water Price Regulation, April, p. 6. (ACTEW 2013, Response to the 

Draft Report – Regulated Water and Sewerage Services, April, Attachment 2) 
14

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p. 45. 
15

 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 September 2013, 

ACTEW’s regulated water and sewerage services 2013-2019: Independent assessment of ICRC Final Report and 

Price Direction. 
16

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp64-

65. 
17

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p65. 
18

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp59-

60. 
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to taxpayers, and therefore the return that they should receive, may in fact be greater than that for a 

typical private sector firm (and not lower as implied by the ICRC’s decision).  

The uncertainty associated with the absence of a robust methodology for determining a firm-specific cost 

of capital is further compounded by the ICRC’s arbitrary decision to set a return on equity below what it 

has determined as the ‘lower bound’ under its firm-specific approach – discussed below in section 2.1.2. 

ACTEW’s submissions of July 2012 and April 2013, in contrast, proposed that a benchmark return on 

equity be set using the Capital Asset Pricing Model (CAPM) with ten-year sample periods for the risk-free 

rate and a market risk premium of 6 per cent consistent with the long term average and the ICRC’s 2008 

determination (noting that ACTEW’s position is that, if a short term risk-free rate would be applied, then 

the market risk premium should also be based on prevailing market conditions, which, at the time of 

ACTEW’s 2012 submission, was estimated to be 8.5 per cent).19   

2.1.2 Rate of return on equity 

Facts 

The Final Report concludes that a firm-specific return on equity should be set between upper and lower 

bounds and that the lower bound is the ACT Government borrowing rate of 4.25 per cent, whilst the 

upper bound is in the range of 7 to 8 per cent. It concludes that to be sustainable in terms of cashflows 

the approach to determining the return on capital must be changed to a nominal return on an unindexed 

asset base and that this change would lead to an impost on current customers. The report goes on to 

claim that the only viable way of reducing this impost is to reduce the return on equity. The ICRC adopted 

a return on equity of 2.8 per cent for the first two years of the regulatory period, below its lower bound.20 

Contentions 

ACTEW submits that in making the decision to set the return on equity below the level determined as the 

lower bound for that parameter, as a transitional measure to achieve a particular price outcome, the 

ICRC has departed from the principle that revenues should reflect costs, including an appropriate return 

on investment, and has therefore not had proper regard to criteria (d), (e), and (i) under Section 20(2) of 

the Act; namely:  

 an appropriate rate of return on any investment in the regulated industry,  

 the cost of providing the regulated services, and  

 the borrowing, capital and cash flow requirements of people providing regulated services and 

the need to renew or increase relevant assets in the regulated industry.  

ACTEW further contends that the lack of an objective model for determining the return on equity at 

future resets exposes ACTEW to considerable uncertainty, and therefore fails to recognise the need to 

renew or increase relevant assets in the regulated industry (criterion (i) under Section 20(2) of the Act). 

ACTEW submits that the rate of return on equity should be set using the capital asset pricing model, 

consistent with a ‘typical firm’ approach to determining the WACC. 

The following evidence or submissions relating to the rate of return on equity were before the ICRC when 

it made the Price Direction: 

                                                             
19

 ACTEW 2012, Main submission to the ICRC – Regulated water and sewerage services 2013-18, July, pp180-

192 and p210. 
20

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p65-67. 
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 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 12, particularly section 12.2 and section 12.5 

o Attachment 15 

o Attachment 16 

 ACTEW (2012), ACTEW submission to the Independent Competition and Regulatory Commission’s 

Community Consultation Paper, October. 

o Section 4.2  

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.7  

o Section 2.5, particularly Section 2.5.4 

o Attachment 14.1 

o Attachment 14.2 

o Attachment 15 

o Attachment 16 

 Letter from Andrew Barr MLA (ACT Government) to Malcolm Gray (the ICRC) of 21 June 2013. 

ACTEW wishes to provide the following further evidence in support of the contentions outlined above. 

This evidence was not before the ICRC when it made the Price Direction because no opportunity was 

provided for submission or comment on the decision (first contained in the Final Report) to set the return 

on equity below the level determined as the lower bound for that parameter, as a transitional measure to 

achieve a particular price outcome. 

 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 

September 2013, ACTEW’s regulated water and sewerage services 2013-2019: Independent 

assessment of ICRC Final Report and Price Direction. 

 NERA (2013), Assessment of ICRC Final Report and Price Determination for Water and Sewerage 

Prices, Report for ACTEW Corporation, September 17. (Confidential information) 

o Section 4, pp13-31 

 Letter from Mark Sullivan (ACTEW) to Malcolm Gray (the ICRC) of 26 September 2013, 

Application for review by an Industry Panel of the Price Direction for Regulated Water and 

Sewerage Services 1 July 2013 to 30 June 2019. 

o section titled ‘Return on Equity’ 

 The evidence outlined in the remainder of this section.  

The ICRC’s decision is not revenue neutral and imposes a significant loss on ACTEW 

The ICRC notes in its Final Report that its decision on the return on equity has been made in the context 

of a ‘transition’ to its new approach to calculating the return on capital (by applying a nominal WACC to 

an unindexed RAB).21 The ‘transition’ imposed by the ICRC means that the change in approach causes a 

significant loss to ACTEW. This loss is illustrated in Figure 2.1, which compares the revenue path allowed 

by the ICRC with the revenue path that would result from the changed approach to indexation of the 

RAB, under a present value neutral price path. 

                                                             
21

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp66-

67. 
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Figure 2.1: Real return on and of capital for $100 investment over 60 years 

 

In the absence of this transition, the ICRC’s change in approach would have resulted in an increase in 

prices in the coming period (with prices being below the level they otherwise would have been later on). 

However, the ICRC selected a lower return on equity in order to “balance the trade-off between prices 

and return to ACT community’s investment in ACTEW.”22 The resulting decrease in the average combined 

water and sewerage bill was consistent with the ICRC’s earlier indication that there would be “price 

reductions delivered in the Final Report.”23 

In effect, the ICRC has set the level of prices below the level that it has determined is necessary to 

recover efficient costs, including the costs required to compensate the owners of ACTEW for the risks 

they are bearing. In taking this approach, the ICRC has moved away from the principle that revenues 

should recover efficient costs (Section 20(2)(e) of the Act), to one that instead sets revenues on the basis 

of its assessment of acceptable price outcomes. ACTEW considers that this approach represents a further 

shift away from good regulatory practice and there is now a much more discretionary basis to regulatory 

decisions. 

The ICRC approach does not minimise the impact of price fluctuations 

The Final Report provides no clear indication of the considerations to which the ICRC had regard when 

balancing “the trade-off between prices and return to ACT community’s investment in ACTEW.”24 The 

Price Direction reflects a substantial reduction in sewerage prices (18 per cent), and a relatively minor 

increase in the fixed component of water charges (0.2 per cent increase, with a 4.9 per cent increase in 

usage charges). It is not clear on what basis the ICRC has decided that this outcome represents a more 

balanced trade-off between prices and the return on investment, as compared with an outcome under 

which current prices remained constant, or increased moderately, facilitating a return on equity inside 

                                                             
22

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, p xvii. 
23

 ICRC 2013, Release of draft report and proposed Price Direction - regulated water and sewerage services, 

Media Release, 26 February 2013. 
24

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, p xvii. 
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the ICRC’s ‘lower bound’ (noting that ACTEW disagrees with the bounds, since they are derived in the 

context of a firm-specific approach). 

The ICRC does not provide an indicative price path for the period following the two years for which prices 

have been set, despite indicating that it may do this at each of the subsequent biennial resets in order to 

provide consumers with an indication of likely future price trends.25 ACTEW modelling indicates that 

prices would need to increase by around 6 per cent at each of the two biennial resets to achieve the 

intended rates of return on equity set out by the ICRC,26 assuming the expenditure forecasts set out in 

ACTEW’s revised April 2013 submission and no change in the ICRC’s demand forecast (see Attachment B). 

An outcome under which prices (for sewerage) fall steeply in 2013-14, but then increase significantly at 

the following two biennial resets is not one that can be said to be achieving the ‘balance’ sought by the 

ICRC. Such an outcome also appears inconsistent with either: 

 the requirement in the Terms of Reference for the Price Direction to take into consideration ‘all 

potential regulatory models, including consideration of the provision of sufficient flexibility in 

price setting across the regulatory period to minimise the impact of significant price 

fluctuations’; or  

 section 20(2)(j) of the Act, which requires the ICRC to consider the effect on general price 

inflation. 

ICRC’s failure to demonstrate that its apparent target return on cashflow could not be met under the 

conventional approach to the return on capital (a real return on an indexed asset base) 

ACTEW contends that the ICRC’s decision to adopt a firm-specific WACC has led it to then identify 

concerns in relation to the cashflows associated with its decision, and that these concerns led it to 

change its approach to indexation of the RAB27 and adjust the return on equity downward to reduce price 

impacts.28 If the WACC was instead determined under the standard, ‘typical firm’ approach (in line with 

ACTEW’s first contention above), the resulting cashflows would be higher eliminating the need to make 

further, ad-hoc changes to the return on equity.     

The ICRC’s statement that the return on equity of 2.8 per cent on a non-indexed RAB will yield a 

substantially greater net income than would either the 10 per cent return on equity proposed in the 

ICRC’s Draft Decision or the 8.5 per cent return on equity proposed by the ACT Government (in the 

context of an indexed RAB)29 suggests that the ICRC may have selected the return on equity on the basis 

of achieving a target return on cashflows. ACTEW modelling suggests that the revenue generated over six 

years by a return on equity of 2.8 per cent on a non-indexed RAB are roughly in line with those associated 

with the 8.5 per cent return on equity proposed by the ACT Government in the context of an indexed RAB 

(see Attachment B). The ICRC’s assertion in this statement is therefore incorrect. The 10 per cent return 

on an indexed RAB proposed in the Draft Decision would yield higher cashflows than the 2.8 per cent 

return allowed on a real RAB, whilst the 8.5 per cent return would yield similar cashflows (rather than 

being ‘substantially lower’). 

                                                             
25

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p. 20, p. 
36-37 
26

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p67. 
27

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp3-4. 
28

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp66-
67. 
29

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p. 67   
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Table 2.1: Return on capital scenarios30 

 

ICRC’s failure to consider the inflation risk introduced by its changed approach to indexation of the 

asset base 

The change in approach (to a nominal return on a non-indexed RAB) used to address cashflow concerns 

exposes ACTEW to risks associated with differences between expected and outturn inflation. This 

additional risk should be a factor that is taken into account in determining the return on equity. The ICRC 

has given no explicit consideration to this issue in its Final Report. 

The standard regulatory approach of applying a real WACC to an indexed asset base is typically justified 

on the basis that it protects the regulated business from the risk that outturn inflation will be different 

from the expected level of inflation at the time of the regulatory determination. It does this by rolling 

forward the RAB on the basis of outturn inflation, at the time of the following determination.  

The ICRC’s change in approach removes this protection from inflation, exposing ACTEW to additional risk 

as a result. One consequence is that the change in approach will result in a real increase in ACTEW’s costs 

associated with its index-linked bonds. Under the approach where prices and the RAB are indexed over 

time for actual changes in the CPI, ACTEW’s decision to issue CPI indexed linked bonds provided a natural 

hedge between ACTEW’s future revenues and its debt costs, since both were linked to changes in the 

CPI.31 The ICRC’s decision to remove indexation of the RAB means that this hedge has been lost and so a 

rise in the CPI would result in an increase in ACTEW’s debt costs without a corresponding increase in its 

future revenues. As a consequence of issuing indexed linked bonds, ACTEW now faces additional inflation 

risk that it must manage through entering into alternative hedging arrangements (to remove the 

                                                             
30

 In all scenarios, cost of debt is set at 5.5 per cent. 
31

 That is, rises in CPI resulted in an increase in both ACTEW’s future revenues (through a higher RAB and rise 

in period prices) and an increase in its debt costs (through higher yield in its indexed linked bonds). 
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indexation component of its outstanding bonds) or remain exposed to this additional risk. This effect was 

not considered by the ICRC in its Final Report. 

Uncertainty in relation to how the return on equity will be set in future 

The Final Report does not demonstrate how the 2.8 per cent rate of return on equity was calculated, nor 

does it provide any clear principles or theory as to how the return on equity will be calculated beyond the 

second year of the regulatory period.  

The return on equity is outside what the ICRC elsewhere in its final decision has determined to be an 

appropriate range for ACTEW.32 

The ICRC states that in setting the return on equity at 2.8 per cent it had regard to the rate of return on 

equity achieved by ACTEW over the period 2008-2012, which the ICRC estimates has ranged between 2.2 

and 5.5 per cent.33 ACTEW considers the use of actual returns over this period to be inappropriate, since 

this period was characterised by substantial under-recovery of revenue (by $263 million over the 

regulatory period 2008-2013) due to the ICRC’s forecast of water sales (for the purpose of setting prices) 

being significantly above outturn water sales. 

The lack of a clear basis for the ICRC’s selection of the 2.8 per cent return on equity raises substantial 

uncertainty as to how it will determine this parameter at the time of the biennial resets. This is in 

addition to the uncertainty created by the adoption of a firm-specific approach, and the absence of a 

sound theoretical under-pinning for determining the cost of equity under such an approach (as discussed 

in section 2.1.1). The ICRC’s reference to outcomes being dependent “on future conditions, which are 

clearly subject to considerable uncertainty”34 raises the question as to the conditions to which the ICRC 

will have regard and, in particular, whether target outcomes for price changes will again form the basis 

for determining the return on equity. This leaves ACTEW with what Greg Houston has characterised as “a 

highly uncertain basis on which to plan the operation, investment and financing decisions that are 

necessary to run an efficient, effective water services operation.”35 This uncertainty will again hamper 

incentives for efficient investment, which is counter to criterion (i) under Section 20(2) of the Act. 

2.2 Biennial resets of all key elements of the building block revenue model 

Facts 

The Price Direction is based on a regulatory model under which all key elements of the building block 

revenue model are reset every two years (over a regulatory period of six years). The ICRC acknowledged 

that “elements in the proposal, particularly the biennial recalibration, were unprecedented.”36 

                                                             
32

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p65-67. 
33

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p.67. 
34

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p. 67, 

footnote 95. 
35

 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 September 2013, 

ACTEW’s regulated water and sewerage services 2013-2019: Independent assessment of ICRC Final Report and 

Price Direction. 
36

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p22. 



17 
 

Contentions 

ACTEW submits that, in making this decision, the ICRC has not had proper regard to criteria (c), (e) and (i) 

under Section 20(2) of the Act, namely: 

 the need for greater efficiency in the provision of regulated services to reduce costs to 

consumers and taxpayers; 

 the cost of providing the regulated services; and 

 the borrowing, capital and cash flow requirements of people providing regulated services and 

the need to renew or increase relevant assets in the regulated industry.  

ACTEW also submits that this decision is inconsistent with the requirements of Section 20A of the Act in 

relation to the provision of prices and/or revenue caps in the Price Direction.  

In particular, this decision will: 

 in combination with the absence of principles or methods for updating demand forecasts and the 

rate of return on equity, leave ACTEW with a highly uncertain basis on which to make critical 

operating, investment and financing decisions (Section 20(2)(i) and Section 20A);  

 reduce financial incentives for ACTEW to find innovative ways to reduce costs over time (Section 

20(2)(c)); and 

 increase the costs associated with the regulatory regime (Section 20(2)(e)).  

ACTEW contends that the ICRC should have continued to adopt a regulatory model under which reviews 

occur every five years. 

The following evidence or submissions in support of this contention were before the ICRC when it made 

the Price Direction: 

 ACTEW (2012), ACTEW response to the Independent Competition and Regulatory Commission’s 

Issues Paper Regulated water and sewerage services from July 2013, March. 

o Section 1 

o Attachment 1 Q14 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Section 4.2 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 2.1  

o Attachment 1: Independent expert report from NERA Economic Consulting ‘Best practice 

regulation’, Section 4.2 

ACTEW wishes to provide the following further evidence. This evidence was not available to the ICRC 

when making the Price Direction in June 2013 because it was prepared in response to the Final Report. It 

does not raise new matters but continues to emphasise the matters raised in ACTEW’s submissions in July 

2012 and April 2013. 

 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 

September 2013, ACTEW’s regulated water and sewerage services 2013-2019: Independent 

assessment of ICRC Final Report and Price Direction, p. 2. 
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 NERA (2013), Assessment of ICRC Final Report and Price Determination for Water and Sewerage 

Prices, Report for ACTEW Corporation, September 17. (Confidential information) 

o Section 1.1.2 

o Section 5 

 Letter from Mark Sullivan (ACTEW) to Malcolm Gray (the ICRC) of 26 September 2013, 

Application for review by an Industry Panel of the Price Direction for Regulated Water and 

Sewerage Services 1 July 2013 to 30 June 2019. 

o section titled ‘Two year Revenue Reset Periods’. 

The concerns detailed in the evidence listed above can be summarised as follows. 

ACTEW maintains the view expressed in its April 2013 submission that this decision in reality reflects a 

sequence of three two-year regulatory periods.37 The report by NERA Economic Consulting submitted by 

ACTEW to the ICRC in April 2013 showed that regulatory precedent for all major water and sewerage 

businesses in the ACT and elsewhere in Australia is to revisit revenue building blocks once every four to 

five years.38 The consensus among other regulators, supported by economic theory, is that longer 

regulatory periods provide stronger incentives for businesses to achieve efficiencies, which are then 

passed on to consumers.39 Indeed, the ICRC itself has previously stated that “The length of the regulatory 

period affects the incentive for the regulated business to seek and achieve efficiency gains: longer 

regulatory periods create greater incentives.”40 The incentive regulation approach has been consistently 

applied to both private sector and government-owned businesses. 

The Final Report does not provide any explanation or justification for the conclusion that the cost-of-

service regime that has been adopted will result in more efficient outcomes than the typical incentive-

based approach. The Final Report alludes to “identifying opportunities for improvement,”41 suggesting 

that the ICRC is proposing to rely on external parties to identify potential efficiencies, since it contends 

that ACTEW has no financial incentive to identify such efficiencies itself.42 This reasoning fails to recognise 

the intrinsic difficulties that external parties will face when attempting to reach more informed decisions 

than ACTEW itself. The approach is likely to involve costly and systematic reliance on external engineering 

and other consultants to ‘second guess’ management and board decisions. Ultimately, this approach will 

be less effective in achieving efficient cost levels (criteria (c) under Section 20(2) of the Act) than the well-

accepted incentive regulation model.  

The ICRC acknowledges that the general argument is that the longer the regulatory period, the greater 

the incentive for the regulated business to seek efficiency improvements. However the ICRC takes the 

view that ACTEW does not have a profit maximising focus, and so the incentives under the longer 

regulatory period applying hitherto are ineffective.43 ACTEW disagrees with this view. Section 7 of the 

Territory-owned Corporations Act 1990 and ACTEW’s Statements of Corporate Intent identify four equally 

                                                             
37

 ACTEW 2013, Response to the Draft Report – Regulated Water and Sewerage Services, April, p120. 
38

 NERA Economic Consulting 2013, Assessment of the ICRC’s Proposed Regulatory Model, A Report for ACTEW, 

April. 
39

 NERA Economic Consulting 2013, Assessment of the ICRC’s Proposed Regulatory Model, A Report for ACTEW, 

April, p25-33. 
40

 ICRC 2007, Water and Wastewater Price Review - Draft Decision, p. 20.  Quoted in NERA Economic 

Consulting 2013, Assessment of the ICRC’s Proposed Regulatory Model, A Report for ACTEW, April, p9.  
41

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p33. 
42

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p56. 
43

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p55. 
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important main objectives, one of which is to maximise the sustainable return to the Territory on its 

investment in ACTEW.44 The ICRC’s conclusion that ACTEW does not have a profit maximising focus is 

based in part on its observation that capital expenditure in the 2008-2013 regulatory period exceeded 

the forecast made in 2008.45 However, the ICRC does not take into account that the bulk of this 

difference was due to a single project – the Enlarged Cotter Dam (ECD), which represented 58 per cent of 

the total difference between forecast and actual capital expenditure across water and sewerage. ACTEW 

set out the reasons for the ECD cost difference in its main submission to the ICRC, which included that the 

project had not been fully scoped at the time of its inclusion in the 2008 determination, unusually wet 

weather and two major floods during construction.46 The ICRC accepted these reasons in its Draft 

Report,47 and also noted that “Cardno did find that the projects appear to have been implemented in an 

efficient manner and that the cost increases associated with the ECD appear reasonable [..].”48 

Further, as argued in the report by NERA Economic Consulting submitted to the ICRC in April 2013, the 

form of regulation adopted by the ICRC will increase the cost of the regulatory regime.49 The increased 

frequency of revenue resets does not substantially lessen the information that will need to be provided 

by ACTEW at each reset to substantiate its actual capital expenditure, expenditure forecasts, and demand 

forecasts. In its submission of April 2013, ACTEW estimated the cost of each regulatory review to be in 

the order of $5.5 million to $6 million.50 The ACT Auditor-General has since estimated the cost of the 

2013 price review at $6.3 million.51 Undertaking reviews every two years, rather than every five years 

could increase the cost of the regulatory regime by between $1.65 million and $1.8 million per annum on 

average. 

ACTEW also maintains the position expressed in its April 2013 submission that this form of regulation 

may not satisfy the requirements of Section 20A of the Act, since the Price Direction provides for 

subjective assessments of expenditure forecasts, demand forecasts and return on equity at ‘biennial 

recalibrations’ over the six year period.52 The regime of ‘biennial recalibrations’ may also deny ACTEW 

the important right to seek review of substantive pricing decisions made by the ICRC as the right of 

review enshrined under Part 4C of the Act is unlikely to be available in respect of the ‘biennial 

recalibrations’ even though they constitute substantive pricing decisions. 

In the absence of any determined principles or methods for setting demand forecasts or the return on 

equity, and given the prospect of further ad hoc decisions directed at achieving particular price 

outcomes, the ‘biennial recalibrations’ adopted by the ICRC leave ACTEW with what Greg Houston has 

characterised as “a highly uncertain basis on which to plan the operation, investment and financing 

                                                             
44

 ACTEW, Statement of Corporate Intent 2013/14 to 2016/17, p7. 
45

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, pp55-

56. 
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 ACTEW 2012, Main submission to the ICRC – Regulated water and sewerage services 2013-18, July, p. 106. 
47

 ICRC 2013, Draft Report – Regulated Water and Sewerage Services, February, pp. 121-122. 
48

 ICRC 2013, Draft Report – Regulated Water and Sewerage Services, February, p. 121. 
49

 NERA Economic Consulting 2013, Assessment of the ICRC’s Proposed Regulatory Model, A Report for ACTEW, 

April, p18-22. 
50

 ACTEW 2013, Response to the Draft Report – Regulated Water and Sewerage Services, April, p126. 
51

 ACT Auditor-General’s Office 2014, Performance Audit Report: The Water and Sewerage Pricing Process, 

April, p15. 
52

 ACTEW 2013, Response to the Draft Report – Regulated Water and Sewerage Services, April, p121-124. 
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decisions that are necessary to run an efficient, effective water services operation.”53 This uncertainty will 

hamper incentives for efficient investment, which is counter to criterion (i) under Section 20(2) of the Act. 

2.3 Depreciation 

Facts 

Attachment 2 of the Price Direction details the calculation of prices for water and sewerage services. The 

prices are set to recover a revenue requirement. The calculation of the depreciation component of this 

revenue requirement is set out on Sheet 5b of Attachment 2 to the Price Direction. The depreciation 

component for 2013-14, for example, is calculated by applying depreciation rates of:  

 1.65 per cent to water assets other than the Enlarged Cotter Dam (both assets existing as at 1 

July 2013 and forecast new assets); 

 1.03 per cent to the Enlarged Cotter Dam (ECD); and  

 2.40 per cent to sewerage assets (both assets existing as at 1 July 2013 and forecast new assets).  

The depreciation rates applied to non-ECD assets are derived, in part, from estimated average remaining 

asset lives for 2012-13, which are calculated as the outturn value of the RAB in 2012-13 divided by the 

forecast made in 2008 of depreciation in 2012-13 (as distinct from the outturn depreciation in 2012-13). 

These values for outturn RAB and forecast depreciation include amounts on account of the ECD. 

Contentions 

ACTEW submits that the method used to calculate depreciation contains errors and that these errors 

have a material impact on ACTEW by reducing cash flow in the short term and creating uncertainty as to 

how depreciation will be calculated in future decisions. ACTEW submits that the rates of depreciation 

should be based on accounting and engineering estimates of remaining lives of each asset on the asset 

register as per ACTEW’s submission to the ICRC of July 2012. 

The following evidence or submissions relating to depreciation were before the ICRC when it made the 

Price Direction: 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Section 10.1.2 

o Section 10.1.3 

o Section 10.2.3 

o Section 10.2.4 

o Section 10.2.5  

o Section 13.1 

o Attachment 17.3, 17.4 and 17.5 

 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.5 

o Section 1.9.2 
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 Letter from Greg Houston (NERA Economic Consulting) to David Graham (ActewAGL) of 17 September 2013, 
ACTEW’s regulated water and sewerage services 2013-2019: Independent assessment of ICRC Final Report and 
Price Direction. 
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o Section 1.9.4 

o Attachment 17.1, 17.2, 17.3 and 17.10 

ACTEW wishes to provide the following further evidence in support of the specific contention outlined 

above. This evidence was not before the ICRC when it made the Price Direction because ACTEW’s revised 

proposal of April 2013 focussed on many other serious areas of concern and in so doing did not identify 

and oppose errors in the depreciation approach in the ICRC’s Draft Report. 

 NERA (2013), Assessment of ICRC Final Report and Price Determination for Water and Sewerage 

Prices, Report for ACTEW Corporation, September 17. (Confidential information) 

o Section 9 

 The evidence outlined in the remainder of this section.  

The depreciation calculation is based on two major inputs: the asset life at the opening of the period, and 

the method for calculating depreciation within the regulatory period. The errors in the ICRC’s approach to 

each of these two inputs are discussed in turn below. Although these errors do not lead to a present 

value revenue impact on ACTEW (assuming correct application of the WACC), they reduce cashflows in 

the short term and represent an unsustainable approach that creates uncertainty as to how depreciation 

will be calculated in future decisions. 

Asset life at the opening of the period   

For the remaining lives of assets at the opening of the period, the ICRC has calculated an average asset 

life for non-ECD assets (sewerage and general water assets) based on: 

 dividing actual RAB (as at 2013, including significant capex additional to that forecast in 2008) by 

forecast depreciation (forecast for 2013 in 2008); and 

 a RAB that includes expenditure on the ECD, yielding an average life then applied to non-ECD 

water assets. 

On the first issue, the ICRC’s method will tend to overstate remaining asset lives and understate 

depreciation in the following period following an overspend. Conversely, it will understate depreciation 

lives and overstate depreciation in the following period if there is an underspend of capex in the current 

period. Given that ACTEW overspent in the 2008-13 period, the ICRC’s method has resulted in an 

overstated estimate of the remaining lives.  

On the second issue, the ICRC’s method includes the ECD in the averaging calculation – an asset which 

the average is not then applied to, leading to a significant distortion of the result.   

Calculation of depreciation within the regulatory period 

For the calculation of depreciation within the period, the ICRC has: 

 calculated depreciation by applying an average asset life to all assets in the RAB, including those 

existing at the start of the period and those commissioned in 2013/14 and 2014/15; and 

 calculated depreciation by applying the remaining asset life to the original asset value. 
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The first issue means that depreciation on new assets is overstated and depreciation on existing assets is 

understated.54 

The second issue means that the depreciation will inadvertently accelerate over time and may add up to 

more than the original asset value over the life of the asset.  

In the ICRC’s final decision, the ICRC mentions that the approach used in previous decisions “works when 

capital expenditure is steady over time but potentially overestimates the average asset life when there is 

a big spike in capital expenditure.”55  ACTEW considers that this is due to differences from forecast, 

rather than forecast ‘spikes’.  

Despite this, the ICRC uses this method to calculate the opening asset lives for water and sewerage, and 

gives no justification for its alternative approach during the remainder of the period.  

2.4 Other matters 
ACTEW has identified that other matters that are connected with the matters outlined above will need to 

be reviewed as part of its proposed alternative approach. In particular, an increase in the length of the 

period between resets of the revenue building block model (from two years to five years) would require: 

 forecasts of expenditure, demand and miscellaneous income beyond the 2013-14 and 2014-15 

forecasts determined as part of the original Price Direction; 

 consideration of the form of control and pass-through provisions, since increasing the period of 

a fixed price path would increase risk of divergence between revenue and cost due to events 

beyond ACTEW’s control; and 

 determination of prices or revenue caps beyond the 2013-14 and 2014-15 prices determined as 

part of the original Price Direction.  

ACTEW’s proposed alternative form of Price Direction, which is outlined in section 4, includes proposals 

in relation to these additional matters. 
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 NERA (2013), Assessment of ICRC Final Report and Price Determination for Water and Sewerage Prices, 

Report for ACTEW Corporation, September 17, p51. 
55

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p145. 
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3 Matters that are not the subject of ACTEW’s application 

for review  
A number of key decision elements underlying the Price Direction are not the subject of ACTEW’s 

application for review and are not set out in section 2. Although some of these decisions are detrimental 

to ACTEW, ACTEW has decided not to raise them as matters for review by the Panel. These matters 

include: 

 Treatment of expenditure in 2008-2013; 

 Forecasts of expenditure in 2013-14 and 2014-15; and 

 Tariff reform 

Also, as indicated in its application for review, ACTEW is not raising as a matter for review the ICRC’s 

decision to not allow recovery of any of the $236 million in forgone revenue in the 2008-2013 regulatory 

period that was eligible for full pass-through in the current regulatory period under Section 7 of the 

ICRC’s Price Direction of April 2008.56 

These matters are summarised below. 

3.1 Treatment of expenditure in 2008-2013 
The ICRC’s ex post review of expenditure in 2008-2013 resulted in: 

 exclusion from the opening RAB of: 

o expenditure on the sewerage treatment plant for Uriarra Village in excess of the 

estimated costs of constructing a package plant; and 

o the contractor margin of three per cent paid under the Utilities Management Agreement 

between ACTEW and ActewAGL Water Division prior to the integration and 

establishment of ACTEW Water; and 

 exclusion from the revenue requirement of revenue recovery associated with: 

o the excess of estimated package sewerage treatment plant costs over the revenue 

forecast to be generated from customers in Uriarra Village; 

o expenditure on the Cotter Precinct and Discovery Trail; and 

o greenhouse gas abatement activities associated with construction of the Enlarged Cotter 

Dam, including: 

 the use of biodiesel during construction; 

 implementation of a hydro generator for energy recovery in the Murrumbidgee 

to Googong Transfer Pipeline; and  

 procurement of Carbon Sink Forestry Offsets.57 

These decisions are not the subject of ACTEW’s application for review. 
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3.2 Forecasts of expenditure in 2013-14 and 2014-15 
The ICRC largely accepted the expenditure forecasts included in ACTEW’s revised proposal of April 2013. 

The component of the sewerage operating costs related to the treatment plant at Uriarra Village was 

adjusted down to the estimated costs of running a package plant. These decisions are not the subject of 

ACTEW’s application for review. 

3.3 Tariff reform 
In its July 2012 submission, ACTEW proposed: 

 a water tariff structure with a reduced price step threshold and an increased fixed charge relative 

to the existing price structure; 

 a revenue-neutral drought pricing scheme whereby water prices would vary with the severity of 

temporary water restrictions; and 

 implementing a Liquid Trade Waste policy from 2013, with a view to implementing associated 

charges from 2016-17, following an extensive consultation and education period. 

In its April 2013 submission, ACTEW proposed to defer reform of the water tariff structure, since the 

ability to transition to a new tariff structure was potentially dependent on the number and significance of 

other potential changes in the regulatory period. ACTEW maintained its proposals in relation to drought 

pricing and liquid trade waste charges. 

The ICRC decided not to implement ACTEW’s proposed reforms in its Price Direction for 2013-14 and 

2014-15. These decisions are not the subject of ACTEW’s application for review. However, ACTEW intends 

to revisit these issues in the following regulatory period. 

3.4 Revenue pass-through from 2008-2013 
In the 2008-2013 regulatory period, the ICRC implemented a form of regulation whereby prices were set 

in advance for the five-year period and discontinued the practice of annually forecasting volumes. To 

compensate for the revenue risk arising from this form of regulation, the ICRC put in place an end-of-

period revenue pass-through provision to partially compensate ACTEW or customers if outturn revenue 

was significantly different from forecast.58  

Significant deviation from the forecast demand occurred during the 2008-2013 regulatory period due to 

temporary water restrictions followed by wet weather. The total revenue shortfall was $263 million (in 

2012-13 dollars) at the end of the regulatory period, with $236 million eligible for pass-through. 

ACTEW remains of the view that, as a consequence of taking an approach that focussed on price certainty 

within the regulatory period, the ICRC agreed that a symmetric risk mitigation mechanism was 

appropriate for ACTEW and its customers. However, due to the upward pressure on prices and potential 

social impacts that could result from correcting the cost of capital as part of this Panel review, ACTEW is 

not seeking to recover any part of the estimated $236 million revenue pass-through from the 2008 to 

2013 regulatory period.59 
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4 ACTEW’s proposed alternative form of price direction 

This section outlines ACTEW’s proposed alternative form of Price Direction. ACTEW has adopted the 

approach of basing the substitute Price Direction, as far as practicable, on information that was available 

to the ICRC at the time of its decision in June 2013. ACTEW has therefore based its proposed variations to 

the Price Direction on the proposals it submitted to the ICRC in July 2012 and April 2013. The alternative 

of revising and preparing justification for all inputs for assessment by the Panel would require the scope 

of the review to be similar to that of a full price investigation. This approach would be costly and time 

consuming, further delaying resolution of uncertainty over pricing of water and sewerage services in the 

ACT. An approach whereby some, but not all, inputs were revised to reflect information subsequent to 

June 2013 (such as the nominal risk free rate) would risk being potentially biased, as those elements 

updated may be more (or less) beneficial to ACTEW. 

In relation to the WACC, ACTEW’s proposed alternative is based on the methodology proposed in its 

submissions to the ICRC in July 2012 and April 2013, updated for data up to 31 May 2013 that would have 

been available to the ICRC when making the Price Direction. 

In relation to the length of the period between resets of the revenue building block model, ACTEW’s 

proposed alternative is a period of five years, as proposed in its submissions to the ICRC in July 2012 and 

April 2013.  

This proposed increase in the length of the period between resets of the revenue building block model 

(relative to the ICRC decision) will require: 

 forecasts of expenditure, demand and miscellaneous income beyond the 2013-14 and 2014-15 

forecasts determined as part of the original Price Direction;  

 consideration of the form of control and pass-through provisions, since increasing the period of 

a fixed real price path increases the risk of divergence between revenue and cost due to 

uncontrollable events.  

In relation to forecasts for 2015-16 and beyond, ACTEW’s proposal is based on the forecasts submitted to 

the ICRC in April 2013. 

In relation to form of control and pass-through provisions, ACTEW’s proposal is based on the approach 

submitted to the ICRC in July 2012. The reason for reverting to the July 2012 proposal is that the revised 

proposal of April 2013 represented a specific packaged proposal to most effectively respond to the 

unexpected and in many cases novel features proposed in the ICRC’s Draft Report.60  

In relation to depreciation, ACTEW’s proposed alternative is based on the methodology proposed in its 

submission to the ICRC in July 2012. The reason for reverting to July 2012 proposal is that ACTEW’s 

revised proposal of April 2013 focussed on many other serious areas of concern and in so doing did not 

identify and oppose errors in the depreciation approach in the ICRC’s Draft Report. These errors are 

detailed in section 2.3. 

These proposals are summarised in Table 4.1. 
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Table 4.1: Summary of ACTEW’s proposed alternative form of Price Direction 

Decision element ACTEW’s proposed form of Price Direction 

Cost of capital 8.95 per cent, based on benchmark private firm approach using data 
available as at 31 May 2013 

Period between resets of the 
revenue building block model 

Five years 

Related matters  

 Form of control Revenue cap, with ‘unders and overs’ mechanism.  

 Pass-through provisions Annual pass-through provisions 

 Demand forecasts Prices for 2015-16 to 2017-18 set using demand forecasts from Breusch-
Ward model, updated annually. 

 Expenditure forecasts for 
2015-16 to 2017-18 

Expenditure forecasts for 2015-16 to 2017-18 as per ACTEW’s revised 
proposal (April 2013), with Uriarra component of sewerage operating 
costs adjusted down to package plant cost. 

 Forecasts of other income for 
2015-16 to 2017-18 

Forecasts of other income for 2015-16 to 2017-18 as per ACTEW’s 
revised proposal (April 2013), with correction to bulk water revenue 
forecast as per the ICRC Final Report. 

Depreciation Single asset class, with average asset lives based on ACTEW’s asset 
register. 

Determining the revenue path Revenue caps for 2015-16 to 2017-18 set to recover revenue 
requirement over the five-year period, given the revenue forecasts for 
2013-14 and 2014-15 set in the original Price Direction. 

ACTEW notes that it may be desirable to defer some revenue recovery 
to the following regulatory period in order to manage bill impacts. 
ACTEW has not proposed the extent or specific form of such a deferral, 
but is keen to work with the Panel to develop an approach. 

The remainder of this section provides further details in relation to each of these elements of ACTEW’s 

proposal, together with the evidence supporting its proposal. 

4.1 Cost of capital 
ACTEW proposes the approach to determining the WACC set out in its revised proposal of April 2013. The 

evidence supporting this approach is: 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 2.5 

o Section 2.6 

ACTEW proposes to apply the method to data updated to 31 May 2013 to reflect the information 

available to the ICRC at the time it was making its Price Direction. This results in a cost of capital 

allowance of 8.95 per cent. ACTEW considers that this allowance is consistent with criterion (d) under 

section 20(2) of the Act. 

Consistent with established best practice regulation and the advice from Professor Lewis Evans the 

allowance is calculated to provide a cost of capital based on a typical private firm. The return on equity is 
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calculated using the capital asset pricing model (CAPM), which is a robust and widely applied 

methodology. 

The basis for each element of the ACTEW’s cost of capital proposal is outlined in Table 4.2 below. The 

table also shows the difference between ACTEW’s April 2013 proposal and the cost of capital using the 

same numbers but with data updated to reflect that which would have been available to the ICRC at the 

time of its Final Report. 

Table 4.2: Proposed cost of capital 

Parameter April 2013 proposal This proposal (data 
as at 31 May 2013) 

Basis 

Nominal risk free rate 
(RFR) 

5.30% 5.24% 10 year sampling period ending 
31 February 2013 

Equity beta 0.9 0.9 Outlined in SFG’s expert report 
in Attachment 15 to the 
Response to the Draft Report 

Market risk premium 
(MRP) 

6.0% 6.0% Long term benchmark 

Debt risk premium (DRP) 2.42% 2.46% 10-year average, for the period 
ending 31 May 2013 

Debt raising costs 0.125% 0.125%  

Gearing 60% 60%  

Gamma (imputation) 25% 25%  

Inflation 2.5% 2.5%  

Nominal return on equity 10.70% 10.64% Calculated based on the above 

Nominal return on debt 7.84% 7.83% Calculated based on the above 

Nominal vanilla WACC 8.99% 8.95% Calculated based on the above 

 

ACTEW continues to propose the use of the Post Tax Revenue Model (PTRM) in accordance with the 

approach taken by the Australian Energy Regulator (AER).  ACTEW has based its revenue building block 

and smoothed revenue calculation on the AER’s PTRM, as distinct from the model in Attachment 2 of the 

Price Direction, because:  

 The model used by the AER is publicly available and well-scrutinised; and 

 The AER’s model includes a more accurate calculation of tax through the Tax Asset Base (TAB) 

and the value of imputation credits. 

In addition, ACTEW notes that the ICRC’s model in Attachment 2 to the Price Direction applies a nominal 

WACC to an unindexed RAB, while standard practice among other regulators is to apply a real WACC to 

an indexed RAB.  Indexing the RAB and applying a real WACC provides an NPV neutral method of 

smoothing revenues while maintaining real asset values over time and it provides protection against 

inflation risk.  
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4.2 Period between resets of the revenue building block model 
ACTEW proposes an alternative price direction for a five year period from 2013-14 to 2017-18 consistent 

with its submissions to the ICRC in July 2012 and April 2013. The evidence supporting this approach is: 

 ACTEW (2012), ACTEW response to the Independent Competition and Regulatory Commission’s 

Issues Paper Regulated water and sewerage services from July 2013, March. 

o Section 1 

o Attachment 1 Q14 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Section 4.2 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 2.1 

o Attachment 1: Independent expert report from NERA Economic Consulting ‘Best practice 

regulation’, Section 4.2 

As noted in July 2012, this approach strengthens incentives, provides an opportunity to smooth price 

impacts over a longer period, and avoids the unnecessary higher costs inherent in more frequent 

regulatory reviews.61 Additionally, in April 2013, ACTEW noted that a period of five years would limit 

costs in relation to procurement and capital expenditure planning relative to a shorter period.62 

4.2.1 Form of control 

This proposed increase in the length of the period between resets of the revenue building block model 

leads to increased revenue risk under the fixed price path form of control applied in the Price Direction. 

Consideration should therefore be given to alternative forms of control in order to adequately address 

this risk. ACTEW proposes the form of control set out in its submission to the ICRC in July 2012; that is, 

annual price resets, incorporating the latest available forecasts of demand (including water volumes and 

the number of supply and fixtures charges), subject to the following controls:63 

1. Revenue cap – Caps on annual revenue for each of water and sewerage, including CPI+X 

adjustments for year on year changes during the regulatory period; and 

2. Unders and overs – An unders and overs account used to adjust the revenue caps annually for 

under or over collection of revenue in previous years. 

The evidence supporting this proposal is: 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 4.1 

o Attachment 17.2 
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 ACTEW 2012, ACTEW main submission to the Independent Competition and Regulatory Commission, July, p. 

33 
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 ACTEW 2013, Response to the Draft Report Regulated Water and Sewerage Services, April, p. 24 
63

 ACTEW 2012, ACTEW main submission to the Independent Competition and Regulatory Commission, July, p. 

26 
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Revenue cap 

The revenue cap approach is suited to regulation of businesses whose costs do not vary greatly with 

demand. Both water and sewerage services are characterised by significant fixed costs.  

ACTEW proposes that a revenue cap be combined with annual price resets to address the uncertainty 

involved in forecasting water demand. A forecasting horizon of around 16 months (based on forecasting 

in February for the coming financial year) would lead to improved forecasting accuracy and timelier 

recovery of the revenue requirement relative to the forecasting horizon of around 3.5 years that would 

be required if a substitute Price Direction were to set a price path to 2017-18. Moreover it would replace 

the uncertainty of large period-to-period bill impacts (from revenue pass-through) with the lesser 

uncertainty of smaller year to year bill impacts, while increasing the accuracy between the matching of 

revenues and costs over time. ACTEW notes that the ICRC stated in the course of the review that “every 

effort should be made to avoid revenue shortfalls occurring in the future.”64  

Unders and overs account 

ACTEW proposes an unders and overs account for the revenue caps. 

The unders and overs account would adjust the revenue cap for the year for which prices are being set to 

account for revenue discrepancies from the previous two years, indexed by the cost of capital. ACTEW’s 

proposal was based on the account applied by the Australian Energy Regulator for the Transmission Use 

of System component of electricity distribution revenue (see Attachment 17.2 of ACTEW July 2012 

submission to the ICRC). The mechanism would need to be included as a reset principle in the Price 

Direction to ensure that revenue differences, both positive and negative, can be recovered in subsequent 

regulatory periods. 

4.2.2 Cost pass-through provisions 

The Price Direction includes pass-through provisions for changes in the WAC, the UNFT and the 

Commonwealth subvention payment.65 In limiting pass-through provisions to these events, the ICRC had 

regard to the “reduced need for pass-throughs due to the more adaptive arrangements” under its regime 

of biennial recalibrations.66 ACTEW’s proposed increase to the length of the period between resets of the 

revenue building block model (from two years to five years) leads to increased risk of costs diverging 

from revenues due to uncontrollable events under the fixed price path form of control applied in the 

Price Direction. Consideration should therefore be given to introducing additional pass-through 

provisions. 

ACTEW proposes the pass-through provisions set out in its main submission of July 2012. The evidence 

supporting this proposal is: 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 15 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.12 

                                                             
64

 ICRC 2013, Draft Report – Regulated Water and Sewerage Services, February, p42. 
65

 ICRC 2013, Regulated Water and Sewerage Services, Price Direction, 1 July 2013 to 30 June 2019, June, 

Clause 8. 
66

 ICRC 2013, Final Report - Regulated Water and Sewerage Services 1 July 2013 to 30 June 2019, June, p37. 
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Consistent with regulatory best practice, ACTEW proposes that six additional pass through events be 

included in the Price Direction with any resulting adjustments being passed through in annual pricing 

updates. The existing Water Abstraction Charge (WAC), Utilities Network Facilities Tax (UNFT), and 

subvention pass through provisions would be retained as part of the ‘change in taxes’ and ‘subvention 

payment’ events. 

Cost pass through provisions are a well-tested regulatory technique for managing the risk related to the 

recovery of costs associated with the provision of regulated services. In July 2012, ACTEW noted that 

allowing annual cost pass through adjustments within the forthcoming regulatory period would avoid 

significant revenue discrepancies owing to unforeseen or uncertain cost changes arising during the 

period.67 Subsequently, in August 2012 and consistent with ACTEW’s submission, the Australian Energy 

Market Commission (AEMC) noted the importance of the cost pass through mechanism for economic 

regulation of network service providers.68 

ACTEW proposes annual price adjustments be made for cost pass through amounts, consistent with 

energy network regulation.69 The following events are proposed: 

 change in taxes event 

 major natural disaster event 

 contingent capital expenditure project event 

 subvention payment event 

 service standards event 

 regulatory change event 

Proposed definitions for these events were based on the 2008-2013 Price Direction. Aside from minor 

changes, the variations allowed for no materiality threshold for specific events (discussed below) the 

addition of a regulatory change event and redrafting of the service standards event. Both the regulatory 

change event and service standard events were based on the corresponding definitions in the National 

Electricity Rules.70 Definitions for the proposed cost pass through events are provided in ACTEW’s April 

2013 submission.71  

The prices set by the ICRC for 2014-15 included pass through amounts for increases in the WAC and 

UNFT.72 ACTEW has updated the operating cost forecast accordingly (see section 4.2.4). From 2015-16, 

‘change in taxes’ events in relation to these charges would need to be assessed relative to the levels 

applied in 2014-15. 
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 ACTEW 2012, ACTEW main submission to the Independent Competition and Regulatory Commission, July, p. 

233 
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 Australian Energy Market Commission 2012, National Electricity Amendment (Cost pass through 

arrangements for Network Service Providers) Rule 2012, Rule Determination, p.9 Available: 
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 ACTEW 2012, ACTEW main submission to the Independent Competition and Regulatory Commission, July, p. 

233 
70
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rules/national-electricity-rules/current-rules) 
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 ACTEW 2013, Response to the Draft Report Regulated Water and Sewerage Services, April, pp 111-115 
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Release, 24 June. 
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For most annual pass through events, ACTEW proposes a materiality threshold of $1 million ($2012/13) 

to limit adjustments to prices for only significant events.73ACTEW proposes that no materiality threshold 

apply to changes to the WAC and UNFT (under the ‘change in taxes event’) and subvention payment, 

consistent the Price Direction. 

4.2.3 Demand forecasts for 2015-16 to 2017-18 

The proposed increase in the length of the period between resets of the revenue building block model 

will require, for the purpose of setting prices, forecasts of demand (water volumes and the number of 

supply and fixtures charges) beyond the 2013-14 and 2014-15 forecasts determined as part of the original 

Price Direction.74 

In the absence of a water volumes forecasting model in the Final Report and consistent with the form of 

control proposed above, ACTEW proposes annual application of the model submitted with its revised 

proposal of April 2013. The evidence supporting this model is: 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 6 

o Attachment 12 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 2.2 

o Attachments 17.5, 17.6, 17.7, and 17.8 

In relation to forecasting the number of supply and fixtures charges, the ICRC pricing model at 

Attachment 2 to the Price Direction derives forecasts using a growth rate calculated over the previous 

five years of historical data. 

ACTEW would be pleased to provide up-to-date data for the water volumes forecasting model, along with 

data for the number of supply charges and the number of billable fixtures, to allow prices to be set for 

2015-16 as part of this review.  

4.2.4 Expenditure forecasts for 2015-16 to 2017-18 

The proposed increase in the length of the period between resets of the revenue building block model 

will require expenditure forecasts beyond the 2013-14 and 2014-15 forecasts determined as part of the 

original Price Direction.  

ACTEW has developed operating and capital expenditure forecasts for 2015-16 to 2017-18 that are 

consistent with the ICRC’s approach to determining the forecasts for 2013-14 and 2014-15. These 

forecasts are based on those proposed in ACTEW’s April 2013 submission, with two adjustments. The 

Uriarra component of sewerage operating costs has been removed to reflect ICRC decisions to adjust 

forecasts down to reflect the running costs of a package plant and to treat the recovery of prudent and 

efficient costs as a notional Community Service Obligation. The former adjustment is constant in real 
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 ACTEW 2012, ACTEW main submission to the Independent Competition and Regulatory Commission, July, p. 
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 ICRC 2013, Regulated Water and Sewerage Services, Price Direction, 1 July 2013 to 30 June 2019, June, 

Clause 8. 
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terms, consistent with Cardno’s report of November 2012.75 The capital expenditure forecasts include a 

minor adjustment reflecting the continuing efficiency factor that, subsequent to the April 2013 

submission, ACTEW advised the ICRC that it had inadvertently not applied.76 

ACTEW notes that the forecasts of operating expenditure are below the recommended forecasts made by 

Cardno in November 2012.77 The forecasts of capital expenditure incorporate Cardno’s recommendations 

in relation to efficiency factors and the timing of two major sewerage projects and are significantly lower 

than the forecasts proposed in ACTEW’s earlier submission of July 2012.78 

The evidence supporting the unadjusted forecasts is: 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.3 

o Section 1.4 

o Section 2.3 

o Section 2.4 

o Attachments 3-13 

As discussed in section 4.2.2, WAC and UNFT were increased in 2014-15. This increase has been passed 

through by the ICRC in 2014-15 prices.79 ACTEW proposes that forecast WAC and UNFT liability included 

in operating expenditure forecasts be adjusted to account for this increase, with any further pass-through 

events assessed relative to the levels of these charges in 2014-15.  

Table 4.3: Operating expenditure forecasts 

$m (real $2012/13) 2013-14 2014-15 2015-16 2016-17 2017-18 

Operating expenditure, 
water 

61.2 63.0 62.1 61.6 62.2 

Water abstraction 
charge^ 

22.1 22.9 24.6 24.1 23.7 

UNFT, water 4.0 4.3 4.4 4.5 4.5 

Total, water 87.3 90.1 91.1 90.1 90.4 

Operating expenditure, 
sewerage* 

65.6 65.5 65.2 66.0 67.0 

UNFT, sewerage 3.3 3.5 3.6 3.7 3.8 

Total, sewerage 68.9 69.1 68.8 69.7 70.7 

*Exclusive of Uriarra package plant costs. 

^ 2013-14 figure is as per ICRC Price Direction. 2014-15 figure is as per model used by ICRC for setting 2014-15 

prices, including pass-throughs for WAC and UNFT.  
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Table 4.4: Capital expenditure forecasts 

$m (real $2012/13) 2013-14 2014-15 2015-16 2016-17 2017-18 

Capex net of cap cons, 
water 23.8 36.1 40.1 31.2 28.5 

Capex net of cap cons, 
sewerage 31.1 62.0 81.1 73.6 52.7 

 

4.2.5 Forecasts of other income in 2015-16 to 2017-18 

The proposed increase in the length of the period between resets of the revenue building block model 

will require forecasts of income from sources other than ACT water and sewerage tariffs beyond the 

2013-14 and 2014-15 forecasts determined as part of the original Price Direction. 

The Price Direction for 2013-14 and 2014-15 was based on forecasts of other income submitted by 

ACTEW in its revised proposal of April 2013. The submitted forecasts contained an error, with 

Queanbeyan water sales in nominal terms labelled as being in real 2012-13 dollar terms. The ICRC was 

advised of this error and included corrected figures in its Price Direction. The submitted forecasts covered 

the period to 2017-18. The approach most consistent with that taken in the Price Direction would 

therefore be to use the forecasts for 2015-16 to 2017-18 submitted by ACTEW in April 2013, adjusted for 

the correction made by the ICRC to forecasts of revenue from bulk water sales. These forecasts are set 

out in Table 4.5. The evidence supporting these forecasts is: 

 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Chapter 13.5 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.9.3 

Table 4.5: Forecasts of other income 

$m (Real $2012-13) 2013-14 2014-15 2015-16 2016-17 2017-18 

Bulk water sales, 
Commonwealth 
subvention and misc 
charges, water 

14.1 14.1 14.1 14.1 14.1 

Commonwealth 
subvention, sewerage 

9.5 9.5 9.5 9.5 9.5 

Miscellaneous charges, 
sewerage 

0.6 0.6 0.6 0.6 0.6 

 

4.3 Depreciation 
ACTEW’s proposed alternative approach to calculating depreciation is the approach set out in its July 

2012 submission, incorporating an updated estimate of average remaining life for water assets provided 

in April 2013. The evidence supporting this approach is: 
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 ACTEW (2012), ACTEW main submission to the Independent Competition and Regulatory 

Commission Regulated water and sewerage services 2013-18, July. 

o Section 10.1.2 

o Section 10.1.3 

o Section 10.2.3 

o Section 10.2.4 

o Section 10.2.5  

o Section 13.1 

o Attachment 17.3, 17.4 and 17.5 

 ACTEW (2013), Response to the Draft Report Regulated Water and Sewerage Services, 

Submission to the Independent Competition and Regulatory Commission, April. 

o Section 1.5 

o Attachment 17.10 

This approach used the AER’s PTRM and grouped all assets into two pooled asset categories of water and 

sewerage assets.80 The AER’s PTRM depreciates assets at a constant rate in real terms, with increases in 

the regulatory asset base (RAB) value driven by CPI capitalised rather than recovered immediately from 

customers.   

In the previous 2008-13 regulatory period, the standard and remaining asset lives were set at a notional 

rate of 66 years and 44 years for water assets and 66 and 42 years for sewerage assets, respectively.   

In its proposal of July 2012, ACTEW calculated the appropriate average remaining lives for existing assets, 

and average economic lives for planned assets, based on accounting and engineering estimates of each 

asset on the asset register. ACTEW found that the notional lives that the ICRC had used in the 2008-13 

period were materially higher than the actual economic or accounting lives, and hence ACTEW proposed 

to decrease these lives to reflect the economic lives.81   

The asset lives submitted in July 2012 were average remaining lives of 50.32 years for water assets and 

34.20 years for sewerage assets and average standard lives of 34.09 years for water assets and 32.17 

years for sewerage assets. Following further expert advice from independent engineers, ACTEW 

subsequently revised the effective asset lives of its Water Security Major Projects and this led to a revised 

estimate of the average remaining lives of 53.6 years for water assets. This estimate was submitted to the 

ICRC for information in April 2013.82 
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 The water security major projects have been included in the water assets category, and have the effective of 
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82

 ACTEW 2013, Response to the Draft Report Regulated Water and Sewerage Services, April, p71 and 
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4.4 Determining the revenue path 
The following tables provide the unsmoothed building block revenue requirements resulting from the 

proposed approach outlined above. The PTRMs used to calculate these revenue requirements are at 

Attachment A.83  

Table 4.6: ACTEW’s proposed building blocks and unsmoothed net revenue requirement ($m nominal) 

Water 2013-14 2014-15 2015-16 2016-17 2017-18 

Return on capital 120.2 123.2 127.4 131.9 135.6 

Net depreciation -7.9 -7.3 -6.6 -5.9 -5.0 

Operating expenditure 75.1 79.8 82.9 83.9 86.3 

Benchmark Tax liability 5.9 6.3 6.7 7.2 7.6 

Total building block 
requirement, water 193.3 202.0 210.3 217.2 224.5 

ICRC forecast revenue  154.9   160.9     

*nb: Operating expenditure includes UNFT and WAC estimates and is net of other income.  

Sewerage 2013-14 2014-15 2015-16 2016-17 2017-18 

Return on capital 58.8 61.4 67.0 74.7 81.6 

Net depreciation 3.3 4.1 5.2 6.5 7.9 

Operating expenditure 60.3 62.0 63.2 65.8 68.6 

Benchmark Tax liability 5.2 5.6 6.1 6.7 7.3 

Total building block 
requirement, 
sewerage 

127.6 133.0 141.5 153.6 165.4 

ICRC forecast revenue  105.2   110.5     

*nb: Operating expenditure includes UNFT estimates and is net of other income. 

ACTEW notes that a significant price increase would be required to recover, within the forthcoming three 

years, both its proposed revenue requirement for those years and the shortfall in actual revenue in 2013-

14 and 2014-15 relative to the proposed requirement. ACTEW is keen to work with the Panel to develop 

an approach to managing bill impacts and maintains the position outlined in its application for the 

review: 

Addressing [concerns about the ICRC’s lack of regard for the cost of providing regulated services 

and an appropriate rate of return] will necessarily put upward pressure on prices and potential 

social impacts will need to be managed. To that end, ACTEW is not seeking to recover any part of 

the estimated $236 million revenue pass-through from the 2008 to 2013 regulatory period.84 Any 

further management of price impacts should properly be cost reflective in present value terms, as 

distinct from the approach taken in the Price Direction, which reduces prices below a cost-

reflective level with no opportunity for recovery in future regulatory periods. 
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 The PTRM contains an opening RAB that reflects the ICRC decisions in relation to treatment of expenditure 

in the 2008-2013 regulatory period (see Section 3.1). 
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 Section 7 of the Final Price Direction in ICRC Report 1 of 2008 provides for revenue pass-throughs under a 
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A potential approach would be to apply a side constraint on price increases in combination with the 

‘unders and overs’ account, as suggested in ACTEW’s July 2012 submission.85 Another potential approach 

would be to make an explicit adjustment to the revenue requirement to defer some revenue to the 

subsequent regulatory period. In either case, a substitute Price Direction would need to include the 

necessary commitments via reset principles to recovery of any deferred revenue in the subsequent 

regulatory period. 
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 ACTEW 2012, ACTEW main submission to the ICRC – Regulated water and sewerage services from 1 July 

2013, July, p28. 
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Attachment A: Revenue modelling 
Attachment A1 PTRM FY14-FY18 water.xlsm 

Attachment A2 PTRM FY14-FY18 sewerage.xlsm 

Attachment A3 Roll Forward Model.xls 

Attachment A4 Tax Asset Base Roll Forward.xlsx (Confidential) 
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Attachment B: Scenario modelling 
Attachment B Indicative scenario modelling.xlsm 
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