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Summary

Our draft decision considers Yarra Valley Water’s proposed prices for a
5-year period starting 1 July 2023

This draft decision sets out our preliminary views on Yarra Valley Water’s price submission." Our
draft decision should be read together with Yarra Valley Water’s price submission.

’ We invite interested parties to comment on our preliminary views in this draft
decision before we make a final decision and issue a price determination in
May 2023. For details of how to provide feedback, see our dedicated Engage
Victoria page: https://engage.vic.gov.au/water-price-review-2023.

We have released an early draft decision for Yarra Valley Water

Yarra Valley Water’s price submission provided clear and comprehensive information supporting
its proposals. It also provided evidence that its engagement revealed the main priorities and
concerns of its customers, and that it has taken this feedback into account. This enabled us to
quickly assess its price submission against the legal framework.

While we intend to explore some (confined) areas further in the lead up to our final decision, we
consider these do not involve matters that materially impact on customer prices or outcomes.

For these reasons, we are releasing this draft decision earlier than for most other water
businesses. We have also released an early draft decision for Westernport Water. We will release
draft decisions for the remaining water businesses by the end of March 2023.

Yarra Valley Water has evolved its outcomes to reflect customer
priorities, including a focus on Caring for Country

Yarra Valley Water plans to deliver the following outcomes for customers:

Safe and pleasant drinking water

Reliable water and sewerage services

Timely response and repair

N

Clause 16 of the Water Industry Regulatory Order 2014 requires the Essential Services Commission to issue a draft
decision; Yarra Valley Water’s price submission is available on our website at www.esc.vic.gov.au.
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e Service that meets everyone’s needs
e Saving water for the future

e Looking after our natural environment.?

These have been refined by Yarra Valley Water since its 2018 review, informed by its engagement.
It will embed Caring for Country in all decisions, including its approach to delivering on its outcome
commitments and targets. Service improvements are focused in areas such as investing in climate
resilience including reducing carbon emissions (targeting a net zero position by 2025) and
enhancing asset security, and water quality. This is in addition to investments to respond to growth
in its region and maintaining best practice in customer support programs.

Yarra Valley Water’s proposal means annual water and sewerage bills
will fall in 2023-24 (excluding inflation)

Based on Yarra Valley Water’s price submission and our draft decision, the typical annual water
and sewerage bill for a residential owner-occupier will fall from $1,034 currently, to $986 in
2023-24, and $956 in 2024-25. Bills remain steady to 2027-28 (Table A). These estimates exclude
inflation (they are in $2022-23 terms). Bills for household tenants will fall from $504 in 2022-23 to
$480 in 2023-24 and $466 in 2024-25. Tenant bills are then forecast to remain steady to 2027-28.
Estimated annual water and sewerage bills for non-residential customers are also shown below.

The reduction in (real) customer bills partly reflects a relatively high rate of efficiency improvement
compared to other businesses in our current price review, as well as forecast customer growth.

Estimated bills are likely to change following our draft decision, to reflect our updates for inflation
and the cost of debt. There are also some confined areas (noted below) for further exploration that
may also impact Yarra Valley Water’s revenue requirement and prices approved in our final
decision and determination, which could impact estimated customer bills.

Table A Estimated typical water and sewerage bills ($2022-23)
Average
consumption 2022'23; 2023-24 2027-28
(kL p.a.) (current)
Residential — owner occupier 150 1,034 986 956
Residential — tenant 150 504 480 466
Non-residential (small) 150 1,575 1,503 1,457
Non-residential (medium) 1,000 5,644 5,386 5,222
Non-residential (large) 10,000 48,732 46,505 45,090

2 Yarra Valley Water, 2023 price submission, September 2022, pp. 37-56.
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Our draft decision approves a revenue requirement that is slightly lower
than Yarra Valley Water’s proposal

Our draft decision is to approve a revenue requirement that will allow Yarra Valley Water to deliver
on its customer service commitments, government policy, and obligations monitored by the
Environment Protection Authority Victoria and the Department of Health.

Our draft decision is to approve a revenue requirement of $4,891.0 million for Yarra Valley Water
over the 5-year period starting 1 July 2023.% This compares to the $4,894.9 million originally
proposed by Yarra Valley Water.# Our draft decision reflects our review of efficient costs.

We note our draft decision is not to accept Yarra Valley Water's proposed new customer
contributions (Section 5.4), because we need to continue our review of its proposal to recover sunk
costs. We are also interested in further feedback from stakeholders on its proposed transition path
to higher charges. We have adopted Yarra Valley Water’s proposed forecasts for revenue from
customer contributions for our draft decision (Section 4.3.2.1).

Tariff structures will generally remain the same, noting Yarra Valley
Water will simplify charges for residential customers

For residential customers receiving both water and sewerage services, Yarra Valley Water
proposed to combine its residential sewage disposal charge and its residential variable water
charge. This was justified by Yarra Valley Water based on simplicity, and that it is supported by
customers. We agree with its justification and our draft decision approves this proposal.

Our draft decision is to approve other water and sewerage tariff structures proposed by Yarra
Valley Water. We note they remain unchanged and generally supported by customers.

Our draft decision is to accept Yarra Valley Water’s proposed revenue cap form of price control
(Section 5.2). This means its revenue is capped subject to annual updates for demand, the cost of
debt, changes in bulk charges, and any other price adjustments we approve in our price
determination (Section 5.5). Yarra Valley Water currently uses a revenue cap.

3 The revenue requirement is the forecast amount a water corporation needs to deliver on customer outcomes,
government policy, and obligations monitored by technical regulators including the Environment Protection Authority
Victoria and the Department of Health. Along with forecast demand, it is an input to calculating the prices to be
charged by a water corporation.

The difference is due to Yarra Valley Water’s incorrect treatment of rebate amounts related to the return of money to
customers for not meeting performance targets, in its financial model for 2023-24.
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Our draft decision rates Yarra Valley Water’s price submission as
‘Advanced’ under the PREMO framework

Our draft decision is to rate Yarra Valley Water’s price submission as ‘Advanced’ under the

PREMO framework (Table B). The is the same as Yarra Valley Water’s self-rating of its price

submission.

Key factors supporting this PREMO rating include:

sound performance against its outcome commitments in the current regulatory period, and a
major project delivery record that compares favourably to other water businesses

a strong engagement program which gives confidence that its proposals are informed by deep
insights into customer priorities and concerns

it demonstrated the ability for customers to influence its proposals, by clearly linking key
proposals and initiatives such as Caring for Country, to recommendations of its Citizens’ Juries
aligning its proposed expenditure with key outcomes proposed

a relatively high operating cost efficiency target and commitment to absorbing future cost
increases should they arise, such as above-inflation labour cost growth

recognising the possible impacts of a high inflation outlook on prices in the near term, and
proposing a price path (including limits on nominal price increases) that help to manage these
impacts for its customers

relatively strong outcomes on the commission’s customer perception survey

its commitment to return funds to customers or the community where service targets are not
met, demonstrating a level of accountability for underperformance that stands out compared to
the other water businesses

the overall strength of the justification for the prudency and efficiency of its forecast expenditure.

Yarra Valley Water also provided a price submission and supporting model that were of a high

quality.

See Section 1.4 and Chapter 7 for an explanation of the PREMO framework.

| Our PREMO rating is an assessment of the water business’s price submission. It is
not an assessment of the water business itself.
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Table B PREMO rating

Overall Performance Risk Engagement Management Outcomes
PREMO
rating
Yarra Valley Advanced Advanced Advanced Leading Advanced Advanced
Water’s
self-rating
Commission’s Advanced Advanced Advanced Leading Advanced Advanced
rating

We invite feedback on our draft decision

We invite feedback from stakeholders on our draft decision before we make a final decision and
price determination. We expect to release our final decision and price determination in May 2023.

Stakeholders may comment on any aspect of our draft decision, including:

¢ the information we have relied upon in our assessment (such as Yarra Valley Water’s price
submission)

e additional matters or issues we should consider before making our final decision

o whether our draft decision on Yarra Valley Water’s price submission has adequate regard to the
matters in clause 11 of the Water Industry Regulatory Order 2014 and our guidance.

Table C lists specific issues we are seeking feedback to inform our final decision and price
determination for Yarra Valley Water.

Table C Specific topics we are particularly interested in stakeholder feedback on

Specific issue Draft report reference

Guaranteed  Yarra Valley Water’s proposed guaranteed service Section 3.3
service levels levels, including its proposal for a new guaranteed
service level and rebate focused on water quality.

New customer Yarra Valley Water’'s proposed standard new customer Section 5.4
contributions  contributions and transition path to higher charges.

How to provide feedback and stay up to date
You can stay up to date with our review via the dedicated Engage Victoria website:

https://engage.vic.gov.au/water-price-review-2023
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You can provide feedback by:

e taking part in a public forum

e providing written comments or submissions.
Taking part in a public forum

We plan to hold a public forum in late February 2023. Forums provide an opportunity for interested
parties to discuss key features of our draft decisions. Details of our public forums will be published
on the Engage Victoria website.

Provide written comments or submissions
Written comments or submissions in response to this draft decision are due by 10 March 2023.

We require submissions by this date so that we have time to fully consider submissions for our final
decision. Comments or submissions received after this date may not be afforded the same weight
as submissions received by the due date.

We would prefer to receive comments and submissions via the dedicated Engage Victoria website.
Alternatively, you may send comments and submissions by mail to:

2023 Water Price Review
Essential Services Commission
Level 8, 570 Bourke Street
Melbourne VIC 3000

Submission and privacy statement

We encourage transparency in our review processes. It is our policy to publish all submissions to
the 2023 water price review on the Essential Services Commission website unless the submitter
has requested confidentiality. When we publish a submission, we will also include some details
about the submitter (your name, not your address) unless the submitter has requested anonymity
(does not want to be identified).

You can request confidentiality and/or anonymity in relation to your submission. Requesting this
may affect the weight we can give to your submission.
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Next steps

Activity Indicative date

Public forum Late February 2023

Closing date for submissions on our draft decision 10 March 2023

Release date for our final decision and price determination Late May 2023
Summary
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1. Our role and approach to water pricing

1.1 We are Victoria’s independent economic regulator

Our role in the water industry is based on the Water Industry Regulatory Order 2014 (WIRO),
which is made under the Water Industry Act 1994 (WI Act) and sits within the broader context of
the Essential Services Commission Act 2001 (ESC Act). Our role under the WIRO includes
regulating the prices and monitoring service standards of the 18 water corporations operating in
Victoria.

1.2 We are reviewing the proposed prices of 14 water businesses

Our review is of the prices that the 14 water corporations propose to charge customers for
prescribed services from 1 July 2023.° The prescribed services include retail water and sewerage
services, and bulk water and sewerage services delivered by the water corporations.®

Yarra Valley Water provided a submission to us proposing prices for a 5-year period starting 1 July
2023. Our task is to assess the price submission using the legal framework and make a price
determination that takes effect from 1 July 2023. The price determination will specify the maximum
prices Yarra Valley Water may charge for prescribed services, or the manner in which prices are to
be calculated, determined or otherwise regulated. We will also issue a final decision that explains
the reasons for our price determination.

1.3 We assess prices against the WIRO and other legal requirements

Clause 11 of the WIRO specifies the mandatory factors we must have regard to when making a
price determination, including matters set out in the WIRO, the WI Act and the ESC Act. In
reaching this draft decision, we have had regard to each of the matters required by clause 11 of
the WIRO, including:

¢ the objectives and matters specified in clause 8 of the WIRO, which include economic efficiency
and viability matters, industry specific matters, customer matters, health, safety, environmental
and social matters, and other matters which are specified in sections 8 and 8A of the ESC Act
and section 4C of the WI Act

5 The review excludes Melbourne Water, Goulburn-Murray Water, North East Water and Greater Western Water. In
2021 we approved prices for Melbourne Water to 30 June 2026 and in 2020 we approved prices for Goulburn-Murray
Water to 30 June 2024. In 2018, we approved prices for North East Water to 30 June 2026. We have approved an
extension to the regulatory period for Greater Western Water to 30 June 2024.

8  The prescribed services are listed at clause 7(b) of the WIRO.

Our role and approach to water pricing
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o the matters set out in section 33(3) of the ESC Act, which include the return on assets, relevant
benchmarking and any other matters that the Essential Services Commission considers
relevant

¢ the matters specified in our guidance’

¢ the principle that prices should be easily understood by customers and provide signals about
the efficient costs of providing services, while avoiding price shocks where possible

¢ the principle that prices should take into account the interests of customers of the regulated
entity, including low income and vulnerable customers.

Attachment B lists the specific objectives and the various matters we must have regard to when
making a price determination and provides a guide to where we have done so in this draft
decision.? Table 1.1 summarises the matters we must have regard to and groups them into
themes.

In October 2021, we issued guidance to Yarra Valley Water to inform its price submission. The
guidance set out how we would assess Yarra Valley Water's submission against the matters we
must consider under clause 11 of the WIRO. It also outlined our expectation that Yarra Valley
Water would comply with certain requirements and specified information that Yarra Valley Water
must provide to us when submitting its price submission.

If we consider the price submission has adequate regard for the matters in clause 11 of the WIRO
and complies with our guidance, we must approve Yarra Valley Water’s proposed prices.®

If we consider the submission does not have adequate regard for the matters specified in clause
11 of the WIRO or does not comply with our guidance, we may specify maximum prices, or the
manner in which prices are to be calculated, determined or otherwise regulated.®

7 Essential Services Commission, 2023 water price review: Guidance paper, 26 October 2021.

8 Essential Services Commission 2022, Yarra Valley Water draft decision, 2023 Water Price Review — commission's
consideration of legal requirements, 20 December. This is located on our website at www.esc.vic.gov.au

9 This is a requirement of the WIRO, clause 14(b).
0 This is provided for under the WIRO, clause 14(b)(i).

Our role and approach to water pricing
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Table 1.1 Matters businesses and the commission must have regard to

Economic efficiency and viability matters Industry/business specific matters Customer matters

e promotion of efficient use of prescribed e particular circumstances of the regulated e in performing its functions and exercising its
services by customers [cl 8(b)(i), WIRO] industry and the prescribed goods and powers, the objective of the Commission is to

e promotion of efficiency in regulated entities as services for which the determination is promote the long term interests of Victorian
well as efficiency in, and the financial viability being made [s. 33(3)(a), ESC Act] consumers [s. 8(1), ESC Act] without
of, the regulated water industry [cl 8(b)(ii), e return on assets in the regulated industry derogating from that objective. The
WIRQ] [s. 33(3)(c), ESC Act] Commission must in seeking to achieve the

e provision to regulated entities of incentives to e ensure that regulatory decision making and objective have regard to the price, quality and
pursue efficiency improvements [cl 8(b)(iii), regulatory processes have regard to any reliability of essential services [s. 8(2), ESC
WIRO] differences between the operating Act]

o efficiency in the industry and incentives for environments of regulated entities ¢ enable customers or potential customers of the
long term investment [s. 8A(1)(a), ESC Act] [s. 4C(b), WI Act] regulated entity to easily understand the prices

o efficient costs of producing or supplying charged by the regulated entity for prescribed
regulated goods or services and of complying services or the manner in which such prices
with relevant legislation and relevant health, are calculated, determined or otherwise
safety, environmental and social legislation regulated [cl 11(d)(i), WIRO]
applying to the regulated industry [s. 33(3)(b), e provide signals about the efficient costs of
ESC Act] providing prescribed services to customers

e financial viability of the industry [s. 8A(b)(1), (either collectively or to an individual customer
ESC Act] or class of customers) while avoiding price

shocks where possible [cl 11(d)(ii), WIRO]

¢ take into account the interests of customers of
the regulated entity, including low income and
vulnerable customers [cl 11(d)(iii), WIRO]

Continued next page



Table 1.1 (continued)

Benchmarking Health, safety and social obligations (0]{,1-1¢
e any relevant interstate and international ¢ the relevant health, safety, environmental ¢ the degree of, and scope for, competition
benchmarks for prices, costs and return on and social legislation applying to the industry within the industry, including countervailing
assets in comparable industries [s. 33(3)(d), [s 8A(1)(d), ESC Act] market power and information asymmetries
ESC Act] ¢ to ensure that regulatory decision making [s. 8A(1)(c), ESC Act]
has regard to the health, safety, e consistency in regulation between States and
environmental sustainability (including water on a national basis [s. 8A(1)(f), ESC Act]
conservation) and social obligations of ¢ the benefits and costs of regulation (including

regulated entities [s. 4C(c), WI Act]

externalities and the gains from competition
and efficiency) for—(i) consumers and users
of products or services (including low income
and vulnerable consumers) (ii) regulated
entities [s. 8A(1)(e), ESC Act]

wherever possible, to ensure that the costs of
regulation do not exceed the benefits

[s. 4C(a), WI Act]

Note: References in the table are to the Water Industry Regulatory Order 2014 (WIRO), the Essential Services Commission Act 2001 (ESC Act), and the Water Industry Act 1995

(WI Act).



1.4 PREMO

PREMO stands for Performance, Risk, Engagement, Management, and Outcomes. Each element
of PREMO is summarised in Box 1.1.

Box 1.1 PREMO

Water businesses must demonstrate their level of ambition in delivering value for money for
customers in their price submissions across the five PREMO elements:

e Performance — have the performance outcomes to which the business committed in the
previous regulatory period been met or exceeded?

e Risk — has the business sought to allocate risk to the party best positioned to manage that
risk? To what extent has the business accepted risk on behalf of its customers?

e Engagement — how effective was the business’s customer engagement to inform its price
submission?

¢ Management — is there a strong focus on efficiency? Are controllable costs increasing,
staying the same, or decreasing? Is the price submission succinct and free of material
errors?

o Outcomes — do proposed service outcomes represent an improvement, the status quo, or a
reduction of service standards?

First introduced at our 2018 water price review, the purpose of PREMO is to provide incentives for
water corporations to deliver outcomes most valued by customers. PREMO includes reputation

incentives, via the rating of price submissions as Leading (the highest available rating), Advanced,
Standard and Basic, depending on the level of ambition expressed by a water business in its price
submission. Financial incentives are provided by linking the return on equity to the PREMO rating.

A key priority under PREMO is to provide incentives for a water business to engage with
customers to understand their priorities and concerns and take these into account in forming its
proposals, as outlined in its price submission. These should be evidenced in price submissions by
linking the outcomes proposed with findings from a business’s engagement.

Our guidance specifies the way in which we expect water corporations to assess themselves by
reference to the PREMO elements.

Our PREMO framework rewards stronger customer value propositions in price submissions, and
an early draft decision is available for price submissions we can assess in a short timeframe.

Our role and approach to water pricing
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For the 2023 water price review, a water corporation’s ambition in terms of delivering customer
value is being assessed against all five elements of PREMO — Performance, Risk, Engagement,
Management and Outcomes. This is the first water price review where we are assessing the
Performance element of the PREMO framework. The Performance element assesses businesses
against their Outcomes and proposals from the previous price review (for our 2023 review, this
means proposals at the 2018 water price review). We did not assess the Performance element in
2018 because it was the first time that we had applied the PREMO framework and so we did not
have a set of approved Outcomes to inform our assessment.

Taking into account all five elements of PREMO, a water business must self-assess and propose a
rating for its price submission as ‘Leading’, ‘Advanced’, ‘Standard’ or ‘Basic’. Its proposed return on
equity will then reflect its proposed PREMO rating. A ‘Leading’ submission has the highest return
on equity, and a ‘Basic’ submission the lowest. We assess the self-rating and also assess the price
submission more broadly, including the water corporation’s justification for the proposed PREMO
rating, and form our own view of the appropriate rating. This process determines the PREMO
rating adopted and the return on equity reflected in the revenue requirement.

1.5 Early draft decisions

We may fast-track a price submission to an early draft and final decision if it provides
comprehensive and clear information in support of its proposals. We anticipate that final decisions
for fast-tracked price submissions will be made in May 2023 rather than June 2023.

We may release a fast-tracked draft decision in response to a price submission if:

¢ the price submission is sufficiently clear and comprehensive to facilitate our timely assessment
against the legal framework

¢ the price submission demonstrates that customer priorities and concerns have been identified
and taken into account

¢ any changes required to allow us to accept prices are relatively minor

e we accept the overall PREMO self-rating proposed by the water corporation.

1 Essential Services Commission, 2023 water price review: Guidance paper, pp. 41-46.

Our role and approach to water pricing
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2. Our assessment of Yarra Valley Water’s price
submission

We have made our draft decision on Yarra Valley Water’s price submission after considering:

e Yarra Valley Water’s price submission
e Yarra Valley Water’s responses to our queries
e our consultants’ reports

¢ written submissions from interested parties (a list of submissions is provided in Appendix A).

Any reports, submissions or correspondence provided to us that are material to our consideration
of Yarra Valley Water’s price submission are available on our website (to the extent the material is
not confidential).

Our guidance included matters water corporations must address in their price submissions. Yarra
Valley Water’s price submission addressed each of these matters. Our preliminary assessment of
these matters is provided in this draft decision.

We found Yarra Valley Water’s price submission presented clear and comprehensive information
to support its proposals. Yarra Valley Water also provided evidence that its engagement sought to
capture the main priorities and concerns of customers, and that it has taken this feedback into
account (see Section 3.1 on customer engagement).

For these reasons, we were able to form an early view that we accept most of Yarra Valley Water’s
proposals for our draft decision. We intend to explore some areas further in the lead up to our final
decision. However, we consider these do not involve matters that materially impact on customer
prices, or the outcomes proposed by Yarra Valley Water.

If consultation on our draft decision does not result in significant further review being required, we
intend to make a price determination for Yarra Valley Water in May 2023. If consultation, or our
ongoing assessment, causes us to form a view that significant further review is required, we may
defer our price determination for Yarra Valley Water until June 2023.

Unless otherwise noted, all financial values referred to in this draft decision paper are in $2022-23,
which means inflation is excluded.

Our assessment of Yarra Valley Water’s price submission
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Yarra Valley Water must submit a response to our draft decision and
provide an updated financial model by 10 March 2023 (via email to
water@esc.vic.gov.au). The response will be published on our website. We
also invite other interested parties to make a submission.

We intend to make a price determination for Yarra Valley Water in
May 2023.

2.1 Draft decision paper outline

This decision paper is structured around the steps we take to arrive at our price determination. In
summary, these steps are:

¢ determine the regulatory period (Section 2.2)

¢ confirm the customer outcomes and service levels that Yarra Valley Water has committed to
over the regulatory period (Chapter 3)

e establish Yarra Valley Water’s revenue requirement using a building block methodology
(Chapter 4)

¢ use demand forecasts and the form of price control to convert the revenue requirement to tariffs
and prices (Chapter 5).

Chapter 6 outlines our consideration of Yarra Valley Water’s financial position, which we have also
had regard to.

Chapter 7 outlines our assessment of Yarra Valley Water’s price submission under the PREMO
framework.

2.2 Regulatory period

Our draft decision is to approve a regulatory period of 5 years from 1 July 2023.

We are required to set the term of the regulatory period over which a water business’s price
determination will apply.'? Our guidance proposed that we set a 5-year regulatory period, but also
noted we were open to justified alternatives proposed in a price submission.'3

2 This is a requirement of the WIRO, clause 9.

3 For detail on the reasons for using 5 years as the default regulatory period, see: Essential Services Commission,
2023 water price review: Guidance paper, p. 18.

Our assessment of Yarra Valley Water’s price submission
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Yarra Valley Water proposed a regulatory period of 5 years. Accordingly, consistent with the
reasons outlined in our guidance, our draft decision proposes to set a regulatory period of 5 years.

Our assessment of Yarra Valley Water’s price submission
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3. Customer outcomes

The customer outcomes and value Yarra Valley Water plans to deliver over the regulatory period

are a key component of its price submission, confirming its commitments to customers,

underpinning its revenue requirement, and feeding in to its PREMO assessment.

This chapter:

examines Yarra Valley Water's engagement with its customers in preparing its price submission
reviews whether Yarra Valley Water has delivered on the outcomes it committed to for the
current regulatory period (2018-23) and examines the customer outcomes Yarra Valley Water
is committing to for the next regulatory period

outlines Yarra Valley Water’s proposed guaranteed service levels.

3.1 Customer engagement

Our guidance required Yarra Valley Water to engage with customers to inform its price submission.

Our guidance also identified principles to guide Yarra Valley Water's engagement.'

We consider Yarra Valley Water's engagement aligned with these principles in a number of ways:

Yarra Valley Water engaged early in its planning on proposals that were informed by more than
39,000 customer interactions since the previous price review in 2018.

It developed a wide range of engagement methods such as a citizens’ jury, willingness to pay
studies, workshops and panels. It engaged deeply, providing opportunities for external
stakeholders to set the context and direction of the overall engagement through co-design.
Yarra Valley Water tailored its engagement methods to the circumstances facing its customers,
including its First Nations customers and Traditional Owners who were involved in key stages of
the citizens’ jury.

It engaged using methods that were inclusive for customers more likely to experience
vulnerability, including youth, customers who are vision or hearing impaired, and customers who
are culturally and linguistically diverse.

It engaged on matters that influence services and prices, such as water and the environment,
water quality and reliability of services, bills and affordability, customer support and
communications, and water conservation.

4 Essential Services Commission, 2023 water price review: Guidance paper, p. 20.

Customer outcomes
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More detail on Yarra Valley Water's engagement is available in its price submission."™ A
submission from the Consumer Action Law Centre noted that it was pleased to see Yarra Valley
Water actively seek out the views of those communities not often captured in engagement
activities.'®

Actions taken by Yarra Valley Water in response to its citizens’ jury recommendations provide
evidence that its engagement influenced its proposals. For example, in its price submission, Yarra
Valley Water proposed:

e acknowledging Traditional Owners/Custodians on its bills'”

e developing a formal partnership agreement with Wurundjeri Woi Wurrung Cultural Heritage
Aboriginal Corporation as the Traditional Custodian/Owner of its service area, and developing
ongoing relationships and an advisory forum with Aboriginal communities to embed Caring for
Country in the way it delivers all its commitments to customers'®

e adapting its approach to digital meters to include accountability measures and targeted
communication on the timing, cost, and benefits of their introduction®

e improving communications to help further break down barriers that exist for some customers?°

o stewarding water conservation initiatives to deliver permanent reductions in customers’ water
use.?!

The influence of Yarra Valley Water's engagement on its proposals supports the objectives in our
pricing framework relating to efficiency and the interests of consumers.

Overall, our preliminary view is that Yarra Valley Water has designed and delivered a high-quality
engagement program and achieved strong customer and stakeholder influence on the proposals in
its submission.

We consider that Yarra Valley Water's engagement was highly representative of its diverse
customer base, and it used methods to ensure a deeper level of engagement, including through
the co-design of its engagement process. Examples included:

o stakeholders developing the central questions that guided the deliberations of the citizens’ jury

5 Yarra Valley Water’s price submission is available on our website at www.esc.vic.gov.au.

16 Consumer Action Law Centre, Initial Feedback: 2023-28 Water Price Review, 1 December 2022, p. 8.
7 Yarra Valley Water, 2023-28 Price Submission, September 2022, p. 41.

8 Yarra Valley Water, 2023-28 Price Submission, September 2022, p. 41.

9 Yarra Valley Water, 2023-28 Price Submission, September 2022, p. 187.

20 Yarra Valley Water, 2023—-28 Price Submission, September 2022, p. 12.

21 Yarra Valley Water, 2023-28 Price Submission, September 2022, p. 53.
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¢ the Aboriginal Community Working Group self-determining their role and scope for their
involvement in the citizens’ jury process

e providing translation services (including Auslan interpreters) and arranging methods to support
inclusive participation (such as mini-panels) to gain insights from people experiencing
vulnerability.

We also consider that Yarra Valley Water was adaptable, ensuring its engagement considered
changes in the customer environment. For example, in September 2022 it retested the results of its
May 2022 willingness to pay study given subsequent changes in the cost of living and community
concerns that were not present at the time of its first study.

We consider that Yarra Valley Water stepped up its engagement from an already high level in the
2018 price review and, based on the above, our draft decision is that we agree with its self-rating of
‘Leading’ for its price submission engagement.

See Chapter 7 for more detail on our PREMO assessment of Yarra Valley Water’s price
submission.

3.2 Outcomes

3.2.1 Performance against outcome commitments 2018-23

As part of our 2018 water price review, Yarra Valley Water established outcomes it would deliver to
its customers over the following 5 years. These outcomes were reflected in the prices we approved
for the period 1 July 2018 to 30 June 2023. Progress against these outcome commitments can
indicate whether customers got what they paid for.

A business’s price submission should account for its actual performance against its outcome
commitments for the current period, from 1 July 2018 to 30 June 2023.22

We consider Yarra Valley Water accounted for its annual performance in its price submission. We
note, like many other water businesses, Yarra Valley Water’s price submission did not include its
overall rating against each outcome for the period to date. In the absence of this information, we
have drawn on our 2021-22 Outcomes report for Yarra Valley Water’s period to date rating.?

Table 3.1 lists Yarra Valley Water's outcome commitments and includes its annual performance
results as reported in its price submission and in our 2021-22 Outcomes report.?* The information

22 Essential Services Commission, 2023 water price review: Guidance paper, 26 October 2021, p. 23.
23 Essential Services Commission, Yarra Valley Water's outcomes performance 2021-22, October 2022.

24 Yarra Valley Water, 2023 water price submission, September 2022, p. 19; Yarra Valley Water, 2023 water price
submission, Appendix A, 2018—-23 outcomes in review, September 2022, p. 119—-140; Essential Services
Commission, Yarra Valley Water's outcomes performance 2021-22, October 2022.
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in this table informs our assessment under the Performance element of PREMO, which is
discussed in Chapter 7.

Table 3.1 Business self-assessment of performance against Outcome commitments

Outcome 2018-19 2019-20 2020-21 2021-22 Period

Safe drinking water

Reliable water and sewerage services
Timely response and restoration

Fair access and assistance for all
Water availability and conservation
Modern flexible service

Care for and protect the environment

Note: Green = achieved target; Amber = close to achieving target; Red = failed to meet target. @ This is Yarra Valley
Water’s self-assessment of its performance across the first 4 years of the current regulatory period. Its performance
against outcome commitments in the final year of the current regulatory period (2022-23) will be published in our 2022-23
Outcomes Report.

Yarra Valley Water considers it achieved 21 of its 28 annual customer outcome targets

(75 per cent) over the first 4 years of the 2018-23 regulatory period, despite challenges due to the
coronavirus pandemic, extreme weather events and most recently economic and geopolitical
uncertainty. It also noted customer bills in 2022-23 are lower than they were in 2017-18, in both
real and nominal terms.?5

Yarra Valley Water has failed to meet its ‘water availability and conservation’ outcome for the
period to date. In its price submission, Yarra Valley Water noted that it set targets that reflect its
customers’ expectations to achieve ongoing efficiencies to help save water for the future. The
measure comprises the water it buys from Melbourne Water, the water its customers use, water
used for firefighting, and water lost due to bursts, and system and pipe leakage. Yarra Valley
Water considered it set itself ambitious targets for the period, and although it did not meet these, it
did see a decrease in water use.?

In its price submission, Yarra Valley Water outlined how it addressed shortfalls in performance.
Although Yarra Valley Water failed to meet some targets, it has returned the equivalent of
$10.5 million to its customers through setting prices lower than approved maximum prices, and

25 Yarra Valley Water, 2023 water price submission, September 2022, p. 18.
26 Yarra Valley Water, 2023 water price submission, September 2022, pp. 132-133.
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anticipates returning another $1.5 million through its 2023-24 prices.?” This level of accountability
for underperformance stands out compared to the other water businesses and demonstrates Yarra
Valley Water’'s commitment to providing value to its customers.

In the current regulatory period, Yarra Valley Water demonstrated ownership of its performance by
promptly reporting its annual performance results prominently on the homepage of its website, and
via bill inserts. We also consider its self-assessments for the four reporting years were reasonable
and well explained.

Our draft decision is that we agree with Yarra Valley Water’s self-assessment that it has, overall,
met its outcome commitments for the period to date.

3.2.2 Outcome commitments for 2023-28

Yarra Valley Water engaged with its customers to refine its outcome commitments for the period
from 1 July 2023 to 30 June 2028. It has established six customer outcomes it proposes to deliver:

e Safe and pleasant drinking water

¢ Reliable water and sewerage services
e Timely response and repair

¢ Service that meets everyone’s needs
e Saving water for the future

e Looking after our natural environment.?

Informed by its engagement, it will embed Caring for Country in all decisions, including its
approach to delivering on its commitments and targets.

Some of the specific targets that Yarra Valley Water has set include meeting 100 per cent of its
energy requirements from renewables and achieving zero net carbon emissions by 2025,
underpinned by its Climate Resilience Plan.?® Summarised in its price submission, this Plan sets
out Yarra Valley Water’s approach to meeting its renewable energy and emissions targets, and its
broader response to climate change including asset resilience and water conservation.® The Plan
accounts for a proposed investment of $134 million over the 2023-28 regulatory period, across a
range of initiatives.

27 Yarra Valley Water, 2023 water price submission, September 2022, p. 19.
28 Yarra Valley Water, 2023 water price submission, September 2022, p. 37-56.
2% The Plan is referenced and linked at page 66 of its price submission.

30 Yarra Valley Water has taken into account water conservation and efficiency measures, and a long-term horizon for
managing the impacts of climate change; matters noted in a submission by the Concerned Waterways Alliance
(Concerned Waterways Alliance submission to the Essential Services Commission Water Price Review 2023).
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Yarra Valley Water will also establish new measures for customer satisfaction with the quality of its
drinking water, and invest in alternative water supplies including new recycled water plants and
transfer systems (with a forecast capital cost of around $240 million) to help it meet targets for
recycled water use in designated areas.

3.2.3 Our assessment of measures and targets

Yarra Valley Water proposed a set of 17 measures and targets that it will use to report on its
performance across the 6 outcomes. These are set out on pages 42 to 56 of its price submission.
Performance against these measures will inform our assessment during future price reviews.

We have assessed Yarra Valley Water’'s proposed measures against the criteria set out in our
guidance which states that proposed output measures for each outcome must:

e be relevant to, or be a reasonable proxy for, the delivery of the outcome they represent
e be measurable

e be clearly defined and unambiguous

e be easy for customers to understand

¢ have performance targets listed for each year of the regulatory period.3'

Evidence provided by Yarra Valley Water demonstrates that these measures and targets were
developed in consultation with its customers, and that they are supported by its customers.3? We
received a submission on Yarra Valley Water’s outcomes, which stated they appear reasonable.33

Generally, we consider Yarra Valley Water's measures and targets will provide a sound basis to
track performance and delivery against each outcome. However, in our assessment we have
identified that 10 of 17 measures are considered ambiguous or not clearly defined.

We will provide Yarra Valley Water with our standard Outcomes Submission Template to complete
and submit with its response to this draft decision. We will work with the business to ensure the
final set of measures addresses the above matters and complies with our guidance requirements.

Yarra Valley Water’s proposed targets for its outcome measures suggest an overall improvement
in customer value. In our preliminary view, of the 17 output targets:

e 7 indicate an increase in customer value, either improving on past performance or improving
across the 2023-28 regulatory period

e 8 suggest current customer value is maintained

31 Essential Services Commission, 2023 water price review: Guidance paper, 26 October 2021, p. 23.
%2 Yarra Valley Water, 2023 water price submission, Appendix B PREMO Assessment, September 2022, p. 172-179.

33 Anonymous, submission to the Essential Services Commission on Yarra Valley Water's 2023 price submission,
10 October 2022.
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¢ none indicate a decrease in customer value

e 1is unclear in how customer value changes.

Yarra Valley Water has committed to reporting annually to customers on how it has performed
against its outcome commitments. It will continue to communicate performance through
established channels, including bill inserts and via the homepage on the Yarra Valley Water
website. In addition, it is proposing to seek recommendations annually from its Community
Advisory Group, or another similar group of customer representatives, on whether it achieved each
outcome. This process will be used to inform the Yarra Valley Water board’s decision on any
community rebate amounts returned to customers and the community.34

Our draft decision is to accept Yarra Valley Water’s self-assessment of ‘Advanced’ for the

Outcome element of PREMO, which is discussed further in Chapter 7.

3.3 Guaranteed service levels

Our draft decision is to accept Yarra Valley Water's guaranteed service level scheme.

Guaranteed service levels define a water corporation’s commitment to deliver a specified level of
service. For each guaranteed service level, typically a water business commits to a payment or a
rebate on bills to those who have received a level of service below the guaranteed level.

Yarra Valley Water’s proposed guaranteed service levels are set out on pages 61 and 62 of its
price submission as well as in additional information submitted on 30 November 2022.3%

For the guaranteed service levels currently in place, it proposed no changes, based on feedback
from representatives of its 2017 and 2022 citizens’ juries that they continue to reflect the level of
service customers expect.

With the support of its customers, it has proposed a new guaranteed service level for water quality
events. When water quality advisories are issued it proposes a community rebate of:

e $5,000 for small, localised events impacting less than 50 customers

e $10,000 for each affected postcode for advisories that affect more than 50 customers.

Yarra Valley Water advised its proposal for a new guaranteed service level and rebate focused on
water quality has also been developed in consultation with South East Water, Greater Western

34 Yarra Valley Water, 2023 water price submission, September 2022, p. 59.
35 Yarra Valley Water, Additional information on 2023 water price submission: Water quality GSL, 30 November 2022.
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Water and Melbourne Water. This is with the aim of achieving consistency for customers affected
by system wide events that could impact different parts of Melbourne.

Yarra Valley Water advised it is still developing protocols for when and how these rebates are
applied.

We propose to accept Yarra Valley Water’s proposed guaranteed service levels, on the basis that
they have been agreed with customers during its engagement. Final guaranteed service levels and
rebates will be subject to our consideration of any feedback following the release of our draft
decision, and further information on Yarra Valley Water’s proposal for a new guaranteed service
level focused on water quality and protocols for when rebates would apply.

Guaranteed service level schemes are approved in our water industry standards. Accordingly, in
early 2023-24, we will update the standards to reflect the guaranteed service levels published in
our final decision.
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4. Revenue requirement

The revenue requirement is the forecast amount a water corporation needs to deliver on customer
outcomes, government policy, and obligations monitored by technical regulators including the
Environment Protection Authority Victoria and the Department of Health.3¢ Along with forecast
demand, it is an input to calculating prices.

We have used a building block methodology to establish the revenue requirement. This chapter
outlines our assessment of Yarra Valley Water’s revenue requirement based on the following
steps:

¢ establish an efficient benchmark level of forecast operating expenditure for the next regulatory
period (Section 4.1)

o establish an efficient benchmark level of forecast capital expenditure for the next regulatory
period (Section 4.2)

o roll-forward the regulatory asset base (Section 4.3)

o apply a rate of return to the regulatory asset base, calculated using:

— a benchmark cost of debt estimated using a 10-year trailing average approach (Section
4.4.1)

— a benchmark return on equity value determined by Yarra Valley Water's PREMO rating
(Section 4.4.2)

e establish a return of capital through a regulatory depreciation allowance (Section 4.5)

establish a benchmark tax allowance (Section 4.6).

Our draft decision is to approve a revenue requirement of $4,891.0 million. This is subject to
our ongoing review of Yarra Valley Water’'s proposed new customer contributions and revenue
from customer contributions.

Yarra Valley Water proposed a revenue requirement of $4,894.9 million over a 5-year period
starting 1 July 2023. Our draft decision reflects our assessment of each element of the revenue
requirement, including forecast operating and capital expenditure. Our draft decision approves a
revenue requirement of $4,891.0 million (Table 4.1). This reflects our preliminary views on the

3 We met with officers of the Department of Environment, Land, Water and Planning, the Department of Health, and
the Environment Protection Authority Victoria, to discuss their expectations of Yarra Valley Water in the regulatory
period from 1 July 2023. We had regard to their views in arriving at our draft decision.
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prudency and efficiency of proposed operating and capital expenditure, which our draft decision
proposes to accept without adjustment (Sections 4.1 and 4.2).

The very minor difference (-0.08%) between our draft decision and Yarra Valley Water’s
submission is accounted for by the incorrect treatment of rebate amounts (related to the return of
money to customers for not meeting performance targets) included in its original pricing model and
submission (which impacts ‘adjustments from last period’ in Table 4.1).

Table 4.1 Draft decision on Yarra Valley Water’s revenue requirement
$ million 2022-23

2023-24 | 2024-25 2025-26  2026-27  2027-28

Operating expenditure 709.1 700.8 701.3 689.1 686.9 3,487 .1
Return on assets 141.8 133.4 134.2 135.3 136.3 680.9
Regulatory 135.7 127.3 126.3 133.3 137.4 660.0
depreciation

Adjustments from last -1.7 = = - - -1.7
period?

Tax allowance 13.6 12.1 11.9 13.1 13.8 64.6
Draft decision — 998.5 973.6 973.7 970.7 974.5 4,891.0

revenue requirement

Note: Numbers have been rounded. 2 This adjustment relates to the return of money to customers due to the non-
achievement of one performance target. Yarra Valley Water initially incorrectly entered the adjustment as a positive
amount in its financial model. We corrected the adjustment, which resulted in a slight reduction to the revenue
requirement that it had included in its price submission and financial model for 2023-24. This change also resulted in a
slight reduction in the tax allowance for 2023-24.

There are some areas we will continue to assess in the lead up to our final decision. These are:

¢ revenue from customer contributions (Section 4.3.2.1)

e new customer contributions (Section 5.4).

Our final decision on Yarra Valley Water’s revenue requirement will be based on the latest
available information. It will also reflect our ongoing review of the matters noted above. Yarra
Valley Water must also update its revenue requirement and prices to reflect our updates to
estimates for the cost of debt and inflation, which we will advise in April 2023.

There may be changes in laws or government policy before we make a price determination. If any
such changes occur between the draft decision and the price determination that impact on its
forecast costs and the revenue requirement, Yarra Valley Water should update its price submission
and provide us with an updated financial model. It also should notify us of any material changes
that impact its forecast costs, revenue requirement or prices (including demand). Any updates to its
submission or pricing model will be made publicly available on our website.
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4.1 Operating expenditure
Our draft decision is to accept Yarra Valley Water's forecast operating expenditure.

Operating expenditure is a component of the revenue requirement. Yarra Valley Water’s price
submission provides detail on its forecast operating expenditure on pages 73 to 77 and 246 to 253.

We assess both:

¢ controllable operating expenditure — comprising all costs that can be directly or indirectly
influenced by a water corporation’s decisions

¢ non-controllable operating expenditure — comprising all costs that cannot be dire