
Terms of Reference 

Background 

On 26 June 2013, the Independent Competition and Regulatory Commission (ICRC) made a price 

direction in relation to water and sewerage services in the Australian Capital Territory (ACT). The 

price direction covers the period from 1 July 2013 to 30 June 2019, and was made in accordance 

with Part 4 of the Independent Competition and Regulatory Commission Act 1997 (the Act), and 

terms of reference issued by the ACT Treasurer (known as ‘the referring authority’). 

Part 4C of the Act allows either the referring authority (the Treasurer) or ACTEW Corporation Limited 

(‘ACTEW’) – the only utility providing water and sewerage services in the ACT – to apply for a review 

of a price direction. Part 4C of the Act also outlines the process for the review of a price direction, 

which requires the review to be heard by an Industry Panel of three members. 

On 26 September 2013, the ICRC received an application from ACTEW for a review, triggering the 

review process provisions in the Act. As required by the Act, the referring authority (the Treasurer) 

appointed an Industry Panel (‘the Panel’), comprising the following members: 

 Ms Mary Anne Hartley QC (presiding member) 

 Ms Sally Farrier 

 Ms Claire Thomas PSM 

In undertaking its review, the Panel has the same powers as the ICRC in conducting a price 

regulation investigation. It must prepare a draft and a final report, and must invite public 

submissions and conduct public hearings. 

The Panel intends to release its draft report by the end of September 2014, with the final report 

being presented to the Treasurer by the end of November 2014.  

To assist it with its review, the Panel has established a Secretariat, comprising a project director, 

officers from the ACT Government, and a number of technical specialists, with expertise in 

regulatory economics and modelling. It also has the ability to engage consultants to undertake 

defined tasks during the course of its review. 

Description of the services required 

In making its price direction, the Panel needs to take account of, inter alia, the cost of providing the 

regulated services, and the quality, reliability and safety of regulated services.  To inform its decision, 

the Panel is compiling its own estimates of ACTEW’s revenue requirement over the regulatory 

period, based on projections of efficient operating and capital expenditure to provide the regulated 

services.  Another key component in setting prices is forecasts of water sales over the regulatory 

period.  Finally, the terms of reference for this review requires the Panel to consider the ability of 

the pricing path to match revenue recovery requirements to the consumer benefits accrued from 

the water security program. 



Accordingly, the Panel requires the consultant to provide the following services: 

Task 1: ACTEW’s operating and capital expenditure forecasts for 2013/14 to 2017/18 

a) Advice on the key assumptions that are driving expenditure (eg asset replacements, demand 

forecasts, growth assumptions, environmental requirements, service standard 

requirements) and the impact of changes in these drivers on expenditure levels.  

b) Review of ACTEW’s forecast capital expenditure for sewerage over the period 2013/14 to 

2017/18 and advice as to whether these forecasts are efficient and prudent.  If the 

consultant concludes that these forecasts are not efficient and prudent, then the consultant 

should propose an alternative forecast that it considers is efficient and prudent. 

c) Strategic review of ACTEW’s governance processes around capital expenditure decision-

making and advice as to whether ACTEW’s current processes address the concerns identified 

in relation to this issue during the last price review.  In particular the consultant should 

provide advice as to whether these processes are a) reasonable and b) sufficient to manage 

the risks in delivering its capital program (especially the sewerage program referred to 

above).  

Task 2: ACTEW’s water sales forecasts for 2013/14 to 2017/18 

a) A review of ACTEW’s methodology for forecasting water sales and advice as to whether this 

methodology and the demand forecasts produced are reasonable for the purposes of setting 

prices.  

b) Provision of alternative water sales forecasts broken down into tier 1 and tier 2 consumption 

levels, if the consultant concludes that ACTEW’s forecasts are not reasonable.  Tier 1 is 

defined water demand between 0-548 litres per day (~200 kL per annum), while Tier 2 is 

defined as demand in excess of 548 litres per day (>200 kL per annum).1   

In assessing ACTEW’s water sales forecasts the consultant is required to conduct a review of 

ACTEW’s water sales forecast model and provide advice on the: 

 suitability and adequacy of the model or approach to developing the water sales forecasts 

 suitability and adequacy of the data and information used 

 suitability of the assumptions, particularly for water savings from water restrictions (if 

applicable), and demand management and water conservation programs 

 application of the methodology 

 the balance between the use of historical trends and key drivers in generating the forecasts. 

If the consultant considers that ACTEW’s water sales forecasts are not sufficiently robust for the 

Panel’s purposes, the consultant should prepare revised, independent, annual financial year 

forecasts for ACTEW’s water sales (tier 1 and tier 2) over the period 1 July 2013 to 30 June 2018.  

Like the test applied to ACTEW’s forecasts, the alternative forecasts should satisfy the 

reasonableness test outlined below.  These forecasts  

                                                           
1
  It may be relevant to review the approach adopted by the ICRC when allocating water sales between 

these two tiers. 



Task 3: Regulatory treatment of the water security projects  

 Advice on the proportion of the $570 million that ACTEW spent on the Enlarged Cotter Dam 

($420 million) and the Murrumbidgee to Googong Pipeline (M2G) ($150 million) that can be 

attributed to existing customers (ie  the proportion that delivers benefits to customers in the 

period to 30 June 2018 versus customers in the period 1 July 2018 to 30 June 2023 or post 

30 June 2013) and advice on when ACTEW should start to recover the residual capital costs  

o This would take the form of an estimate of the reasonable capacity expansion that 

was required to meet ACTEW’s security of supply standard at the time and over the 

term of the next regulatory period, compared to the actual capacity installed. 

 As an alternative to (a), advice on aligning the profile of the recovery of the capital costs 

associated with the water security projects with the profile of benefits that customers can 

expect to derive from the projects 

o This would take the form of an estimate of the benefits that customers will derive 

from the water security assets over the economic life of those assets, and could 

utilise long-terms water demand forecasts and/or forecast population growth.  To 

the extent possible, customer benefits in the initial stages of the assets’ lives should 

reflect the value of water security and not just capacity.  

Efficient and prudent test 

The efficient and prudent test will be used to determine the proportion of ACTEW’s sewerage capital 

expenditure that should go into its revenue requirement over the regulatory period (potentially 

2013/14 to 2017/18).  This test assesses whether the expenditure is such as would be incurred by a 

prudent service provider acting efficiently, in accordance with accepted good industry practice, to 

achieve the lowest sustainable cost of delivering water and sewerage services. 

Reasonableness test 

The reasonableness test will be used to determine: 

 The appropriate water sales forecasts to use to derive prices over the regulatory period 

(potentially 2013/14 to 2017/18)  

 The proportion of capital expenditure on the water security projects that delivers economic 

value to existing customers. 

For water sales, the reasonableness test assesses whether the forecasts represent the best forecast 

or estimate possible in the circumstances. 

In considering the regulatory treatment of the water security projects, the reasonableness test 

assesses the capacity expansion that a prudent service provider would consider sufficient, 

appropriate, and not excessive in usual and ordinary circumstances. 



Point in time for provision of the services 

In providing the services, the consultant should consider the circumstances (including the 

information available) prevailing at the time of the ICRC’s Final Decision (ie, June 2013).  However if 

there has been any substantive change in circumstances that the consultant considers the Panel 

should be aware of, then the consultant should document these issues in its reports. 

Inputs  

 Capex: list of individual projects 2013-18 

 Capital Expenditure Initiation and Approval Manual 

 Project Phase Management Funding and Approval Process 

 Business case for the Filters Upgrade and Aeration Renewal 

 Revised opex step change document 

 Opex and Capex actual outturn data for 2012/13 and 2013/14. 

 Water demand forecast model  

 Water demand actual outturn data 2012-13 and 2013-14  

 Methodology applied by ACTEW to calculate the yield 

 Relevant operating log sheets 

 Dam releases 

Required Outputs 

The consultant must produce reports which include detailed outcomes or findings for each of the 

tasks listed above.  For Task 1a the consultant is required to provide an overview of cost drivers and 

their impact on expenditure (rather than a detailed analysis).  Reports should be submitted to the 

Panel as each Task is completed.  All reports should be submitted by Friday 12 September 2014. 

The consultant’s reports must include a clear explanation of the consultant’s reasons or rationale for 

each of the outcomes or findings, including information sources, approach and any key assumptions 

used. 

The consultant’s report should report dollar values in $2012/13. (plus assumptions re CPI) 

Scope of work and quote 

The consultant should submit a scope of work and quote that contains the following information: 

 the scope of the services to be provided and a proposed work plan, including a timetable 

setting out the proposed date for completion of each task.  The consultant should identify 

any risks to meeting the timetable; 

 the personnel proposed to undertake the services;  and 

 a written quote specifying the cost for each task and the total cost of the services. 


