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Executive summary

We were directed to assess irrigation prices for 2027-28 and 2028-29 using a regulatory asset base
(RAB) approach, as an interim step ahead of the next full price review. This review will inform the
government'’s decision on irrigation prices that will apply from 1 July 2027.

Both the renewals annuity approach, which is currently used, and the RAB approach are designed to
recover the costs of refurbishing and replacing irrigation assets over time. However, they differ in
when costs are recovered and the extent to which they rely on long-term renewals forecasts. In
broad terms, the renewals annuity approach smooths the recovery of forecast renewals expenditure
over a long-term planning period, while the RAB approach aligns cost recovery more closely with
actual works delivered and the period over which customers benefit from renewed assets. These
differences have implications for incentives, risk allocation, price stability and the allocation of costs
between customer cohorts over time.

Stakeholder feedback highlighted a range of views, particularly on price stability and long-term
outcomes under a RAB approach. This feedback has informed both our assessment and the design
of transition arrangements.

RAB-based prices are lower in the short term but increase in later
years

RAB-based prices are generally lower over the next two years because recovery of renewals capex
begins when expenditure is expected to occur. However, RAB-based prices increase as further
capex is added to the RAB and recovered over time. By contrast, annuity-based prices are generally
higher in the near term because they include an upfront contribution towards forecast renewals
expenditure, with the differences between the two approaches narrowing over time.

Our recommended prices under the annuity and RAB approaches for each tariff group are set out in
Appendix D and Appendix E, respectively.

Our modelling indicates that long-term prices are broadly aligned overall, but outcomes vary across
tariff groups. While RAB-based prices for most tariff groups are within 5% of annuity-based prices in
the representative long-term year (2056-57), a material number fall outside this range. For these
groups, RAB-based prices may be higher or lower than under the annuity approach, reflecting
scheme-specific factors rather than a uniform impact.

These results should be interpreted with caution. They depend on long-term expenditure forecasts
that will change over time and do not account for potential behavioural changes under each
approach.

Overall, our modelling indicates that the differences between the approaches primarily reflect the
timing of cost recovery, given the same underlying renewals expenditure assumptions.

Neither approach has a clear advantage across all dimensions

The relative merits of the RAB and annuity approaches depend on factors including the reliability of
renewals forecasts, the profile of renewals expenditure over time and transition arrangements.
Neither approach has a clear advantage across all dimensions.

The RAB approach links revenue more closely to delivered and efficient expenditure, so
expenditure that is delayed, rescoped, not delivered or not approved for recovery has a more
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immediate effect on revenues, strengthening incentives for cost control and investment delivery. A
RAB approach is also more likely to allocate risk efficiently where long-term renewals forecasts are
materially uncertain, by placing more financing and delivery risk with the business while reducing
customers’ exposure to forecast risk.

Both approaches can support price target stability, while differences in longer-term pricing
outcomes largely reflect the timing of cost recovery. An annuity approach can support stable price
targets where renewals expenditure remains broadly stable and long-term forecasts are reasonably
reliable. A RAB approach is less sensitive to long-term forecast uncertainty, but price targets can be
more sensitive to lumpy expenditure, particularly during the transition if the RAB is relatively low.

The approaches also have different implications for intergenerational equity, transparency and
accountability. Where renewals expenditure remains reasonably stable and long-term renewals
forecasts are reasonably reliable, the annuity approach can spread costs more evenly across
customer cohorts. The RAB approach aligns cost recovery more closely with the period over which
renewed assets provide benefits, although this alignment may be less direct during transition. The
annuity approach provides visibility of planned expenditure and expected price paths, while the
RAB approach provides a clearer link between delivered works and future revenue.

The transition settings moderate short-term price impacts

We have adopted a pragmatic approach to implementing the RAB framework for this interim
review, reflecting data limitations and the constrained timeframe.

Key inputs have been applied on an interim basis. We have used Sunwater's proposed
categorisation of renewals expenditure between capex and opex, as well as its asset life
assumptions, noting that both will require further review and validation if a RAB approach is
implemented at the next full price review. Consistent with Sunwater’s proposal, we have set the
initial RAB at 1 July 2027 using closing annuity balances at 30 June 2027.

Using these inputs, we have assessed the impact of transitioning to a RAB approach on cost-
reflective fixed price targets, noting that volumetric price targets remain unchanged.

To moderate price impacts at the point of transition, we have applied tailored depreciation periods
for initial RABs for schemes with negative annuity balances. This limits the differences between RAB-
based and annuity-based fixed price targets in 2027-28 and helps reduce divergence in subsequent
periods.

Sunwater’s customer engagement was adequate but could be
improved

Overall, Sunwater’'s engagement approach was reasonable in terms of structure and broadly
appropriate in scope, although we identified some limitations in the information provided on long-

term and scheme-specific impacts. It focused on explaining the proposed transition and seeking
feedback on key issues.

However, the engagement provides limited assurance that customers had a well-informed
understanding of the pricing impacts and trade-offs associated with the transition, or that customer
feedback meaningfully informed the design of transition options.

Next step

We provided our final reports to the government on 30 September 2026. This review will inform the
government's decision on irrigation prices that will apply from 1 July 2027.
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1 Overview

We have been directed to investigate and report on appropriate prices for the irrigation services
provided by Sunwater and Seqwater (the businesses) using a regulatory asset base (RAB) approach.
The review is being conducted under a direction notice issued by the Minister for Finance, Trade,
Employment and Training under section 10(g) of the Queensland Competition Authority Act 1997
(the QCA Act).!

1.1 Background

We recently completed a review of the businesses’ irrigation pricing practices and recommended
irrigation prices to apply for the 4-year period from 1 July 2025 to 30 June 2029 (the 2025 review).?
Consistent with previous reviews, our recommended prices reflected the application of the annuity
approach to determine an allowance for renewals expenditure.

Following consideration of our recommendations, the Queensland Government decided to set
prices for a 2-year period from 1 July 2025 to 30 June 2027 based on our recommendations, but
with a 15% discount for eligible customers.? Prices were set for a shorter period to allow time for this
review to be undertaken and for advice to be provided to the government on appropriate prices
under a RAB approach. The advice will inform the government’s decision on prices that will apply
from 1 July 2027.4

1.2 What we have been directed to do

In accordance with the direction, we are required to:

o assess the relative merits of the RAB and annuity approaches to developing irrigation prices

o recommend irrigation prices for 2027-28 and 2028-29 using both the RAB and annuity
approaches

o report on the results of a comparison between recommended RAB-based and annuity-based

prices, as well as between the corresponding price targets, for 2027-28 and 2028-29.°

The prices in this review are to be based on allowable costs that reflect our position for 2027-28 and
2028-29 in the 2025 review, subject to the adjustments required by the direction, including those
associated with applying a RAB approach.®

1.3 Our approach

Given that a comprehensive review of irrigation prices was recently completed, this interim review
focuses on the practical considerations associated with transitioning from the existing renewals
annuity approach to a RAB approach, including the treatment of renewals expenditure and related
implementation and transition matters.

" The direction is available on our website at Review of RAB-based irrigation prices 2027-29.

2 Information about that review is available on our website at [rrigation price investigation 2025-29.

3 Queensland Government, Gazette, vol 399, no 33, 13 June 2025, pp 266-270.

4 Queensland Government, Seqwater and Sunwater irrigation pricing, Business Queensland website, accessed 17 April 2026.
> Direction, para. C(1.1)(c).

% See the direction, section A, definitions of ‘RAB-based Prices’, ‘Annuity-based Prices’, ‘Price Target' and ‘Allowable Costs'.
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14 Consultation process and timetable

Our consultation process formally began when the businesses submitted their proposals at the end
of February 2026. We consulted with stakeholders in two stages — after the businesses submitted
their proposals and after we released our draft reports. At each stage, we held stakeholder
workshops and invited written submissions. We provide details of the two rounds of workshops we
conducted and a list of the submissions we received during our review in Appendix A.

We appreciate the valuable contribution that stakeholders have made to our review. In preparing
this final report, we have carefully considered all comments and feedback provided at workshops
and in submissions.

Our review concluded with the delivery of our final reports to the government on 30 September
2026.

Figure 1: Review timeframe
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2 Relative merits of the approaches

This chapter explains how each approach recovers renewals costs and assesses their relative
strengths and weaknesses, drawing on stakeholder feedback.

2.1 How each approach recovers renewals costs

The renewals annuity and RAB approaches recover the cost of refurbishing and replacing irrigation
assets over time. However, they differ in:

o when costs are recovered

o how much they rely on long-term renewals forecasts.
In broad terms:

o the renewals annuity approach smooths the recovery of forecast renewals costs over a long-
term planning period

o the RAB approach aligns cost recovery more closely with actual works delivered and the
period over which customers benefit from renewed assets.

2.1.1 Key features of each approach

Renewals annuity approach

How the approach works

Under the renewals annuity approach, forecast renewals expenditure is recovered through a
smoothed annual allowance calculated over a long-term planning period. For Sunwater’s irrigation
pricing, a 30-year planning period is used.’

Forecast renewals expenditure includes costs associated with asset refurbishment, asset
replacement, and major periodic maintenance. Smoothing the recovery of these costs over time is
intended to limit significant price fluctuations associated with lumpy expenditure.

In previous price reviews, a rolling annuity approach has been used. This means that the annuity is
recalculated in each year of the price path period to reflect:

o the opening annuity balance for that year

o forecasts of renewals expenditure over the next 30 years.

The allowed rate of return is reflected in the annuity calculation, including in the financing cost or
benefit associated with negative or positive opening annuity balances.

The allowance applied in each year is the first-year annuity from that year's calculation.

How updated information is reflected

The annuity approach relies on long-term renewals expenditure being reasonably stable and
predictable so that it can be forecast with a reasonable degree of accuracy.

7 In theory, a renewals annuity should be calculated over a term equivalent to the longest-life asset in the asset base.
However, the reliability of expenditure forecasts will generally decrease over longer timeframes.
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In practice, actual prudent and efficient expenditure may differ from forecasts, and longer-term
forecasts may change. When this occurs:

o differences between forecast and actual prudent and efficient expenditure are incorporated
into the opening annuity balance for the first year of the next price review
o updates to longer-term forecasts are reflected in the recalculated annuity allowance.

As a result, adjustments to reflect updated information are generally incorporated at the next price
review, and their impact is spread over the 30-year planning period, rather than being reflected
immediately in price targets.

Regulatory asset base (RAB) approach

How the approach works

Under a RAB approach, renewals expenditure is recovered differently based on whether it is
categorised as capital expenditure (capex) or operating expenditure (opex).

Capex, such as expenditure on asset refurbishment or asset replacement, is:

o funded by the business when required

o added to the RAB when it is expected to be incurred, subject to assessment of prudency and
efficiency

o recovered over time through:

- a return on capital, calculated by applying the allowed rate of return to the RAB
- a return of capital, through depreciation over the useful life of the asset.

Opex, such as minor periodic maintenance expenditure, is expensed and recovered in the year it is
incurred.®

How updated information is reflected

The RAB approach relies less on long-term renewals forecasts than the annuity approach, because
only costs expected to occur over the price path period are reflected in price targets for that period.

In practice, actual prudent and efficient expenditure may differ from forecasts. When this occurs:

o the RAB is updated at the next price review to reflect actual prudent and efficient capex

o adjustments are made for previous over- or under-recovery of capital-related allowance.

As a result, adjustments to reflect updated information are generally dealt with more directly at the
next price review, rather than being smoothed over the 30-year planning period.

2.1.2 Rate of return

The rate of return is a key input to the calculation of price targets under both the RAB and renewals
annuity approaches. The rate of return generally applied is the weighted average cost of capital
(WACC). Under the annuity approach, the WACC is used in calculating the annual annuity allowance
and in the treatment of annuity balances. Under a RAB approach, itis used to determine the return
on the RAB included in price targets.

8 Under the annuity approach, any renewals expenditure classified as opex is generally included in the renewals expenditure
forecast and recovered through the annuity allowance.
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Some stakeholders expressed concern that the rate of return would represent an additional cost
component under a RAB approach.? A stakeholder noted that schemes with positive annuity
balances currently benefit from the treatment of those balances under the annuity approach and
was concerned that this benefit would not be available under a RAB approach.

We note that the rate of return is taken into account under both the RAB and annuity approaches,
although through different mechanisms. Under a RAB approach, the rate of return is used in
calculating an explicit return on capital allowance. Under an annuity approach, the rate of return is
used in calculating annuity allowances and is also applied to annuity balances. Depending on
whether an annuity balance is positive or negative, this can reduce or increase future renewals
allowances. Accordingly, while the effect of the rate of return is more explicit under a RAB approach,
the rate of return is incorporated into the calculation of price targets under both approaches.

Several stakeholders raised concerns that including a return on capital under a RAB approach would
be inconsistent with lower bound pricing principles. They said that the definition of lower bound
pricing in Queensland has evolved over time, stating that the definition used in the 2020 review
differed from previous definitions as it excluded only a return on pre-2000 assets and therefore
allowed a return on post-2000 capex, including renewals. These stakeholders considered that the
annuity approach more closely aligns with lower bound pricing under the National Water Initiative."
Some stakeholders said that any departure from that framework should be supported by clear
policy justification and evidence of improved customer outcomes.'?

We do not consider that our 2020 review report changed the definition of lower bound pricing. In
that report, we referred to lower bound prices ‘as previously defined by the government’, stating
that these recover the prudent and efficient costs of operating, maintaining, administering and
renewing each scheme, while excluding certain costs, such as a return on and of existing assets (as
at 1 July 2000). This reflected the treatment of the initial asset base in the referral notice for that
review. The definition of allowable costs, including any linkage between those costs and the lower-
bound pricing framework, is a matter for the government.

In addition to concerns about the inclusion of a return on capital under a RAB approach, some
stakeholders raised concerns about the level of the rate of return applied, stating that the WACC or
benchmark cost of debt may exceed the water business’s actual borrowing costs. They argued that
this could result in irrigators paying more than the business’s financing costs.™

In previous irrigation price reviews, we derived cost-reflective price targets for irrigation services
provided through monopoly business activities. While the water businesses do not operate in a
competitive market, we assess the rate of return by reference to the efficient cost of financing a
benchmark business facing similar risks, rather than the business’s actual borrowing costs. This
recognises that the cost of capital reflects the opportunity cost of funds, irrespective of public
ownership or a business’s actual borrowing arrangements.

? Burdekin River Irrigation Area (BRIA) Irrigators, sub 7, pp 3-4 and sub 22, p 3; QCA, Review of RAB-based irrigation prices
2027-29, Clare workshop — summary of issues raised, July 2026; QCA, Review of RAB-based irrigation prices 2027-29,
Gatton workshop — summary of issues raised, July 2026.

19 BRIA Irrigators, sub 22, p 3.

" Avocados Australia, sub 3, pp 1, 3; Brooklet Farms, sub 4, p 2; Bundaberg Fruit and Vegetable Growers (BFVG), sub 5, p 3;
Bundaberg Regional Irrigators Group (BRIG), sub 6, pp 2, 4 and sub 21, p 2; BRIA Irrigators, sub 7, pp 1-2; Canegrowers,
sub 8, pp 1-2; Central Downs Irrigators, sub 10, p 1; Cotton Australia, sub 12, pp 3-4, 6 and sub 25, p 5; Lockyer Water
Users Forum, sub 16, p 1; Queensland Cane Agriculture and Renewables (QCAR), sub 18, p 4; Queensland Farmers’
Federation (QFF), sub 19, pp 2-6 and attachment (Highlander Consulting report), pp 6-15, 55-57, and sub 28, p 4; Turf
Queensland, sub 29, p 1.

12 Canegrowers, sub 23, p 2; Cotton Australia, sub 25, p 5; QFF, sub 28, pp 7-8.

3 Avocados Australia, sub 3, p 1; Brooklet Farms, sub 4, p 2; BRIG, sub 6, p 2; Canegrowers, sub 8, p 2; Eton Irrigation Co-
operative Ltd (EICL), sub 13, pp 3, 8; Pioneer Valley Water Co-operative Limited, sub 17, p 1.
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We do not consider it appropriate to set the rate of return below this benchmark, as our role is to
estimate cost-reflective price targets. Setting the rate below the benchmark would mean prices are
below cost-reflective levels and would be equivalent to providing an implicit subsidy. Whether
irrigation services should be subsidised is a matter for the government.

2.2 Consideration of stakeholder modelling in our
assessment

We considered modelling undertaken by Highlander Consulting (submitted with the Queensland
Farmers’ Federation (QFF) submission) and Eton Irrigation Co-operative Ltd (EICL) when assessing
the relative merits of the renewals annuity and RAB approaches.

The Highlander Consulting model compares modelled renewals allowances under the annuity and
RAB approaches over the long term, as well as the resulting price targets under each approach,
using a broadly consistent set of inputs and assumptions. This provides a stylised comparison of
how the approaches recover costs over time. On this basis, the results show that annuity-based price
targets remain relatively stable over time, while RAB-based price targets start lower but increase
over time and exceed annuity-based price targets in later years. Overall, the present value of costs is
broadly similar under both approaches.

We consider this modelling useful for illustrating key conceptual differences between the
approaches and for understanding stakeholder perspectives. However, as explained in Appendix B,
the model has several limitations, including that it:

o assumes historical renewals were known in advance and therefore does not capture forecast
risk or the adjustments that occur in practice

o uses alternative calculation methodologies for the annuity and RAB approaches, which affect
the timing of cost recovery compared with our adopted approaches

o is likely to materially understate renewals forecasts beyond 2057-58, thereby reducing
forecast annuity allowances in later years of the assessment.

EICL's modelling for the Eton water supply scheme addresses some limitations of the Highlander
modelling. However, it also has methodological differences and limitations, including that it:

o relies on an average of nominal capex data to estimate forecast capex beyond 2057-58
o models outcomes over a very long period, increasing the effect of the underlying assumptions
on the results.

These limitations can materially affect the level and variability of price targets over time.

We have therefore used stakeholder modelling to inform our understanding of stakeholder views
and to illustrate how the annuity and RAB approaches differ in principle, but we have not relied on it
to draw firm conclusions about the relative merits of the approaches. Our assessment is based on
the broader regulatory framework and the evidence set out in this report, with the modelling
providing supporting context only.

2.3 Relative strengths and weaknesses of the
approaches

The choice between using the renewals annuity approach or the RAB approach to recover renewals
expenditure has implications for:
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o investment incentives faced by the business

o the allocation of risk between the business and customers

o longer-term pricing outcomes and the stability of price targets over time

o the profile of cost recovery across customer cohorts (intergenerational equity)
o transparency, accountability and simplicity.

Several stakeholders considered that a compelling case for moving from the annuity approach to a
RAB approach had not been established. They pointed to the absence of a clear case that a RAB
approach would deliver better outcomes for irrigation customers, the risks associated with
transitioning to a new framework, and concerns that important supporting arrangements and
safeguards would require further development. We note that our role is not to recommend whether
a RAB approach should be adopted, but to assess the relative merits of the two approaches and
recommend prices under both approaches. We have considered these submissions in assessing the
relative strengths and weaknesses of the approaches in this section and in our consideration of
practical implications in Chapter 4.

Some stakeholders said that the review highlighted opportunities to strengthen governance, asset
planning, customer engagement and expenditure oversight, and considered these matters more
important than changes to the pricing approach.’ We recognise the importance of these issues. In
the 2025 review, we identified opportunities for Sunwater to strengthen its asset planning, asset
management and expenditure reporting practices.’ We continue to expect progress in these areas,
including through implementation of the findings from that review and ongoing engagement with
customers in advance of the next full price review.

Overall, we consider that the relative merits of the RAB and annuity approaches depend on factors
including the reliability of renewals expenditure forecasts, the profile of renewals expenditure over
time and transitional arrangements.

Long-term renewals forecasts are inherently uncertain, particularly in relation to the timing, scope
and cost of expenditure. The annuity approach is therefore more sensitive to forecast uncertainty, as
it relies on long-term renewals expenditure forecasts to determine price targets and allocate costs
between customer cohorts. However, where renewals expenditure needs are broadly stable and
long-term renewals forecasts are reasonably reliable, the annuity approach can support stable price
targets and smooth the recovery of costs across customer cohorts. By contrast, a RAB approach links
cost recovery more closely to actual investment outcomes and is therefore less sensitive to forecast
uncertainty. However, RAB-based price targets can be more sensitive to the lumpiness of the near-
term renewals expenditure profile, particularly during transition when the RAB may be relatively low.

Neither approach has a clear advantage across all dimensions. However, a RAB approach is likely to
provide stronger incentives for efficient investment through its closer link between revenue and
delivered expenditure. Our assessment is summarised in Box 1.

" BRIG, sub 21, p 2; BRIA Irrigators, sub 22, p 2; Canegrowers, sub 23, pp 1-2, 5; Central Highlands Cotton Growers and
Irrigators Association (CHCGIA), sub 24, pp 3-6; Cotton Australia, sub 25, pp 3, 5-6; QFF, sub 28, pp 5-9.

15> Canegrowers, sub 23, p 4; CHCGIA, sub 24, p 6; Cotton Australia, sub 25, p 6; QFF, sub 28, pp 5-8; Turf Queensland, sub
29, p 1.

' QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 72-75.
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Box 1: Summary of relative merits

Incentives for efficient investment are likely to be stronger under the RAB
approach. The RAB approach links revenue more closely to delivered expenditure,
so expenditure that is delayed, rescoped, not delivered or not approved for recovery
has a more immediate effect on revenues, which strengthens incentives for cost
control and investment delivery.

Risks are likely to be allocated more efficiently under the RAB approach where
long-term renewals forecasts are materially uncertain. In these circumstances, the
RAB approach allocates more financing and delivery risk to the business (where it can
be better managed), while reducing customers’ exposure to forecast risk.

Both approaches can support price target stability, while differences in longer-
term pricing outcomes largely reflect the timing of cost recovery. An annuity
approach can support stable price targets where renewals expenditure remains
broadly stable and long-term renewals forecasts are reasonably reliable. A RAB
approach is less sensitive to long-term forecast uncertainty, but price targets can be
more sensitive to large or lumpy expenditure, particularly during transition if the RAB
is relatively low.

The approaches have different implications for intergenerational equity. Where
renewals expenditure remains broadly stable and long-term renewals forecasts are
reasonably reliable, the annuity approach can spread costs more evenly across
different customer cohorts. The RAB approach aligns cost recovery more closely with
the service life of renewed assets and the period over which customers benefit from
those assets, although this alignment may be less direct during transition.

The approaches provide different forms of transparency and accountability. The
annuity approach can provide visibility of planned expenditure and expected price
target paths. The RAB approach can provide a clearer link between delivered works
and future revenue.

2.3.1 Incentives for efficient investment

A RAB approach is likely to provide stronger incentives for efficient investment by linking revenue
more closely to delivered expenditure, so that adjustments for inefficient outcomes have a more
immediate effect on revenues. However, under either approach, the strength of investment
incentives will also continue to depend on the regulatory framework, including setting an efficient
cost of capital and assessing the prudency and efficiency of proposed and delivered renewals
capex.

Box 2 explains the linkage between project delivery and revenue under each approach.
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Box 2: Link between delivered projects and
revenue

Under the annuity approach, the business’s revenue is based on a smoothed annual

allowance across the forecast renewals program. This means that:

forecast renewals are reflected in price targets before they are delivered,
including those forecast later in the 30-year planning period

if projects are delayed, rescoped, not delivered, or assessed as not prudent
and efficient, adjustments are made at the next price review

adjustments are reflected through the annuity balance, with the impact on
annuity revenue smoothed over the planning period.

Under the RAB approach, cost recovery is more directly linked to delivered

expenditure and whether that expenditure is assessed as prudent and efficient. This

means that:

forecast renewals capex is reflected in price targets from the year it is expected
to be incurred, while renewals opex is reflected in full in the year it is incurred
if projects are delayed, rescoped, not delivered, or assessed as not prudent
and efficient, adjustments are made at the next price review

adjustments are reflected through updates to the RAB and true-up
adjustments for previous over- or under-recovery of capital-related allowances,
with any true-up reflected in full in the next price path period.

Several stakeholders expressed concern that a RAB approach may encourage a preference for

capital solutions over operating solutions, or lead to over-investment, because the business earns a

return on capital.” In theory, an incentive to favour capex for this reason would only arise where the

allowed rate of return exceeds the efficient cost of capital, as this could provide an excess return

from additional capex. This incentive would be more direct under a RAB approach than under the

annuity approach. However, we have a well-established approach to determining the appropriate

WACC, which has been developed and refined over successive regulatory reviews. Clear

capitalisation rules, prudency and efficiency reviews, and the risk of disallowance can also materially

constrain the scope for inefficient capitalisation or investment.

In response to the draft report, some stakeholders expressed concern about whether the current

regulatory framework, including prudency and efficiency assessments, is effective at constraining

capex bias.’ Under the current regulatory framework, future capital allowances are adjusted to

reflect prudent and efficient renewals expenditure incurred in previous periods. This reduces

Sunwater's exposure to renewals expenditure risk and therefore requires an effective ex post review

process. In the 2025 review, we identified improvements in information reporting to strengthen this

7 Avocados Australia, sub 3, p 2; Brooklet Farms, sub 4, p 2; BFVG, sub 5, p 3; BRIG, sub 21, p 2; BRIA Irrigators, sub 7, p 5
and sub 22, p 4; Canegrowers, sub 23, p 5; Canegrowers Burdekin, sub 9, p 1; CHCGIA, sub 24, p 5; Cotton Australia, sub
25, pp 3, 5-6; EICL, sub 26, pp 25, 27; Fairbairn Irrigation Network, sub 14, pp 1-2; Geddes, C, sub 15, p 4; Lockyer Water
Users Forum, sub 16, p 2; Pioneer Valley Water Co-operative Limited, sub 17, p 1; QCAR, sub 18, p 4; QFF, sub 19, p 5 and

sub 28, pp 6-7.

'8 CHCGIA, sub 24, p 5; Cotton Australia, sub 25, p 5; EICL, sub 26, p 27, QFF sub 28, p 6.
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process, which we intend to implement for the next full price review regardless of any transition to a
RAB approach.?

Stakeholders also highlighted the importance of customer engagement in infrastructure planning,
transparency and forward visibility of long-term forecasts, and the effective scrutiny of proposed
expenditure before commitments are made.?° These safeguards are also important under both
approaches.

On balance, a RAB approach is likely to provide stronger incentives for efficient investment, because
it more closely links revenue to delivered expenditure. Under either approach, the strength of
investment incentives also depends on the regulatory framework, including setting an efficient cost
of capital and ensuring only prudent and efficient expenditure is recovered.

2.3.2 Efficient allocation of risk

A RAB approach is more likely to allocate risk efficiently where there is material uncertainty in
renewals expenditure, as it places more delivery and financing risk on the business. By contrast, an
annuity approach places greater reliance on long-term forecasts and therefore exposes customers
to the risk that those forecasts change over time, including where forecast renewals change
materially in timing, scope or cost, or are no longer required.

Box 3 defines the key types of risk considered in this section.

Box 3: Forecast, delivery and financing risk

Forecast risk is the risk that renewals forecasts used to set allowances later differ
from actual or updated renewals requirements. This can occur where forecast
renewals change materially in timing, scope or cost, or are no longer required.

Delivery risk is the risk associated with planning and delivering projects efficiently.
This includes managing project timing, scope, cost control and whether expenditure
is approved for recovery.

Financing risk is the risk associated with funding expenditure before it is recovered
through price targets, including cash flow and balance sheet impacts.

In general, risk should be borne by the party best placed to manage it. For renewals expenditure,
the business is generally better placed than customers to manage the timing, scope and cost of
individual projects. Thus, while customers can provide valuable input to asset planning and
expenditure priorities through effective engagement by Sunwater, including through scheme-level
service and performance plans, customers should not bear costs arising from inefficient project
delivery.

Under the annuity approach, revenue is based on forecasts of long-term renewals expenditure. This
means customers contribute to renewals expenditure before projects are delivered.

'Y QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 74-75.

20 BFVG, sub 5, pp 2, 4; Canegrowers Burdekin, sub 9, p 1; CHCGIA, sub 11, pp 1-2; EICL, sub 13, pp 10-11; Fairbairn
Irrigation Network, sub 14, pp 1-2, 5; Geddes, C, sub 15, p 5; QFF, sub 19, pp 4-7 and sub 28, pp 4, 6-7; QFF, sub 19
attachment (Highlander Consulting report), pp 53-54; Tinaroo Water Committee, sub 20, p 1.
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Where projects change materially in timing, scope or cost, or are no longer required, customers
may remain exposed to these forecasts until they are updated at a future price review. Even then,
adjustments are made through the annuity balance and are therefore smoothed over the 30-year
planning period, rather than reflected as a discrete adjustment in the next price path period.

Some stakeholders said they understood this risk and were willing to bear it on the basis that
contributing to a renewals sinking fund allows each generation of customers to pay its share of asset
renewals costs.?' Further, stakeholders considered that appropriate governance arrangements and
regulatory scrutiny could mitigate this risk.?? However, long-term forecasting is inherently uncertain,
particularly for projects beyond the price path period for which asset condition, demand and
requirements are less well defined.

Under a RAB approach, forecast renewals capex is reflected in price targets from the year it is
forecast to be added to the RAB. Actual renewals capex is then assessed at the next price review
before being rolled into the RAB on an ongoing basis.

Some stakeholders argued that the RAB approach would eliminate financial risk for the business
and guarantee recovery of actual capex by the business.?® In practice, differences between forecast
and actual expenditure are generally addressed at the next price review through the RAB roll-
forward and true-up adjustments to capital-related allowances. This places more delivery and
financing risk on the business, as future cost recovery depends on expenditure being assessed as
prudent and efficient and included in the RAB. Where project delays, rescoping or inefficient
expenditure affect the timing or amount approved for recovery, the business is more exposed to
delayed, reduced or disallowed cost recovery.

On balance, where long-term renewals forecasts are materially uncertain, a RAB approach is likely to
allocate risk more efficiently as it places more delivery and financing risk on the business.

2.3.3 Longer-term pricing outcomes and price target stability

Both approaches can support price target stability, while differences in longer-term pricing
outcomes largely reflect the timing of cost recovery. An annuity approach can support stable price
targets by spreading forecast renewals costs over a long period, provided renewals expenditure
remains broadly stable and long-term renewals expenditure forecasts are reasonably reliable. A
RAB approach is less sensitive to long-term forecast uncertainty as it relies more heavily on near-
term expenditure forecasts, but price targets can be more sensitive to large or lumpy renewals
expenditure, particularly during the transition if the RAB is relatively low.

Thus, depending on the circumstances, both approaches can result in price target movements. The
extent of any change in price targets will depend on the share of scheme revenues attributable to
the renewals allowance. Box 4 explains the key drivers of the renewals allowance and its changes
under each approach.

21 Canegrowers, sub 8, p 2; QCA, Review of RAB-based irrigation prices 2027-29, Ayr workshop — summary of issues raised,
n.d.; QCA, Review of RAB-based irrigation prices 2027-29, Mackay workshop — summary of issues raised, n.d.; QCA, Review
of RAB-based irrigation prices 2027-29, Online workshop — summary of issues raised, n.d.

2 EICL, sub 13, pp 10-11 and sub 26, p 29; QFF, sub 19, p 4; QFF, sub 19, attachment (Highlander Consulting report), p 56.

% Geddes, C, sub 15, p 2; Pioneer Valley Water Co-operative Limited, sub 17, p 1.
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https://www.qca.org.au/wp-content/uploads/2025/11/qca-rab-based-irrigation-pricing-online-workshop-summary.pdf

Box 4: Key drivers of changes in renewals allowance

Annuity approach RAB approach

What determines the size of the renewals allowance?

o Long-term renewals forecast ° Forecast renewals capex

o Opening annuity balance ° Opening RAB

o Replacement periods . Depreciation period (asset lives)

. Return on capital (WACC) * Return on capital (WACC)

What causes the renewals allowance to change at a price review?

o Actual renewals expenditure differs Actual renewals capex differs
significantly from forecast significantly from forecast

o Revisions are made to forward 3 Forecast renewals capex is added
renewals forecasts to the RAB and is material relative

. New forecast years are added as to the RAB, particularly during
the planning period rolls forward transition

5 The WACC is updated o The WACC is updated

Several stakeholders expressed a preference for the annuity approach based on price stability.?*
Where renewals expenditure can be forecast with reasonable accuracy and the expenditure profile
remains relatively stable over time, an annuity approach can deliver stable and predictable price
targets by spreading lumpy costs over a long period. This is illustrated in the modelling analysis
undertaken for the QFF and EICL's model, which both show generally stable annuity revenues under
the assumption of perfect foresight.?®

Our long-term modelling of price targets from 2027-28 to 2056-57 shows similar outcomes, with
annuity-based price target paths remaining relatively smooth where forecast assumptions are stable
(see Chapter 6 and the scheme information sheets). However, while long-term price modelling
under the assumption of perfect foresight can show the impact of expected lumpy projects on price
targets, it cannot show the uncertainty associated with long-term renewals forecasts, including
subsequent changes to the timing, scope or cost of renewals projects.

In practice, annuity-based price targets can change materially between price path periods when the
annuity is recalculated at a price review. Although the annuity continues to spread costs over the
long-term planning period, price targets may still shift at these review points. These changes
generally arise from incorporating differences between forecast and actual renewals expenditure
into the annuity balance, as well as updates to forward renewals forecasts. Together, these
adjustments can result in step changes in price targets.

This effect can be illustrated by examining recent price reviews. Table 1 shows, for selected
schemes with moderate levels of volatility in these recent price reviews, how differences between
forecast and actual renewals expenditure and updates to forward forecasts have contributed to step
changes in annuity allowance.

24 Brooklet Farms, sub 4, p 2; BRIG, sub 6, p 4 and sub 21, p 2; BRIA Irrigators, sub 7, p 6 and sub 22, pp 2-3; Canegrowers,
sub 8, p 2; Canegrowers Burdekin, sub 9, p 1; Central Downs Irrigators, sub 10; CHCGIA, sub 24, pp 4-5; Cotton Australia,
sub 12, p 1; EICL, sub 13, p 3 and sub 26, p 31; Giru Benefitted Area Committee, sub 27, p 1; Lockyer Water Users Forum,
sub 16, p 2; QCAR, sub 18, p 3; QFF, sub 19, p 5 and sub 28, pp 3-4.

25 QFF, sub 19, attachment (Highlander Consulting report).
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Table 1: Drivers of step change in annuity allowance at price reviews (%)

Scheme Review Change in Change in Other Step change
previous future factors (%) in first year
actuals (%) forecasts (%) annuity (%)
Barker 2020 (38.0) 153.3 38.9 154.3
Barambah 2025 47 (36.7) (2.0) (34.0)
Bundaberg 2020 (22.5) 230.4 51.0 207.9
(=tll 2025 (10.8) (16.5) - (27.4)
Nogoa- 2020 (8.6) 109.1 371 137.7
Mackenzie 2025 8.6 0.7 11.7 21.1

Notes: 1. 'Step change’ refers to the change in the annuity allowance between price path periods following
recalculation at a price review. 2. Values represent the impact of each factor on the first-year annuity, holding other
factors constant. 3. Other factors include the addition of new forecast years and changes to modelling assumptions
such as the WACC.

Source: QCA analysis.

The table shows that changes in annuity allowances typically reflect a combination of factors. In
many cases, updates to forward forecasts have a larger impact on price targets than differences
between forecast and actual expenditure.

Figure 2 shows the scheme-level spread of first-year step changes in the annuity allowance that is
due to differences between forecast and actual renewals expenditure and updates to forward
forecasts at each price review.

Figure 2: Step change in renewals allowance due to changes in forecasts (%)

2020 review ° o .!“ .' e e © . P ) o' .
2025 review coooBoo e b o ¢ e
-100% -50% 0% 50% 100% 150% 200% 250%

Notes: 1. Each dot represents a Sunwater scheme. 2. The spread of dots shows how much annuity allowances
changed across schemes due to changes in forecasts at each review. 3. Values above zero indicate increases, while
values below zero indicate decreases. 4. For the 2020 review, Boyne River and Tarong, Chinchilla Weir, Dawson Valley
and Lower Fitzroy were excluded as their increases were over 500%. 5. These changes exclude the effects of changes
in WACC, inflation and the term of the planning period.

Source: QCA analysis.

A RAB approach is less affected by long-term forecast uncertainty because price targets are more
closely linked to renewals expenditure forecast to occur over the price path period, rather than
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expenditure over a much longer planning horizon. There is generally a higher degree of confidence
in the scope and cost of projects expected over this shorter period. However, stakeholders raised
concerns that RAB-based price targets may be lower in early years, but at the expense of higher
price targets in later years, making prices less affordable for future customers.?® This reflects that the
RAB approach recovers capitalised renewals from when expenditure is forecast to be incurred and
added to the RAB, rather than forward-funding forecast renewals through current price targets.

Both the Highlander and EICL modelling appear to demonstrate this concern by identifying a
crossover point at which RAB-based price targets exceed annuity-based price targets and remain
higher thereafter.?” However, this result should be interpreted with caution (as discussed in
Appendix B). The modelling relies on simplifying assumptions regarding long-term renewals
profiles (beyond 2056-57), historical renewals expenditure being known in advance, perfect
foresight of future renewals expenditure, and the absence of behavioural or regulatory responses.
The timing and magnitude of any crossover are also highly sensitive to key assumptions and may
shift, be delayed, or not arise at all under different inputs.

More fundamentally, the result primarily reflects differences in the timing and profile of cost
recovery, given the same underlying renewals expenditure assumptions. Our long-term modelling
indicates broad overall alignment between the RAB-based and annuity-based price targets over a
30-year period, with outcomes varying across tariff groups reflecting differences in starting positions
at transition and future renewals profiles (see section 6.3). In practice, these outcomes may also be
affected by factors including future expenditure decisions, delivery performance, forecast updates,
and any differences in behavioural responses under the two approaches.

Stakeholders also expressed concern that the RAB approach could lead to price target instability
where large or lumpy renewals projects are forecast to enter the RAB during a price path period.?®

This impact can be most pronounced during transition to a RAB, especially for schemes with low
RAB values. In these cases, new renewals capex can represent a large proportion of the RAB and
place upward pressure on capital-related revenues and price targets.

The scale and persistence of this effect can depend on scheme characteristics, such as the
lumpiness of forecast renewals expenditure, and implementation choices, such as the depreciation
period applied to the initial RAB. As the RAB matures, new renewals capex is more likely to
represent a relatively small proportion of the RAB, which may moderate the impact of individual
projects on price targets.

The available evidence from Victoria suggests that rural businesses that have transitioned to the RAB
approach have experienced relatively stable revenues in the last 20 years.?” This reflects the fact that
opex constitutes a large share of revenues and has remained relatively stable over this period.

More generally, while the RAB approach can result in price target instability, there are tools available
for generating smoother price target profiles, such as adjusting depreciation profiles. In addition,
businesses operating under a RAB approach would maintain at least a 10-year capex forecast and
actively manage the timing and delivery of capex with regard to price target impacts.

26 BRIA Irrigators, sub 22, p 2; Brooklet Farms, sub 4, p 1; BFVG, sub 5, p 3; Canegrowers, sub 8, p 2 and sub 23, p 5;
CHCGIA, sub 24, p 5; Cotton Australia, sub 12, p 3 and sub 25, p é; EICL, sub 13, pp 6-8; Fairbairn Irrigation Network, sub
14, p 1; Lockyer Water Users Forum, sub 16, p 2; QCAR, sub 18, p 3; QFF, sub 19, pp 3-6; QFF, sub 19, attachment
(Highlander Consulting report), pp 8-9, 46, 53; Tinaroo Water Committee, sub 20, p 1; Turf Queensland, sub 29, p 1.

27 QFF, sub 19, attachment (Highlander Consulting report), p 46.

28 Avocados Australia, sub 3, p 2; BRIA Irrigators, sub 22, pp 2-3; BRIG, sub 6, p 2; Canegrowers Burdekin, sub 9, p 2; Central
Downs Irrigators, sub 10, p 1; CHCGIA, sub 24, pp 4-5; Cotton Australia, sub 12, pp 3-4 and sub 25, p 6; EICL, sub 13, pp
8-9 and sub 26, pp 14, 31; Fairbairn Irrigation Network, sub 14, pp 4-5; Giru Benefitted Area Committee, sub 27, p 1; QFF,
sub 19, p 5.

2? These businesses include Goulburn Murray Water, Lower Murray Water (rural) and Southern Rural Water.
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Overall, both approaches can support price target stability, while differences in longer-term pricing
outcomes largely reflect the timing of cost recovery. The relative merits depend on scheme
characteristics, including forecast uncertainty, expenditure lumpiness and scale, and how any
transition is implemented.

2.3.4 Intergenerational equity

The relative merits of the annuity and RAB approaches for intergenerational equity depend largely
on the reliability of forecast renewals expenditure, the extent to which cost recovery aligns with the
timing and useful life of renewed assets, and the way transition to a RAB is implemented. A renewals
annuity may better smooth costs across customer cohorts where renewals expenditure needs are
broadly stable and long-term renewals forecasts are reasonably reliable. A RAB approach may
better align cost recovery with the timing and useful life of renewed assets, although this alignment
may be less direct during transition and can be affected by the timing of renewals capex.

Box 5 explains the implications for intergenerational equity under the two approaches.

Box 5: Implications for intergenerational equity

Intergenerational equity is concerned with how costs are allocated between current
and future customer cohorts, having regard to when services are provided and assets
are used.

Under the annuity approach — recovery of forecast renewals costs is smoothed over
a long-term planning period. Where renewals expenditure needs are broadly stable
and long-term renewals forecasts are reasonably reliable, this can spread costs more
evenly across customer cohorts, although recovery is not directly linked to the useful
life of specific renewed assets.

Under a RAB approach — recovery of renewals capex is smoothed over the life of the
renewed asset or component, while renewals opex is recovered in the year it is
incurred. This more closely aligns cost recovery with the period over which
customers benefit from renewed assets, although the alignment may be less direct
during transition where the RAB includes pre-transition annuity balances.

Under an annuity approach, current customers contribute to longer-term forecast renewals, while
future customers also contribute to maintaining the system.

Several stakeholders expressed a preference for the annuity approach on the basis that it better
supports intergenerational equity by spreading costs more evenly across customer cohorts.*°

However, smoothing renewals cost recovery over time does not necessarily result in
intergenerational equity if cost recovery is not aligned with the timing and useful life of renewed
assets. The outcome also depends on the reliability of long-term renewals forecasts. If expenditure
that current customers have contributed to is later delayed, reduced or removed from the forecast,
those customers may contribute more than required and future customers less. Conversely, if long-

30 Avocados Australia, sub 3, p 3; Brooklet Farms, sub 4, p 1; BFVG, sub 5, p 2; BRIG, sub 6, p 4 and sub 21, p 2; BRIA
Irrigators, sub 7, p 6 and sub 22, p 3; Canegrowers, sub 8, p 1; CHCGIA, sub 11, p 2 and sub 24, p 5; QCAR, sub 18, p 1;
QFF, sub 19, p 5; Turf Queensland, sub 29, p 1.
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term renewals forecasts understate future renewals needs, earlier customers may have paid lower
prices than would otherwise have been required, resulting in higher future allowances when the
annuity is recalculated.

Under a RAB approach, recovering capital costs over the useful life of the renewed asset can reduce
the risk that current customers contribute to forecast renewals expenditure that is later delayed,
reduced or removed. In this respect, the RAB approach can better reflect the principle that
customers pay for the services they receive. However, during transition, this alignment may be less
direct because the RAB may include pre-transition annuity balances, with recovery depending on
the depreciation period applied rather than the remaining life of specific renewed assets.

In response to the draft report, a stakeholder said that the current generation of customers should
contribute to the future renewal of existing assets that they receive a benefit from and that this
contribution should equal the estimated depreciation of those assets.>’ We note that, under both
the RAB and annuity approaches, customers contribute to the recovery of renewals expenditure,
including the return of capital. However, the approaches differ in the timing of cost recovery. Under
the annuity approach, customers contribute towards forecast future renewals before expenditure is
incurred, whereas under the RAB approach renewals capex is recovered over the useful life of the
renewed asset after it is incurred, more closely aligning cost recovery with the period over which
customers benefit from the asset.

Overall, while the annuity approach can smooth the recovery of renewals expenditure across
customer cohorts, this may not necessarily result in intergenerational equity if cost recovery does
not align with the timing and useful life of renewed assets. By contrast, the RAB approach may
improve intergenerational equity outcomes by better aligning cost recovery with service use,
particularly where long-term renewals forecasts are uncertain.

2.3.5 Transparency, accountability and simplicity

The annuity and RAB approaches provide different forms of transparency and accountability. A
renewals annuity is generally more familiar and may be easier for irrigation customers to engage
with, as it provides a forward-looking view of planned expenditure and expected price target paths.
A RAB approach can provide a clearer link between delivered works and future cost recovery but is
more technical and less familiar to irrigation customers. Both approaches require clear reporting
and effective engagement to support transparency and accountability (Box 6).

31 BRIA Irrigators, sub 22, p 3.
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Box 6: Information needed to support
transparency and accountability

In the context of irrigation pricing:

o Transparency requires that stakeholders can understand what expenditure is
proposed or incurred, why it is needed and how it affects price targets.

o Accountability requires a clear link between expenditure and price targets so
that the business can be held to account for expenditure decisions and
outcomes within its control.

Under the annuity approach, this requires clear information about the long-term
renewals forecast, the annuity balance, forecast changes and how these factors affect
price targets.

Under a RAB approach, this requires clear information about forecast and actual
capex, RAB roll-forwards, asset lives, capitalisation decisions and how these factors
affect price targets.

Transparency and accountability are critical to effective irrigation pricing. Stakeholders viewed
clarity and simplicity as central to trust, meaningful engagement and long-term business planning.3?

Under a renewals annuity, transparency is largely forward-looking. Price targets are set using
long-term forecasts of renewals expenditure, supported by asset management plans identifying the
major works expected to be required over the planning period. Many stakeholders viewed this
long-term visibility as a key strength, as it allows irrigators to see what major works are planned,
when they are expected to occur and how prices are likely to change over time and enables greater
accountability.®® EICL also noted that unplanned or abnormal expenditure may be easier to identify,
as it can stand out against an established long-term forecast.®*

Forward planning under an annuity can support earlier engagement on proposed costs, even where
forecasts are uncertain. Where forecasts and assumptions are clearly explained, customers can
better understand long-term investment needs and engage before costs are incurred.

However, in the short term, changes in the renewals allowance and price targets may reflect a range
of factors such as changes in the opening annuity balance, updated long-term renewals forecasts
and revised modelling assumptions. This may reduce transparency about the link between costs
and price targets.

Under the RAB approach, the business develops a program of works expected over the price path
period, consistent with its asset management program. Forecast capex is included in price targets in
the year it is forecast to occur, based on the business case, with actual expenditure assessed against
the forecast at the next price review before being rolled into the RAB. This provides greater
transparency between price targets and delivered outcomes. The clearer link between delivered

32 BFVG, sub 5, pp 2-3; Canegrowers, sub 8, p 3; Canegrowers Burdekin, sub 9, pp 1-2; EICL, sub 13, pp 2, 11-12; Fairbairn
Irrigation Network, sub 14, p 2; QFF, sub 19, p 4.

33 Brooklet Farms, sub 4, pp 1-3; BFVG, sub 5, p 2; BRIG, sub 6, p 4 and sub 21, p 2; BRIA Irrigators, sub 7, p 4 and sub 22, p
2; Canegrowers, sub 23, p 3; Canegrowers Burdekin, sub 9, pp 1-2; Central Downs Irrigators, sub 10, p 1; CHCGIA, sub 11,
p 2; EICL, sub 26, p 41; Lockyer Water Users Forum, sub 16, p 2; QFF, sub 19, p 5; QCAR, sub 18, p 5.

S EICL, sub 13, pp 9-11.
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outcomes and price targets also facilitates accountability as adjustments for inefficient outcomes
have an immediate impact on price targets.

However, many stakeholders expressed concern that RAB frameworks are less familiar and more
complex for irrigation customers.*® A stakeholder considered that the RAB approach would be less
transparent as future prices would depend on factors that are difficult for customers to follow such
as asset lives, depreciation assumptions and capitalisation decisions.3¢ Without tailored explanation
and disclosure, a RAB may reduce transparency from the customer perspective by shifting focus
from long-term planning to technical regulatory concepts, such as asset values and depreciation.
Stakeholders also noted that large or unplanned capital works could affect price targets through
changes to the asset base unless supported by strong disclosure, clear capitalisation rules and
effective engagement.¥’

Under either approach, effective engagement with customers on infrastructure requirements is
important to facilitate transparency and improve accountability. Such engagement should clearly
demonstrate the link between proposed costs and resulting service outcomes.

In applying either approach, the key issue is whether customers receive information that allows
them to understand proposed expenditure, test the basis for price target changes and engage
before material costs are incurred or recovered.

3 BFVG, sub 5, pp 2-3; Canegrowers, sub 8, p 3 and sub 23, p 3; Fairbairn Irrigation Network, sub 14, p 2.

3¢ Canegrowers, sub 23, p 2.

37 BRIA Irrigators, sub 7, p 5; Canegrowers, sub 8, p 3; Central Downs Irrigators, sub 10, p 1; EICL, sub 13, pp 9-11; Fairbairn
Irrigation Network, sub 14, pp 4-5; QCAR, sub 18, pp 3-4.
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3 Customer engagement

In this chapter, we assess Sunwater’s engagement against the expectations set out in the guidance
paper. Those expectations relate to the structure and scope of customer engagement, and its role in
informing the development of Sunwater’s proposal.

3.1 Assessment of Sunwater’'s engagement

3.1.1  Structure engagement to promote an understanding of
customer needs

Sunwater adopted a targeted engagement approach, relying on existing forums and leveraging
insights from the 2025 review. It also updated its web content and advised customers as new tools
and materials became available.?®

Sunwater conducted a two-stage engagement process. The first stage focused on explaining the
RAB approach and the implications of moving away from the renewals annuity, with in-person
presentations for 7 of its 22 schemes through customer advisory committees and four online
sessions open to all customers. The second stage involved an online customer survey conducted in
mid-February 2026 that sought feedback on alternative timeframes for recovering or returning
annuity balances. Sunwater also consulted with QFF on the nature and manner of engagement.®

Sunwater generally tailored its engagement methods to align with the nature of the information
being communicated. For example, Sunwater used a range of methods to communicate information
on technical topics related to the RAB and existing annuity approaches, evidenced by its
presentations, fact sheets and an online invoice calculator that compares a customer’s long-term
prices under these approaches.*

However, we have some concerns about Sunwater’s reliance on its survey as the primary means of
incorporating customer input into its proposal. While surveys can be an appropriate tool within
compressed timeframes, Sunwater’s survey provides limited assurance that responses reflected
informed views, particularly as respondents’ understanding of broader implications was not tested.
The very low response rate of around 0.5% also limits the reliability and representativeness of the
survey results.

For complex and technical matters such as transitioning to a RAB approach, incorporating the views
of key representative groups is important. While Sunwater engaged with QFF on the transition
option reflected in the survey, QFF did not provide its position before Sunwater finalised its
proposal.

3.1.2 Target engagement on matters that customers value and
can influence

Sunwater said it engaged customers and their representatives on the key features and relative
merits of the annuity and RAB approaches, as well as the pricing implications of transitioning to a

% Sunwater, sub 2, p 27.

37 Sunwater, sub 2, pp 27-29.

40 All presentations, fact sheets and the irrigation customer invoice calculator were available on a project-specific page on
Sunwater's website (RAB Irrigation Price Review, accessed 12 May 2026).
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RAB approach. Engagement covered alternative depreciation periods for the initial RAB, options for
returning positive annuity balances, and the resulting effects on price targets, customer prices and
bills, in both the current price path period and over the longer term.*’

We consider that the scope of engagement was broadly consistent with our guidance, particularly in
its focus on explaining the proposed transition to a RAB approach and presenting short- and longer-
term pricing impacts. The matters presented to customers were also relevant to issues customers
could reasonably influence, including the timeframe for recovering or returning annuity balances
and the management of transitional price impacts.

However, there is limited evidence that engagement sought to identify the outcomes that customers
value in managing those impacts. While Sunwater presented alternative price paths, the
engagement materials and proposal do not clearly demonstrate discussion of broader customer
preferences, such as price stability, avoiding price shocks, or trade-offs between lower prices in the
short term and higher prices over the longer term.

Stakeholder feedback indicates that engagement emphasised near-term price differences and did
not clearly communicate longer-term implications.*? While Sunwater presented the trade-off
between faster recovery of the initial RAB (with higher prices over a shorter period) and slower
recovery (with lower prices over a longer period), this framing did not clearly extend to broader
trade-offs between short- and long-term price outcomes or the implications for future price targets.

Stakeholders also raised concerns about the adequacy of information provided to support informed
feedback, including limited presentation of scheme-level impacts. ** Canegrowers said that some
customers remained uncertain about how a RAB framework would work in practice and how future
prices would be determined.*

Given the compressed timeframe, our guidance paper set out a pragmatic and targeted
engagement approach, including a focus on customer representative bodies rather than broad-
based engagement with individual customers. Even with this targeted approach, the concerns
raised about the information provided suggest stakeholders may not have been well placed to
assess transitional outcomes and associated trade-offs. As a result, the engagement provides limited
confidence that engagement supported informed customer views.

We also consider there is limited evidence that customer insights informed the development of
transition options. While Sunwater sought feedback on alternative recovery and return timeframes,
the options presented appear to have been largely predefined, with no tailoring to scheme-specific
circumstances, despite our guidance that appropriate depreciation and return timeframes are likely
to differ between schemes.

3.1.3 Ensure engagement informs planning and decision-
making

Sunwater said that customer feedback covered a range of issues, including requests for greater
technical detail, preferences for simplified explanatory materials, a desire to better understand
review processes, scepticism regarding the proposed transition, and interest in independent

41 Sunwater, sub 2, pp 26-27.

42 Avocados Australia, sub 3, p 2; Bundaberg Fruit and Vegetable Growers (BFVG), sub 5, p 3; Bundaberg Regional Irrigators
Group (BRIG), sub 6, p 3; Burdekin River Irrigation Area (BRIA) Irrigators, sub 7, p 2; Canegrowers, sub 8, p 3; Eton Irrigation
Co-operative Ltd, sub 13, p 12; Fairbairn Irrigation Network, sub 14, p 2.

43 Avocados Australia, sub 3, p 2; BFVG, sub 5, p 3; BRIG, sub 6, p 3; BRIA Irrigators, sub 7, p 2.

4 Canegrowers, sub 23, p 3.
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perspectives. Sunwater noted that feedback reflected a diversity of views across the customer
base.*

Sunwater’s response to feedback provides some evidence that stakeholder input influenced its
engagement process. For example, Sunwater:

o developed additional materials, including explainer videos and a cost-to-price calculator, to
improve transparency and accessibility of information

o deferred the timing of its customer survey to allow more time for customers to consider the
materials provided

o engaged an independent consultant to provide an external perspective on the relative merits
of the annuity and RAB approaches.*

However, the proposal provides limited evidence that engagement informed the substantive
development of the proposal. While Sunwater summarised feedback it received, it is not clear how
customer views influenced the selection or design of transition options. Further, while Sunwater
sought input from QFF, it is unclear how the views of representative bodies were incorporated.

Some stakeholders also emphasised the importance of engaging customers earlier in asset
planning and investment decision-making, so that they have genuine opportunities to influence
investment decisions before expenditure commitments are made.*” This is consistent with our
expectation that engagement should inform the planning and decision-making of the business.

3.2 Implications for our broader assessment

Overall, Sunwater’s engagement approach was reasonable in terms of structure and broadly
appropriate in scope, although we identified some limitations in the information provided on long-
term and scheme-specific impacts. It focused on explaining the proposed transition to a RAB
approach and seeking feedback on matters relevant to the review.

However, the engagement provides limited assurance that customer feedback reflected an
informed understanding of the pricing impacts and trade-offs associated with the transition to a RAB
approach, or that customer views meaningfully informed the design of transition options.

Cotton Australia referred to these limitations and considered that a change of this significance, with
the potential for some schemes to face materially higher long-term prices, warrants a higher
standard of engagement and evidence than has so far been achieved.*® We recognise that
Sunwater's engagement was undertaken within the compressed timeframes for this interim review.
However, the limitations identified above reduce the weight that can be placed on engagement
outcomes in our broader assessment.

We expect Sunwater to continue engaging with customers in the lead-up to the next full price
review, including on asset planning and expenditure priorities. If the government decides to adopt a
RAB approach, this engagement should also address the practical implications of the transition.

4 Sunwater, sub 2, p 29.

4 Sunwater, sub 2, p 30.

47 Canegrowers, sub 23, p 5; QFF, sub 28, pp 4, 6-7.
4 Cotton Australia, sub 25, p 6.

Review of RAB-based irrigation prices from 1 July 2027: Sunwater m



4 Practical considerations

In this chapter, we consider the practical implications of transitioning to a RAB approach for
Sunwater. We assess the appropriateness of Sunwater's expenditure categorisation for this interim
review, the reliability of data used to determine asset lives, the approach to establishing the initial
RAB, and the management of transitional impacts in a way that balances the interests of Sunwater
and its customers.

Stakeholders raised concerns about the robustness of expenditure classification, the reliability of
asset-life information and the implications of the proposed treatment of opening balances and
transitional arrangements.*” Canegrowers also raised a broader concern that some of the systems,
information and processes that would support the RAB approach have not yet been fully
demonstrated in practice.>® We have considered these concerns in assessing the assumptions and
approaches required to determine RAB-based prices for this review. If a RAB approach is adopted
following this review, some of these matters will require further assessment and validation in
practice as part of the next full price review.

L. Appropriate categorisation of expenditure

In the 2025 review, we identified areas where Sunwater’s capitalisation guideline required
strengthening, particularly in relation to the treatment of replacement of parts, major repairs and
maintenance, and supporting systems and governance arrangements.>' We also said that, for a RAB
approach to be acceptable at the next full price review, Sunwater would need to demonstrate a
comprehensive review of renewals expenditure and an implementation plan to support the
systematic classification of expenditure as part of business-as-usual processes.%?

Given the compressed timeframes for this interim review, our guidance paper set out the
expectation that Sunwater would:

o provide a preliminary capitalisation guideline that meaningfully responds to the areas for
improvement identified in the 2025 review (section 4.1.1)
o explain how the guideline has been applied to its forecast renewals program (section 4.1.2).53

4.1.1 Assessment of proposed revisions to Sunwater’s
capitalisation procedure

Sunwater said that it had addressed our guidance by undertaking a full review of its capitalisation
procedure, supported by KPMG and informed by our findings in the 2025 review. As a result,
Sunwater developed a draft revised capitalisation procedure that, where possible, seeks to align
accounting and regulatory approaches, together with an associated implementation plan.>*

47 Canegrowers, sub 23, pp 2, 4, 6; Cotton Australia, sub 25, pp 6-7.

0 Canegrowers, sub 23, p 4.

S QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 93-94.

52 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 98.

5 QCA, Review of RAB-based irrigation prices from 1 July 2027, guidance paper, November 2025, p 9.
5 Sunwater, sub 2, pp 11-12, 18-19.
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Sunwater said that it intends to adopt the revised procedure regardless of the outcome of this

review and to implement the necessary process changes by 1 July 2027 to support consistent

classification of renewals expenditure.®®

Our assessment considers the extent to which the revised procedure and implementation plan

address the issues identified in the 2025 review, including whether they:

o clarify the criteria for asset recognition, including the role of future economic benefits

o provide clearer guidance on the treatment of expenditure incurred after an asset is first

recognised (such as expenditure on replacements, refurbishments and major inspections)

o clarify when complex assets should be separated into significant components, which is key to

assessing whether replacement expenditure should be capitalised

o support consistent application through improved systems, governance arrangements and

documentation.

Stakeholders emphasised the importance of robust and transparent capitalisation arrangements.

Cotton Australia highlighted the importance of clear capitalisation rules, while Queensland Farmers’

Federation (QFF) emphasised greater transparency and accountability around capitalisation

decisions.>®

Table 2 summarises the key changes reflected in Sunwater’s revised capitalisation procedure and

our assessment of those changes.

Table 2: Key changes reflected in Sunwater’s revised capitalisation procedure

m Description of change QCA assessment

Asset
recognition

The revised procedure clarifies the
criteria for recognising assets, including

This provides a clearer foundation for
applying the capitalisation procedure. In

purposes.

criteria that assets should be recognised where it | particular, the focus on future economic
is probable that future economic benefits | benefits supports the distinction between
will flow to Sunwater and the benefits can = expenditure that creates or replaces an
be measured reliably. asset or significant asset component, and
expenditure that restores or maintains
existing service levels.
Significant The revised procedure clarifies when This is important, in the renewals context,
asset complex assets should be separated into | in assessing whether replacement
components | significant components for accounting expenditure should be capitalised. The

revised procedure clarifies that
replacement of a significant component
may be capitalised even where the work
does not extend the useful life of the
whole complex asset.

Treatment of
subsequent
expenditure

The revised procedure provides more
detailed guidance on expenditure
incurred after an asset has first been
recognised, including improvements and
enhancements, replacement of significant
components, and repairs and
maintenance. It clarifies that replacement

This addresses a key issue identified in
the 2025 review. The revised procedure
should support a more consistent
distinction between renewals capex and
repairs and maintenance. This distinction
is particularly important for irrigation
assets, where renewals programs may

% Sunwater, sub 2, pp 11-12, 18-19.
%6 Cotton Australia, sub 25, p 5; QFF, sub 28, pp 3, 5-6.
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m Description of change QCA assessment

expenditure may be capitalised where include a mix of replacement of
the component replaced is significant in significant components, refurbishment
relation to the whole unit of plant and is and routine maintenance activities. The
expected to be used for more than one effectiveness of this revised guidance will
year, while expenditure that restores or depend on Sunwater applying the criteria
maintains an asset in its existing condition | to the underlying scope and purpose of
should be expensed. each project.

Major The revised procedure provides new This reduces ambiguity in the

inspections guidance on the treatment of major classification of major inspections and is
inspections. Subject to satisfying the asset | broadly consistent with established
recognition criteria, the revised capitalisation practice. However, the
procedure provides that major classification will depend on Sunwater
inspections may be capitalised where demonstrating that inspections are part of
they are part of a planned inspection a planned lifecycle program, rather than
cycle of at least 12 months, exceed the routine or ad hoc inspections.

capitalisation threshold and can be
measured reliably.

Source: Sunwater, sub 2, Appendix 2; Sunwater, response to RFI 1 (2 April 2026); QCA analysis.

We note that the revised procedure is more closely aligned with capitalisation principles applied by
comparable water utilities, including WaterNSW, particularly in relation to subsequent expenditure,
separation of complex assets into significant components, and major inspections. The revised
procedure provides a stronger foundation for distinguishing renewals capex from repairs and
maintenance under a RAB approach, including by clarifying the criteria and decision rules that
underpin capitalisation decisions.

The effectiveness of the revised procedure will depend on Sunwater’s ability to apply the decision
framework to project-level information, including identifying related activities, determining whether
work relates to a significant component of a larger asset, and applying the distinction between
renewals capex and repairs and maintenance consistently across schemes and over time.

Sunwater also proposed an implementation plan to support transition to the revised procedure,
outlining staged actions to embed the new requirements into internal governance arrangements,
systems and procedures before the next full price review.>” Overall, we consider the plan provides a
reasonable and credible framework for operationalising the revised procedure. While the plan does
not demonstrate that consistent application will occur in practice, it appropriately identifies existing
gaps and actions required to support consistent, transparent and auditable classification of
expenditure over time.

4.1.2 Application of the revised procedure to forecast renewals

Sunwater said that given the compressed timeframes for this interim review, it applied its revised
capitalisation procedure to forecast renewals expenditure using the same keyword-based approach
adopted in its response to our draft report in the 2025 review.® Sunwater extended this analysis to
the full 30-year planning period and included a further step in which subject matter experts
reviewed the resulting classifications for consistency with the revised capitalisation policy.

" Sunwater, response to RFI 2 (2 April 2026).
%8 Sunwater, sub 2, pp 19-20.
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Sunwater said that this approach resulted in approximately 96-98% of forecast renewals
expenditure being capitalised over 2027-28 and 2028-29 (see Table 3).

Table 3: Sunwater's proposed categorisation of forecast renewals ($ million, nominal)

Cost 2027-28 2028-29 2029-58

QCA position — forecast renewals 32.8 21.8 831.1 885.7
Sunwater's proposed categorisation
Renewals capex 31.6 21.3 794.7 847.6
Renewals opex 1.2 0.5 36.4 38.1
Capitalised component (%) 96.2% 97.7% 95.6% 95.7%

Source: QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 64; Sunwater, 06 Renewals
Expenditure - RAB Review (27 February 2026); QCA analysis.

Sunwater also noted that it bears the risk of misclassification under this interim approach, as under
the current regulatory framework it cannot recoup any under-recovery of opex in 2027-28 and
2028-29 if applying the revised procedure to actual expenditure results in more renewals being
classified as opex. Sunwater acknowledged that its proposal for the next full price review will need
to demonstrate appropriate capitalisation of both actual and forecast renewals expenditure.®’

Stakeholders raised concerns about Sunwater’s proposed categorisation of renewals expenditure,
particularly the high proportion of forecast renewals expenditure proposed to be capitalised. They
said that some expenditure currently proposed to be capitalised may be more appropriately treated
as operating expenditure or repairs and maintenance.®® Canegrowers questioned the robustness of
the methodology used to classify expenditure, including the keyword-based approach, and
considered that expenditure classification should be supported and tested at the project level.?’

In the 2025 review, we identified similar concerns with Sunwater’s application of its revised
capitalisation procedure to forecast renewals expenditure. These concerns included reliance on a
keyword-based search applied to manually created project identifiers, sensitivity of results to the
order in which keywords were applied, and a lack of clear linkage between the revised procedure
and the keywords used.®?

These concerns remain relevant. While Sunwater has extended the analysis to the full 30-year
planning period and added an expert review step, the approach still relies on keyword-based
classification rather than application of the revised decision framework at the project level. In
particular, this approach cannot determine whether a replaced component is significant, which is a
critical test in distinguishing capex from opex under the revised procedure. We also note that the
additional expert review step did not change the outcomes from the keyword search.

Sunwater's forecast renewals program includes more than 50,000 individual project entries over the
30-year planning period, with related works disaggregated across multiple entries without clear
linkages. Given this granularity, there are practical limits to undertaking a robust reclassification
exercise in this interim review. In these circumstances, updating Sunwater’s proposed classification
would require detailed project-level information on the scope and purpose of each renewal activity,
including how related activities should be grouped and whether the work relates to replacement of
a significant component, an improvement or enhancement, or repairs and maintenance.

57 Sunwater, sub 2, pp 20-21.

%0 Burdekin River Irrigation Area (BRIA) Irrigators, sub 7, p 3; Canegrowers, sub 8, p 3; Queensland Cane Agriculture and
Renewables (QCAR), sub 18, pp 3-4; Turf Queensland, sub 29, p1.

¢! Canegrowers, sub 23, p 3.

%2 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 94.
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To test the sensitivity of pricing outcomes to Sunwater’s interim approach, we modelled an
alternative capitalisation scenario in which a lower proportion of expenditure is capitalised. This
scenario applies opex keywords before capex keywords, consistent with the sensitivity approach
considered by our consultant in the 2025 review.%® This scenario is not intended to determine the
appropriate classification of individual projects. Instead, it tests whether pricing outcomes are
materially affected if the interim approach overstates the capitalised share of expenditure.

Table 4 shows the lower level of capitalisation under this approach.

Table 4: Capitalised component under alternative capitalisation scenarios (%)

Cost 2027-28 2028-29 2029-58 Total
Base case: Sunwater proposed classification 96.2 97.7 95.6 95.7
Alternative scenario: opex keywords 84.4 82.8 76.3 76.8

Source: Sunwater, 06 Renewals Expenditure - RAB Review (27 February 2026); QCA analysis.

Changes in how renewals expenditure is classified between opex and capex do not affect the total
level of expenditure. Rather, they affect how and when those costs are recovered through prices,
including whether costs are recovered immediately (as opex) or over time (as capex through the
RAB). Figure 3 compares the renewals-related allowance (RAB-based capital allowance plus
renewals opex) under Sunwater’s proposed capitalisation split with that under the alternative
scenario.

Figure 3: Renewals cost recovery profiles under alternative capitalisation scenarios ($ million,
nominal)
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Source: Sunwater, 06 Renewals Expenditure - RAB Review (27 February 2026); QCA analysis.

These outcomes reflect the timing effects of different capitalisation assumptions. A lower
capitalisation rate increases allowable costs in the short term because a greater share of renewals
expenditure is treated as opex and recovered in the year it is incurred. However, it reduces
allowable costs in later years because less capex is added to the RAB, reducing future cost recovery.

83 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 94.
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As noted by Sunwater, under the existing regulatory framework, it would not be able to recover any
actual renewals expenditure in 2027-28 or 2028-29 that is subsequently classified as opex.
Sunwater therefore bears the risk of under-recovery in the current price path period if the interim
classification approach overstates the proportion of renewals expenditure that should be
capitalised.

We consider it reasonable to rely on Sunwater’s proposed classification for the purposes of this
interim review, given the constrained timeframe, the practical difficulties in reclassifying the
program, the sensitivity analysis undertaken, and the allocation of risk to Sunwater. If a RAB
approach is adopted, we will undertake a more robust assessment of renewals classification at the
next full price review, based on Sunwater’s application of the revised procedure to actual and
forecast expenditure through embedded business-as-usual systems and governance processes.

4.2 Reliable data on asset lives

Under the renewals annuity approach, asset lives influence price targets indirectly through their
effect on the timing of forecast replacement and refurbishment expenditure over the planning
period. Under a RAB approach, asset lives have a direct and more ongoing impact on price targets
by determining the period over which renewals capex is recovered through depreciation. The RAB
approach therefore requires reliable and robust data on the useful life of the assets, or asset
components, to set appropriate depreciation allowances.

For this interim review, the asset life information underlying Sunwater’s forecast renewals
expenditure from 2027-28 onwards remains unchanged from that submitted in response to our
draft report in the 2025 review.

Fairbairn Irrigation Network submitted that asset life assumptions under both the RAB and annuity
approaches are a critical issue, directly impacting long-term price stability, intergenerational equity
and funding adequacy. It said that we should test the asset life assumptions underlying RAB and
annuity calculations.®* Canegrowers considered that the concerns identified in the 2025 review
regarding asset life information should be addressed, including through a comprehensive review of
asset life data supported by appropriate evidence.®

In the 2025 review, we raised concerns about the reliability of Sunwater’s asset life data used in its
RAB proposal, including the use of multiple data sources and significant variation in asset lives for
the same asset type at different locations.®® Sunwater said that it remained committed to addressing
the underlying issues associated with data deficiencies and information management.®’

Given the granularity of Sunwater’s forecast renewals program, it is difficult to assess the asset life
assumptions associated with individual projects in the forecast program. For this interim review, we
have used Sunwater's proposed asset lives in developing RAB-based price targets, having regard to
the targeted nature of the review and the insufficient time available to undertake a detailed
assessment of asset life assumptions. However, these asset life assumptions should be treated as
interim, particularly those used in modelling price targets beyond the price path period.

For the next full price review, Sunwater should take steps to strengthen the reliability, consistency
and transparency of asset life information used for regulatory purposes, including through a
detailed review and validation of asset life data supported by appropriate empirical evidence.

4 Fairbairn Irrigation Network, sub 14, pp 4-5.

5 Canegrowers, sub 23, pp 4, 6.

% QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 59, 67-68.
7 Sunwater, response to RFI 9 (19 May 2026).
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4.3 Approach to setting the initial RAB

In principle, the value of Sunwater’'s RAB at any point in time should reflect the efficient cost of past
investment net of depreciation and disposals. However, allowable costs in this review are required

to reflect our position in the 2025 review, under which the value of the asset base for existing rural

irrigation assets (as at 1 July 2000) is not considered.

Sunwater proposed that the opening RAB for each scheme on 1 July 2027 should be based on the
closing renewals annuity balance at 30 June 2027, such that:

o schemes with negative annuity balances would have an initial RAB equal to the value of the
negative annuity balance

o schemes with positive annuity balances would have an initial RAB of zero, with the positive
annuity balance returned to customers via a bill rebate.%®

Under this approach, Burdekin-Haughton (bulk and distribution), Dawson Valley and Mareeba-
Dimbulah (distribution) are forecast to have positive annuity balances at 1 July 2027 and would
therefore have an initial RAB of zero. The proposed initial RABs for schemes with negative annuity
balances are shown in Table 5.

Table 5: Initial RAB for schemes with negative annuity balances, 1 July 2027 ($ million,
nominal)

Annuity balance Initial RAB
30 June 2027 1 July 2027

Barker Barambah Bulk

Bowen Broken Rivers Bulk (4.9) 4.9
Boyne River and Tarong Bulk (16.2) 16.2
Bundaberg Bulk (20.3) 20.3
Callide Valley Bulk (30.0) 30.0
Chinchilla Weir Bulk (1.8) 1.8
Cunnamulla Weir Bulk (0.5) 0.5
Eton Bulk (2.8) 2.8
Lower Fitzroy Bulk (0.3) 0.3
Lower Mary River Bulk (2.5) 2.5
Macintyre Brook Bulk (20.5) 20.5
Maranoa River Bulk - -
Mareeba-Dimbulah Bulk (1.3) 1.3
Nogoa-Mackenzie Bulk (10.2) 10.2
Pioneer River Bulk (2.0) 9.0
Proserpine River Bulk (0.3) 0.3
St George Bulk (8.5) 8.5
Three Moon Creek Bulk (3.7) 3.7
Upper Burnett Bulk (3.0) 3.0
Upper Condamine Bulk (0.6) 0.6
Bundaberg Distribution (9.2) 9.2

8 Sunwater, sub 2, pp 21-22.
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Annuity balance Initial RAB
30 June 2027 1 July 2027

Lower Mary Distribution (2.5)

Note: The annuity balances relate to irrigation and non-irrigation customers.
Source: QCA analysis.

Stakeholders raised several issues relevant to the setting of initial RABs. Fairbairn Irrigation Network
submitted that opening RAB positions establish the foundation for future prices and should
therefore be subject to scrutiny of the historical drivers of annuity balances, including whether they
reflect efficient and prudent investment and an appropriate allocation of costs between past and
future customers.®’ Canegrowers and Queensland Cane Agriculture and Renewables (QCAR)
considered that positive annuity balances reflected that the renewals annuity was working as
intended where renewals programs had been subject to appropriate scrutiny,’® while QCAR also
said that the drivers of large negative balances should be investigated.”” BRIA Irrigators also
considered that we should investigate the circumstances that have resulted in some schemes having
large and longstanding negative annuity balances.”?

We have examined the historical performance of schemes under the renewals annuity approach,
including the drivers of large negative annuity balances in schemes (see scheme information
sheets). For schemes with larger negative annuity balances, the key driver has generally been actual
renewals expenditure exceeding forecast expenditure recovered through annuity allowances over
previous price path periods.”® For the most recent price path period (2020-25), this reflected a
combination of additional works arising during the price path period and increases in the scope and
cost of previously forecast works as further information became available.”

In the 2025 review, we considered it reasonable to set the initial RAB with reference to closing
annuity balances. These balances reflect whether, since 1 July 2000, renewals revenue recovered
through the annuity (including an allowance for financing costs) has been less than renewals
expenditure incurred (a negative balance), or greater than renewals expenditure incurred (a positive
balance).

On this basis, we have accepted Sunwater’s proposed approach to setting initial RABs. We assess
the appropriate period for returning positive annuity balances to customers in section 4.4,

4.4 Managing transitional impacts

The transition to a RAB approach is expected to place downward pressure on price targets and
Sunwater’s short-term cash flows in the initial years, reflecting differences in the timing of cost
recovery between the RAB and annuity approaches. Under the annuity approach, cost recovery is
based on forecasts of future renewals expenditure, whereas under a RAB approach, renewals
expenditure is generally recovered from when it is incurred.

In managing transitional impacts, we have sought to balance Sunwater’s legitimate commercial
interests, including the maintenance of short-term cash flows, with customer outcomes, particularly
price stability. We have adopted a targeted approach, focusing on the settings that most directly

¢ Fairbairn Irrigation Network, sub 14, pp 2-3.

70 Canegrowers, sub 8, p 2; QCAR, sub 18, p 2.

"TQCAR, sub 18, p 3.

2 BRIA Irrigators, sub 22, p 4.

73 For example, in Boyne River and Tarong, Bundaberg (bulk and distribution), Callide Valley, Macintyre Brook and Nogoa-
Mackenzie schemes.

74 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 61-64.
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influence price paths during the transition, namely the timeframes for the recovery of negative
annuity balances and the return of positive annuity balances.

4.4.1 Commercial considerations

Commercial considerations relate to Sunwater’s ability to manage the transition to a RAB approach
while maintaining financial sustainability over time, including the timing of cash flows and the
recovery of efficient costs.

We have reviewed Sunwater’s financial analysis of the impact of alternative transition timeframes on
key financial metrics. This analysis considered 25- and 50-year terms for the recovery of negative
annuity balances and 4- and 8-year terms for the return of positive annuity balances. Sunwater
indicated that the combination of a 50-year depreciation period and 4-year rebate has the greatest
impact on its cash flows but does not create unacceptable financial risk, and that its preferred
approach lies within these ranges for both the depreciation period and rebate period.”

While these commercial considerations place some constraints on the range of feasible transition
timeframes, they do not, in themselves, determine the appropriate balance between short- and
longer-term price target outcomes. Such a balance also requires consideration of customer impacts.

4.4.2 Customer outcomes

Managing transitional impacts requires an understanding of customer outcomes, particularly in
balancing trade-offs between short- and longer-term price outcomes.

As discussed in Chapter 2, there is limited evidence that Sunwater's engagement sought to identify
the outcomes that customers value in managing transitional impacts. Although information was
provided to customers on the price paths associated with alternative recovery periods, there is
limited evidence that engagement focused on understanding preferences for outcomes such as
short-term price stability or the avoidance of price shocks, including the trade-offs between lower
prices in the initial years and higher prices over the longer term.

However, stakeholder submissions indicate that price stability and predictability are important
considerations for customers. They raised concerns that alternative approaches may increase price
volatility over time.”® Submissions from the 2025 review also indicated a preference for returning
positive annuity balances to customers who contributed to them, particularly where entitlements
may be traded.”” These considerations reflect different aspects of customer outcomes and may
involve trade-offs in the design of transition arrangements.

Our consultation suggests that customers are most concerned about the level and stability of price
targets over time, including the avoidance of material changes in price targets at the point of
transition and across price path periods. We have also had regard to the equity consideration of
returning positive balances to customers who contributed to them.

4.4.3 Transition timeframes

Transition timeframes determine how cost recovery is distributed over time and, therefore, the
profile of price targets over the transition period. In particular, the depreciation period applied to

75 Sunwater, sub 2, pp 23-24; Sunwater, response to RFI 8 (2 April 2026).

76 Canegrowers, sub 8, p 2; QFF, sub 19, p 4.

7 QFF, submission to the QCA, Rural irrigation price review 2025-29 — draft report, September 2024; Theodore Water,
submission to the QCA, Rural irrigation price review 2025-29 — draft report, September 2024.
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the initial RAB, and the timeframe for returning positive annuity balances, influence the extent to
which price target impacts are concentrated in the initial years or deferred to later periods.

In determining appropriate transition timeframes, we have sought to balance commercial and
customer considerations, with a focus on how different settings affect price paths over time.

Recovery of negative annuity balances

Negative annuity balances are incorporated into the initial RAB and recovered through price targets
over a defined period. The length of the depreciation period applied to the initial RAB determines
how quickly this amount is recovered, affecting both short-term price target changes and the profile
of price targets in later periods, including the size of adjustments when the depreciation period for
the initial RAB ends.

For schemes with negative annuity balances at 1 July 2027, Sunwater presented two sets of RAB-
based prices using alternative depreciation periods for scheme-level initial RABs:

o a 25-year depreciation period, reflecting the weighted average life of recent renewals
o a 50-year depreciation period, which Sunwater said is closer to the expected life of a
scheme.”®

Sunwater said it adopted this approach to provide decision-makers with the flexibility to
appropriately consider trade-offs between customer and Sunwater outcomes.” However, while this
approach illustrates the implications of different depreciation periods, it does not identify
scheme-specific transition settings. Cotton Australia considered that transitional arrangements
should provide protection for schemes with low or negative initial RAB balances from
disproportionate price increases.®°

We have therefore selected, for each scheme, the depreciation period that minimises the difference
between RAB-based and annuity-based fixed price targets in the first year of transition (2027-28).%"
This provides a practical basis for moderating price changes at the point of transition, including for
schemes where the size of the initial RAB could otherwise result in larger price target impacts, and
reduces divergence in subsequent price path periods.

This approach reflects that transitioning to a RAB approach removes the forward-looking allowance
for forecast renewals expenditure embedded in annuity-based prices, which would otherwise place
downward pressure on price targets. By selecting depreciation periods that offset this effect in the
first year, we have sought to minimise the step change in prices at transition and improve short-term
price stability.

Tables 6 and 7 present the percentage difference between RAB-based and annuity-based fixed
price targets and prices in 2027-28 for bulk water supply schemes and distribution systems,
respectively, for depreciation periods of 15, 25 and 35 years. A 25-year depreciation period reflects
a reasonable reference point, as it is broadly consistent with the weighted average life of assets
expected to be capitalised over the next 10 years (23.7 years).

78 Sunwater, sub 2, p 13.

’? Sunwater, sub 2, p 22.

80 Cotton Australia, sub 25, pp 4, 6.

81 Given that the renewals allowance is fully allocated to fixed price targets, there will be no difference between RAB-based
and annuity-based volumetric price targets.
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Table 6: Change in fixed price targets and prices under a RAB approach (relative to annuity),
bulk schemes, 2027-28 (%)

Tariff group

Fixed price target
difference (%)

Fixed price difference (%)

Depreciation periods (years)

LMS: local management supply.

Barker Barambah — River (9.9) (14.1) (15.9) (2.3) (6.8) (8.7)
Barker Barambah — Redgate Relift (9.8) (13.9) (15.7) (0.9) (5.5) (7.4)
Bowen Broken Rivers - - - - - -
Boyne River and Tarong 12.6 2.0 (2.6) 12.6 2.0 (2.6)
Bundaberg 35 (7.7) (12.5) 35 (7.7) (12.5)
Callide Valley 11.6 (2.3) (8.2) - - -
Chinchilla Weir 0.9 (9.0) (13.2) 0.9 (9.0) (13.2)
Cunnamulla (5.5) (18.4) (23.9) (5.5) (18.4) (23.9)
Eton (high B priority) (13.0) (15.8) (17.0) (13.0) (15.8) (17.0)
Eton (high A priority LMS) (14.8) (18.0) (19.4) (14.8) (18.0) (19.4)
Lower Fitzroy (12.2) (13.7) (14.3) (12.2) (13.7) (14.3)
Lower Mary — Mary Barrage 2.8 (11.2) (17.3) 2.8 (11.2) (17.3)
Lower Mary — Tinana & Teddington (19.8) (24.3) (26.3) (19.8) (24.3) (26.3)
Macintyre Brook 17.8 2.5 (4.1) - - -
Maranoa River (21.2) (22.7) (23.3) (15.1) (16.7) (17.4)
Mareeba-Dimbulah — River (16.6) (18.4) (19.3) (16.6) (18.4) (19.3)
Nogoa-Mackenzie (medium priority) (7.2) (10.7) (12.2) (7.2) (10.7) (12.2)
Nogoa-Mackenzie (high priority) (11.3) (16.9) (19.3) = = =
Pioneer River (0.2) (8.6) (12.1) (0.2) (8.6) (12.1)
Proserpine River (10.2) (10.6) (10.7) (10.2) (10.6) (10.7)
St George (medium priority) (3.0) (10.7) (14.0) (3.0) (10.7) (14.0)
St George (high priority LMS) (3.3) (11.8) (15.4) (2.4) (10.9) (14.6)
Three Moon Creek (1.7) (7.2) (9.6) - - -
Upper Burnett — Regulated Section of (8.2) (11.7) (13.2) (8.2) (11.7) (13.2)
the Nogo/Burnett River

Upper Burnett — John Goleby Weir (8.2) (11.7) (13.2) (8.2) (11.7) (13.2)
Upper Condamine — Sandy Creek or (4.6) (4.8) (4.9) (4.6) (4.8) (4.9)
Condamine River

Upper Condamine — North Branch (4.3) (4.6) (4.6) (4.3) (4.6) (4.6)
Upper Condamine — North Branch — - - - - - -
Risk A

Notes: 1. The same price target and price impact apply to the Nogoa-Mackenzie (medium priority local management
supply) tariff group, as the two medium priority tariff groups in this scheme have the same price targets from 2026-27
onwards. 2. No fixed price target or fixed price applies for the Eton risk priority tariff group. 3. 15-year, 25-year and
35-year refer to depreciation periods for the initial RAB. 4. Tariff groups in this table exclude bulk schemes with

closing positive annuity balances.
Source: QCA analysis.
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Table 7: Change in fixed price targets and prices under a RAB approach (relative to annuity),
distribution systems, 2027-28 (%)

Tariff group Fixed price target difference Fixed price difference (%)
(%)

Depreciation periods (years)

Bundaberg channel (9.0) (12.6) (14.2) - — -
Lower Mary channel (11.4) (16.2) (18.2) = = =

Notes: 1. 15-year, 25-year and 35-year refer to depreciation periods for the initial RAB. 2. Tariff groups in this table
exclude distribution systems with closing positive annuity balances.
Source: QCA analysis.

The resulting depreciation periods vary across tariff groups, reflecting the scale of forecast renewals
expenditure embedded in annuity-based prices and the relative size of initial RAB balances
compared to scheme revenues (Tables 8 and 9). For most schemes, this approach results in
depreciation periods of 25 years or less, with longer periods required only for Boyne River and
Tarong, and Macintyre Brook, to moderate initial price target impacts.

Table 8: Selected depreciation periods and resulting change in fixed price targets and prices
under a RAB approach (relative to annuity), bulk schemes, 2027-28 (%)

Tariff group Selected Fixed price Fixed price
depreciation target difference (%)

period (years) difference (%)

Barker Barambah — River 10 (4.7) -

Barker Barambah — Redgate Relift 10 (4.7) -

Bowen Broken Rivers 25 - -

Boyne River and Tarong 35 (2.6) (2.6)
Bundaberg 20 (3.5) (3.5)
Callide Valley 25 (2.3) -

Chinchilla Weir 20 (5.2) (5.2)
Cunnamulla 15 (5.5) (5.5)
Eton (high B priority) 10 (9.5) (9.5)
Eton (high A priority LMS) 10 (10.8) (10.8)
Lower Fitzroy 10 (10.3) (10.3)
Lower Mary — Mary Barrage 20 (6.1) (6.1)
Lower Mary — Tinana & Teddington 20 (22.2) (22.2)
Macintyre Brook 35 (4.1) -

Maranoa River 10 (19.4) (13.2)
Mareeba-Dimbulah — River Tinaroo/Barron 10 (14.2) (14.2)
Nogoa-Mackenzie (medium priority) 10 (2.8) (2.8)
Nogoa-Mackenzie (high priority) 10 (4.4) -

Pioneer River 20 (5.4) (5.4)
Proserpine River 10 (9.9) (9.9)
St George (medium priority) 15 (3.0) (3.0)
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Tariff group Selected Fixed price Fixed price
depreciation target difference (%)

period (years) difference (%)

St George (high priority LMS) 15 (3.3) (2.4)
Three Moon Creek 15 (1.7) -
Upper Burnett — Regulated Section of the 10 (3.7) (3.7)
Nogo/Burnett River

Upper Burnett — John Goleby Weir 10 (3.7) (3.7)
Upper Condamine — Sandy Creek or 10 (4.3) (4.3)
Condamine River

Upper Condamine — North Branch 10 4.1) (4.1)
Upper Condamine — North Branch — Risk A 10 - -

Notes: 1. The same price target and price impact apply to the Nogoa-Mackenzie (medium priority local management
supply) tariff group, as the two medium priority tariff groups in this scheme have the same price targets from 2026-27
onwards. 2. No fixed price target or fixed price applies for the Eton risk priority tariff group.

Source: QCA analysis.

Table 9: Selected depreciation periods and resulting change in fixed price targets and prices
under a RAB approach (relative to annuity), distribution systems, 2027-28 (%)

Tariff group Selected Fixed price Fixed price

depreciation target difference (%)
period (years) difference (%)

‘ Bundaberg channel ‘ 10 ‘ (8.7) ‘ -
‘ Lower Mary channel ‘ 10 ‘ (7.9) ‘ -

Source: QCA analysis.

The relative size of the initial RAB compared to scheme revenue provides an indication of the
sensitivity of price targets to the choice of depreciation period. Where this ratio is lower, shorter
timeframes can be adopted without materially affecting price outcomes. This is the case for Eton,
Lower Fitzroy, Maranoa River, Mareeba-Dimbulah, Proserpine River, Upper Burnett, Upper
Condamine, Lower Mary distribution and Bundaberg distribution. For tariff groups in these
schemes, the price target impact at the end of the depreciation periods is also more limited.

While this approach focuses on moderating short-term price target impacts, we have also
considered the longer-term implications of selected timeframes.

Return of positive annuity balances

Positive annuity balances reflect past over-recovery and are returned to customers over time. These
balances could be returned through rebates or reductions in allowable costs.

Sunwater has proposed to return positive annuity balances through bill rebates. Under this
approach, schemes with positive balances have a zero opening RAB and the balances are returned
to customers over a defined period. Sunwater said that this approach avoided distorting future RAB-
based price targets and prices. Sunwater has applied weighted average cost of capital (WACC)
adjustments to compensate for the time value of money over the return period.®?

We consider the use of a rebate mechanism is reasonable, as it delivers the same bill outcomes as
an allowable cost offset in schemes forecast to have positive annuity balances at 30 June 2027. As

82 Sunwater, sub 2, p 22.
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prices in all tariff groups in these schemes have reached the price target, a rebate is equivalent to an
offset. The rebate mechanism also avoids potential impacts on the scheme'’s future transition path to
the underlying price target. However, Sunwater should account for these balances over the return
period and report on them in future price path reviews.

Sunwater considered alternative return timeframes, including shorter (4 years) and longer (8 years)
periods. Sunwater said that the shorter option reflected stakeholder preferences for returning funds
to customers from the 2025 review, particularly given entitlements may be traded.®

In response to the draft report, Cotton Australia considered that positive annuity balances should be
returned to customers immediately as a single payment.®*

The size of the positive annuity balance relative to scheme allowable costs is a key factor in
determining appropriate timeframes. Table 10 shows the total rebate, which reflects the positive
annuity balance as at 30 June 2027, and annualised rebate as a percentage of scheme-level total
allowable costs over 4- and 8-year return periods.

Table 10: Total and annualised rebate as a percentage of pre-transition total allowable costs,
2026-27 (%)

Scheme 2026-27 Rebate ($m) Rebate as proportion of
allowable allowable costs (%)

costs ($m) Total® Return period Total Return period

(years) (years)

Burdekin-Haughton 7.1 4.0 1.1 0.6 55.6 15.7 8.5
bulk

Dawson Valley 1.9 3.2 0.9 0.5 167.6 47.3 255
Burdekin-Haughton 21.3 2.1 0.6 0.3 10.1 2.8 1.5
distribution

Mareeba-Dimbulah 8.3 13.7 3.9 2.1 165.5 46.7 25.2
distribution

a The total rebate amount is equal to the positive annuity balances as at 30 June 2027.
Source: QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 152-164; QCA analysis.

We consider a 4-year return period is appropriate. The shorter return period better aligns the return
of funds with those customers who contributed to the positive annuity balance and avoids potential
distortions where fixed charges may not fully reflect entitlement holding costs.

In determining this return timeframe, we have had regard to stakeholder preferences, including the
equity consideration of returning funds to customers who contributed to those balances, as well as
the impact on the profile of customer prices. While an immediate return would provide customers
with faster access to these balances, we consider that a 4-year return period appropriately balances
customer interests and Sunwater’'s commercial considerations.

This approach is consistent with Sunwater’s view that both 4- and 8-year return periods are
commercially acceptable. The approach also provides a more timely return of funds to customers.

8 Sunwater, sub 2, p 22.
84 Cotton Australia, sub 25, pp 4, 7.
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5 Total allowable costs

In this chapter, we set out our position on total allowable costs for regulated schemes. For this
review, allowable costs are consistent with our position for 2027-28 and 2028-29 in the 2025 review,
subject to the adjustments required by the direction, including those associated with applying a

RAB approach.

5.1 Adjustments to 2025 review allowable costs

As required by the direction, allowable costs reflect our position for 2027-28 and 2028-29 in the
2025 review, with the following adjustments:

o for annuity-based costs:

—  exclude the step change component related to information and communication
technology (ICT) costs from the opex allowance (section 5.2)

° for RAB-based costs:

adjust the opex allowance (section 5.2) to:

o exclude the same ICT-related step change component
o include renewals of an operating nature

- replace the renewals allowance with an appropriate RAB-based capital allowance
(section 5.3)

- include a smoothing adjustment to account for differences between unit costs and
smoothed price targets for 2025-26 and 2026-27 (section 5.4)

- replace the tax allowance with an appropriate RAB-based tax allowance (section 5.5).

Under the RAB approach, renewals are reflected in both operating and capital components of
allowable costs. Under both approaches, renewals also feed into the calculation of the tax
allowance. Figure 4 shows the different treatment of renewals under each approach.

Figure 4 Calculating annuity-based and RAB-based allowable costs

Annuity-based costs RAB-based costs

Opex allowance

RAB opex
allowance

Renewals annuity RAB capital allowance

Tax allowance Tax allowance
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Reflecting our position on each of these adjustments, Table 11 compares our position on allowable
costs under the annuity and RAB approaches. This comparison highlights how the transition from an
annuity to a RAB framework affects total allowable costs. Scheme-level information on allowable
costs is provided in Appendix C.

Table 11: QCA position - total allowable costs ($ million, nominal)

Annuity Difference

v2027-28 2028-29 | 2027-28 | 2028-29 2027-28 2028-29

Opex allowance (2025 review) 84.1 86.2 84.1 86.2 - -
ICT step change (0.6) (0.6) (0.6) (0.6) - -
Renewals opex - - 1.2 0.5 1.2 0.5
Revised opex allowance 83.4 85.6 84.7 86.1 1.2 0.5
Renewals annuity 25.6 26.2 - - (25.6) (26.2)
RAB-based capital allowance - - 15.2 17.6 15.2 17.6
Smoothing adjustment - - 0.1 0.1 0.1 0.1
Tax allowance - - - - - -
Revenue offsets (1.9) (2.0) (1.9) (2.0) - -
Total allowable costs 107.1 109.8 98.1 101.8 (9.0) (8.0)

Notes: 1. Figures include costs allocated to irrigation and non-irrigation customers in regulated schemes. 2. Totals
may not add due to rounding.
Source: QCA analysis.

The following sections set out our assessment of each component of allowable costs in detail,
including comparisons between Sunwater’s proposal and our position.

5.2 Operating expenditure allowance

Under the annuity approach, the opex allowance is consistent with our position in the 2025 review,
subject to the exclusion of the ICT-related step change component. Under a RAB approach, the
opex allowance is adjusted to exclude the same ICT-related step change component and to include
renewals of an operating nature (see section 4.1).

We have accepted Sunwater's proposed annuity-based opex allowance (Table 12).

Table 12: QCA position — annuity-based opex allowance ($ million, nominal)

Sunwater proposal QCA position
2027-28 | 2028-29 2027-28 | 2028-29 2027-28 | 2028-29

‘ Opex allowance (2025 review) ‘ 84.1 86.2 84.1 86.2
‘ ICT step change ‘ (0.6) (0.6) (0.6) ‘ (0.6) - ‘ - ‘
Total 83.4 85.6 834  85.6 - -

Notes: 1. Figures in this table include costs allocated to irrigation and non-irrigation customers in regulated schemes.
2. Totals may not add due to rounding.
Source: Sunwater, sub 2, p 34; QCA analysis.

Consistent with the direction, Sunwater has treated renewals opex as a step change (Table 13) in
deriving the RAB-based opex allowance. However, in future reviews we would expect that only that
component of renewals opex that fits our step change criteria will be treated as a step change.
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Table 13: QCA position - RAB-based opex allowance ($ million, nominal)

Sunwater proposal QCA position Difference

2027-28 | 2028-29 2027-28 | 2028-29 2027-28 | 2028-29

Opex allowance (2025 review) ‘ . 86.2 84.1 ‘ 86.2 - -
ICT step change (06) (0.6) 06)  (06) - -
‘ Renewals opex ‘ 1.2 0.5 1.2 ‘ 0.5 - ‘ - ‘
Total . 847 86.1 847 861 - -

Notes: 1. Figures in this table include costs allocated to irrigation and non-irrigation customers in regulated schemes.
2. Totals may not add due to rounding.
Source: Sunwater, sub 2, p 34; QCA analysis.

5.3 Renewals allowance

Under the annuity approach, the renewals allowance remains unchanged from our position in the
2025 review. Under a RAB approach, the renewals allowance is replaced with a RAB-based capital
allowance derived from incorporating renewals capex into the RAB, while renewals of an operating
nature are included in the opex allowance (see section 5.2).

We use a nominal modelling framework to derive the RAB-based capital allowance. Under this
framework, inflation is incorporated in calculating both the return on capital (using the nominal
WACC) and the return of capital (by annually indexing the RAB for inflation).

The RAB-based capital allowance is comprised of the following components:

o return on capital — calculated by applying the nominal WACC of 6.66% to the opening RAB
in each year of the price path period, with an additional part-year return for capex

o inflation adjustment — the RAB is indexed annually using forecast inflation of 2.87%. As
inflation is already reflected in the nominal WACC applied to calculate the return on capital,
the allowance is reduced by the inflationary gain in the RAB to avoid double counting

o return of capital (depreciation) — depreciation is deducted from the RAB each year using a
straight-line method over remaining asset lives. This allows recovery of prudent and efficient
capex over those lives.

Table 14 compares the RAB roll-forward in Sunwater's proposal with our position. The difference
relates mainly to depreciation, reflecting our use of scheme-level asset lives for initial RABs that are,
for most schemes, shorter than the 25 years proposed by Sunwater.

Table 14: QCA position — RAB roll-forward ($ million, nominal)

2028-29 2027-28 | 2028-29 2027-28 2028-29

Sunwater proposal

2027-28

Opening balance 152.0 181.3 152.0 179.0 (2.3)
plus renewals capex 31.6 21.3 31.6 21.3 - -

plus inflation 4.7 5.1 4.8 5.4 0.1 0.4
less depreciation 7.0 8.5 9.4 11.0 2.4 2.5
Closing balance 181.3 199.2 179.0 194.8 (2.3) (4.4)

Notes: 1. Figures include costs allocated to irrigation and non-irrigation customers in regulated schemes. 2.
Sunwater's proposal is based on its proposed 25-year depreciation profile for the initial RAB. 3. Totals may not add

due to rounding.
Source: QCA analysis.
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Table 15 compares the RAB-based capital allowance in Sunwater’s proposal with our position. Each
cost component in this table has been converted from an end-of-year value to a mid-year value by
discounting by the WACC for six months.

Table 15: QCA position — RAB-based capital allowance ($ million, nominal)

Sunwater proposal QCA position Difference

2027-28 | 2028-29 2027-28 | 2028-29 2027-28 | 2028-29

Return on capital 108 12.4 108 | 122 - (0.2)
' Inflation adjustment 45) (4.9) 47) | (53) (1) | (0.3)
' Depreciation 68 8.3 94 | 106 23 24
Total 134 15.7 152 176 22 19

Notes: 1. Figures include costs allocated to irrigation and non-irrigation customers in regulated schemes. 2.
Sunwater's proposal is based on its proposed 25-year depreciation profile for the initial RAB. 3. Totals may not add
due to rounding.

Source: Sunwater, sub 2, p 34; QCA analysis.

5.4 Smoothing adjustment

Under the annuity approach, no smoothing adjustment is required under the direction. Under a RAB
approach, a smoothing adjustment is applied to allowable costs to account for differences between
unit costs and smoothed price targets for 2025-26 and 2026-27.

This adjustment is necessary because the 2025 review set price targets to recover costs over a 4-
year period (2025-26 to 2028-29), while limiting increases to inflation. In contrast, this review resets
price targets for the final 2 years (2027-28 and 2028-29).

Without adjustment, this could result in an under- or over-recovery of costs across the full 4-year
period, due to the mismatch between unit costs and smoothed price targets in the first 2 years.

The smoothing adjustment calculated under the RAB approach is set out in Table 16. The key
differences from Sunwater’s proposal are that:

o we have smoothed the adjustment over 2027-28 and 2028-29 using the WACC, while
Sunwater has escalated the differences from the early years using forecast inflation and
applied them only to 2027-28

o consistent with the requirements of the direction, we have calculated the smoothing
adjustment based on the unit costs and price targets in 2025-26 to 2026-27 including the ICT
step change, while Sunwater has excluded the ICT step change in this calculation.

Table 16: QCA position — smoothing adjustment ($ million, nominal)

Sunwater proposal QCA position Difference

2027-28 2028-29 @ 2027-28 2028-29 2027-28 2028-29

Total 0.2 - 0.1 01 (01 04

Notes: 1. Figures include costs allocated to irrigation and non-irrigation customers in regulated schemes. 2.
Sunwater's proposal is based on its proposed 25-year depreciation profile for the initial RAB.
Source: Sunwater, sub 2, p 34; QCA analysis.
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5.5 Tax allowance

Under the annuity approach, the tax allowance for 2027-28 and 2028-29 is consistent with our
position in the 2025 review. Under a RAB approach, the tax allowance is recalculated using the same
framework, reflecting updated cost components, including the RAB-based capital allowance and
revised opex.

Our general approach is to include an explicit allowance for tax that reflects the tax liabilities of a
benchmark efficient firm operating in the private sector. In the 2020 and 2025 reviews, we accepted
the businesses’ proposals for a zero tax allowance, as accumulating negative annuity balances since
1 July 2020 resulted in ongoing tax losses.

Sunwater proposed calculating the tax allowance at the scheme level, arguing that this better
reflects cost reflectivity principles.® In its proposal, it assumed zero tax loss carry-forwards as at 1
July 2027.

Sunwater subsequently provided revised information on accumulated tax losses from 1 July 2020 to
30 June 2027 and their allocation to schemes at 30 June 2027. It also provided revised tax
allowance estimates for 2027-28 and 2028-29 using a scheme level approach, reflecting these
updated tax loss balances.®

Some stakeholders raised concerns that Sunwater's RAB proposal creates an additional tax cost for
Sunwater’s return on capital earnings that is not incurred within the annuity approach.?” As we noted
in the 2025 review, a tax allowance may need to be calculated under either approach, as both
approaches produce renewals-related revenues.®® BRIA Irrigators said that if Sunwater adopted a
scheme-level tax calculation approach, it could create longer-term tax allowances for schemes with
positive annuity balances once historical tax losses have been fully utilised.?’

As required by the direction, we have adopted the approach used in the 2025 review and calculated
the tax allowance for the benchmark entity comprising all regulated schemes, rather than at the
scheme level. In doing so, we have derived interest deductions based on the geared component of
the annuity balance multiplied by the cost of debt. On this basis, Sunwater remains in a tax loss
position in 2027-28 and 2028-29, so no tax allowance is required.

The tax allowance calculated under the RAB approach is set out in Table 17 below.

Table 17: QCA position — RAB-based tax allowance ($ million, nominal)

Sunwater revised QCA position Difference

2027-28 2028-29 2027-28 2028-29 2027-28 2028-29

Total - 0.1 - - - (0.1)

Notes: 1. Sunwater's proposal is based on its proposed 25-year depreciation profile for the initial RAB. 2. Figures
include costs allocated to irrigation and non-irrigation customers in regulated schemes.
Source: Sunwater, response to RFI 6 (2 April 2026); QCA analysis.

85 Sunwater, sub 2, p 33.

86 Sunwater, response to RFI 6 (2 April 2026).

87 Avocados Australia, sub 3, p 2; Brooklet Farms, sub 4, p 2; Bundaberg Regional Irrigators Group, sub 6, pp 2-3; BRIA
Irrigators, sub 7, pp 5-6 and sub 22, p 3; Canegrowers, sub 8, p 2; Pioneer Valley Water Co-operative Limited, sub 17, p 1.

8 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 97-98.

87 BRIA Irrigators, sub 22, p 3.
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6 Price targets and prices

This chapter explains how we have calculated price targets and prices for each tariff group over the
price path period. We also compare price targets and prices under the two approaches.

6.1 Deriving price targets and prices

In accordance with the 2025 review, after making some adjustments to scheme-level allowable costs
to ensure that costs were allocated to the appropriate beneficiaries, we then converted allowable
costs at the scheme level to a price target for each tariff group by:

1. allocating costs between the fixed and volumetric tariff components

2. allocating costs between high and medium priority groups

3. allocating costs between tariff groups (where applicable), or making other scheme-specific
adjustments

4. converting allocated costs into a unit cost for each tariff component (for example, a cost per

megalitre (ML) of water usage); then smoothing these unit costs over the price path period so
that the price target for each tariff group increases by forecast inflation of 2.87% in 2028-29.7°

We then applied the pricing principles used in the 2025 review to establish the transitional path to
the price target for each tariff group and derive annuity and RAB-based prices (Appendices D and
E). Our general approach to deriving recommended prices is shown in Figure 5.

Figure 5: QCA general approach to deriving recommended irrigation prices

Total allowable costs (for each water supply scheme and distribution system)

Allocation between ) .
} Fixed costs Variable costs
tariff components

Headworks utilisation Water access
Allocation between factor entitlements

priority groups

Apply
forecast all
sector usage

High priority fixed costs Medium priority fixed costs

Volumetric price targets
(Part B and Part D, if
applicable)

Convert to unit costs in Fixed price targets (Part A and Part C,
each tariff group if applicable)

Recommended volumetric

Apply pricing principles in Recommended fixed prices (Part A and Part C,
prices (Part B and Part D, if

the referral if applicable)

applicable)

%0 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 105.
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6.2 Price targets and prices

The impact of moving to a RAB approach reflects differences in the timing of recovery of renewals
expenditure under each approach. In the early years of transition, the RAB approach generally
places downward pressure on fixed price targets due to the removal of the forward-looking
allowance for forecast renewals expenditure embedded in annuity-based prices. For tariff groups in
schemes with a negative annuity balance as at 30 June 2027, this effect is partially moderated by the
selected depreciation periods applied to the initial RAB (see section 4.4).

The recovery of renewals expenditure directly affects fixed price targets, while volumetric price
targets are unchanged. However, volumetric prices may differ between the two approaches since
actual prices reflect the transitional arrangements set out in the government's pricing principles.

Our recommended annuity-based and RAB-based prices for each tariff group are set out in
Appendix D and Appendix E, respectively. These appendices also contain the associated annuity-
based and RAB-based price targets.

6.2.1 Comparison of price targets

Fixed price target levels and differences, and the corresponding differences in total price targets,
are presented for bulk schemes in Table 18 and distribution systems in Table 19. Comparisons are
shown for 2027-28 only, as percentage differences remain unchanged in 2028-29 because price
targets are escalated by the same inflation factor under both approaches.

Table 18: Change in price targets under a RAB approach (relative to annuity), bulk schemes,
2027-28

Tariff group 2027-28 fixed price Fixed Fixed Total price
target ($/ML) target target target
T dl(f;e/rl\zr)ce dlff::oz-;nce dlff(e‘;oe)nce
Barker Barambah — River 54.51 51.94 (2.57) (4.7) (4.5)
Barker Barambah — Redgate Relift 55.17 52.60 (2.57) (4.7) (3.6)
Bowen Broken Rivers 10.14 10.14 - - -
Boyne River and Tarong 16.75 16.32 (0.43) (2.6) (2.3)
Bundaberg 13.90 13.41 (0.49) (3.5) (3.3)
Burdekin-Haughton 5.95 4.99 (0.96) (16.1) (15.1)
Callide Valley 111.84 109.32 (2.52) (2.3) (2.1)
Chinchilla Weir 26.88 25.47 (1.41) (5.2) (4.7)
Cunnamulla 41.02 38.76 (2.26) (5.5) (5.4)
Dawson Valley — River (medium 22.45 18.07 (4.38) (19.5) (18.5)
priority)
Dawson Valley — River (high 110.75 83.15 (27.60) (24.9) (24.6)
priority)
Eton (high B priority) 34.73 31.44 (3.29) (9.5) (8.9)
Eton (high A priority LMS) 125.85 112.25 (13.60) (10.8) (10.6)
Eton risk priority n.a. n.a. n.a. n.a. (8.0)
Lower Fitzroy 16.47 14.77 (1.70) (10.3) (9.6)
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Tariff group 2027-28 fixed price Fixed Fixed Total price

target ($/ML) target target target
— difference | difference difference
e ($/ML) (%) (%)
Lower Mary — Mary Barrage 6.77 6.36 (0.41) (6.1) (5.8)
Lower Mary — Tinana & 22.32 17.37 (4.95) (22.2) (18.0)
Teddington
Macintyre Brook 124.15 119.06 (5.09) (4.1) (4.0)
Maranoa River 89.04 71.73 (17.31) (19.4) (18.8)
Mareeba-Dimbulah — River 3.31 2.84 (0.47) (14.2) (12.7)
Nogoa-Mackenzie (medium 11.45 11.13 (0.32) (2.8) (2.5)
priority)
Nogoa-Mackenzie (high priority) 74.64 71.37 (3.27) (4.4) (4.3)
Pioneer River 22.55 21.33 (1.22) (5.4) (5.1)
Proserpine River 17.66 15.91 (1.75) (9.9) (8.9)
St George (medium priority) 33.20 32.20 (1.00) (3.0) (2.9)
St George (high priority LMS) 52.28 50.54 (1.74) (3.3) (3.2)
Three Moon Creek 72.44 71.20 (1.24) (1.7) (1.6)
Upper Burnett — Regulated 51.28 49.37 (1.91) (3.7) (3.5)
Section of Nogo/Burnett River
Upper Burnett — John Goleby Weir 51.28 49.37 (1.91) (3.7) (3.5)
Upper Condamine — Sandy Creek 24.45 23.40 (1.05) (4.3) (3.6)
or Condamine River
Upper Condamine — North Branch 25.64 24.59 (1.05) (4.1) (2.6)
Upper Condamine — North Branch 23.87 23.87 - - -
— Risk A

Notes: 1. The same price target difference applies to the Nogoa-Mackenzie (medium priority local management
supply) tariff group, as the two medium priority tariff groups in this scheme have the same price targets from 2026-27
onwards. 2. Fixed price targets reflect the fixed (Part A) component of the price target. 3. Total price targets reflect the
fixed price target plus the volumetric (Part B) price target multiplied by the assumed scheme usage percentage of
water access entitlement (WAE). 4. For tariff groups in schemes with positive annuity balances (i.e. Burdekin-Haughton
and Dawson Valley), the price targets and differences do not reflect the impact of the rebate.

Source: QCA analysis.

Table 19: Change in price targets under a RAB approach (relative to annuity), distribution
systems, 2027-28

Tariff group 2027-28 fixed price Fixed Fixed Total price
target ($/ML) target target target

i RAB difference | difference | difference

($/ML) (%) (%)

Bundaberg channel 107.85 98.42 (9.43) (8.7) (6.9)
Burdekin channel 58.34 48.72 (9.62) (16.5) (13.2)
Burdekin — Giru Groundwater 58.34 48.72 (9.62) (16.5) (13.2)
Burdekin — Glady's Lagoon 58.34 48.72 (9.62) (16.5) (13.2)
Lower Mary channel 122.42 112.70 (9.72) (7.9) (7.0)
Mareeba-Dimbulah — outside a 76.53 75.97 (0.56) (0.7) (0.7)
relift up to 100 ML
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Tariff group 2027-28 fixed price Fixed Fixed Total price

target ($/ML) target target target
A ) RAB difference | difference | difference

nnuity ($/ML) (%) (%)
Mareeba-Dimbulah — outside a 67.88 67.33 (0.55) (0.8) (0.7)
relift 100 ML to 500 ML
Mareeba-Dimbulah — outside a 53.45 52.91 (0.54) (1.0) (0.9)
relift over 500 ML
Mareeba-Dimbulah — river sup. 37.10 36.58 (0.52) (1.4) (1.3)
Mareeba-Dimbulah — relift 79.28 78.74 (0.54) (0.7) (0.4)

Notes: 1. Fixed price targets reflect the fixed (Part A and Part C) components of the price target. 2. Total price targets
reflect the fixed price target plus the volumetric (Part B and Part D) price target multiplied by the assumed scheme
usage percentage of WAE. 3. For tariff groups in distribution systems with positive annuity balances (i.e. Burdekin-
Haughton and Mareeba-Dimbulah), the price targets and differences do not reflect the impact of the rebate.

Source: QCA analysis.

Across the bulk schemes and distribution systems, RAB-based fixed price targets are lower than, or
equal to, the corresponding annuity-based fixed price targets. The percentage impact on total price
targets is smaller than the impact on fixed price targets because volumetric price targets are
unchanged.

For total price targets, the impact ranges from a reduction of 24.6% to no difference, with a median
reduction of 4.3%. Overall, 24 of the 43 tariff groups have total price target differences of less than
5%. Of the remaining tariff groups, é are in schemes with a positive annuity balance.

6.2.2 Comparison of prices

Total price levels and differences are presented in Table 20 for bulk schemes and in Table 21 for
distribution systems. Price comparisons are shown for both 2027-28 and 2028-29, as prices reflect
the application of the pricing principles and associated transitional pricing arrangements and
therefore may not move by the same percentage under the two approaches.

Our analysis is based on the total price per megalitre of water access entitlement (WAE) for each
tariff group. This is derived as the total fixed price plus the total volumetric price multiplied by the
assumed scheme usage percentage of WAE from the 2025 review. As a result, the price increases
for individual customers will vary if their water usage differs from the assumed scheme usage.

Table 20: Change in prices under a RAB approach (relative to annuity), bulk schemes, 2027-
28

Tariff group 2027-28 total price 2027-28 2027-28 2028-29
($/ML) total price = total price total price
A it difference | difference difference
i ) (%) (%)
Barker Barambah — River 51.82 51.82 - - (1.3)
Barker Barambah — Redgate Relift 61.49 61.49 - - (0.3)
Bowen Broken Rivers 13.26 13.26 - - -
Boyne River and Tarong 18.47 18.04 (0.43) (2.3) (2.3)
Bundaberg 14.66 14.17 (0.49) (3.3) (3.3)
Burdekin-Haughton 6.37 5.41 (0.96) (15.1) (14.9)
Callide Valley 48.04 48.04 - - -
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Tariff group 2027-28 total price 2027-28 2027-28 2028-29

($/ML) total price | total price @ total price
FAUTE RAB difference diffe;rence diffeorence
($/ML) (%) (%)
Chinchilla Weir 30.05 28.64 (1.41) (4.7) (4.7)
Cunnamulla 41.91 39.65 (2.26) (5.4) (5.4)
Dawson Valley — River (medium 23.73 19.35 (4.38) (18.5) (18.4)
Dawson Valley — River (high 71.41 71.41 - - -
priority)
Eton (high B priority) 36.80 33.51 (3.29) (8.9) (8.9)
Eton (high A priority LMS) 127.92 114.32 (13.60) (10.6) (10.6)
Eton risk priority 14.18 13.04 (1.14) (8.0) (8.1)
Lower Fitzroy 17.65 15.95 (1.70) (9.6) (9.6)
Lower Mary — Mary Barrage 7.09 6.68 (0.41) (5.8) (5.6)
Lower Mary — Tinana & 27.56 22.61 (4.95) (18.0) (18.0)
Teddington
Macintyre Brook 79.75 79.75 - - -
Maranoa River 84.74 73.94 (10.80) (12.7) (15.4)
Mareeba-Dimbulah — River 3.70 3.23 (0.47) (12.7) (12.6)
Nogoa-Mackenzie (medium 12.78 12.46 (0.32) (2.5) (2.4)
priority)
Nogoa-Mackenzie (high priority) 54.37 54.37 - - -
Pioneer River 23.89 22.67 (1.22) (5.1) (5.1)
Proserpine River 19.57 17.82 (1.75) (8.9) (8.9)
St George (medium priority) 34.66 33.66 (1.00) (2.9) (2.9)
St George (high priority LMS) 52.84 52.00 (0.84) (1.6) (3.2)
Three Moon Creek 51.08 51.08 - - -
Upper Burnett — Regulated 55.34 53.43 (1.91) (3.5) (3.5)
Section of Nogo/Burnett River
Upper Burnett — John Goleby Weir 55.29 53.43 (1.86) (3.4) (3.5)
Upper Condamine — Sandy Creek 28.32 27.50 (0.82) (2.9) (3.6)
or Condamine River
Upper Condamine — North Branch 35.51 34.93 (0.58) (1.6) (1.6)
Upper Condamine — North Branch 33.51 33.51 - - -
— Risk A

Notes: 1. The same price difference applies to the Nogoa-Mackenzie (medium priority local management supply)
tariff group, as the two medium priority tariff groups in this scheme have the same prices from 2026-27 onwards. 2.
For tariff groups in schemes with positive annuity balances (i.e. Burdekin-Haughton and Dawson Valley), the price
targets and differences do not reflect the impact of the rebate.

Source: QCA analysis.
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Table 21: Change in prices under a RAB approach (relative to annuity), distribution systems, 2027-28

Tariff group 2027-28
total price

difference

2027-28
total price
difference

2028-29
total price
difference

2027-28 total price
($/ML)

Annuity RAB

($/ML) (%) (%)

Bundaberg channel 109.85 109.85 - - -
Burdekin channel 72.89 63.27 (9.62) (13.2) (13.2)
Burdekin — Giru Groundwater 55.98 55.98 - - -
Burdekin — Glady's Lagoon 72.89 63.27 (9.62) (13.2) (13.2)
Lower Mary channel 95.80 95.80 - - -
Mareeba-Dimbulah — outside a 81.86 81.65 (0.21) (0.3) (0.7)
relift up to 100 ML

Mareeba-Dimbulah — outside a 73.59 73.04 (0.55) (0.7) (0.7)
relift 100 ML to 500 ML

Mareeba-Dimbulah — outside a 59.16 58.62 (0.54) (0.9) (0.9)
relift over 500 ML

Mareeba-Dimbulah — river sup. 40.68 40.16 (0.52) (1.3) (1.3)
Mareeba-Dimbulah — relift 133.57 133.57 - - -

Note: For tariff groups in distribution systems with positive annuity balances (i.e. Burdekin-Haughton and Mareeba-
Dimbulah), the prices and differences do not reflect the impact of the rebate.
Source: QCA analysis.

Across the bulk schemes and distribution systems, RAB-based prices are lower than, or equal to, the
corresponding annuity-based prices, with a median reduction of 2.9%. Overall, 28 of the 43 tariff
groups have total price differences of less than 5% in each of 2027-28 and 2028-29. Of the
remaining tariff groups, 4 are in schemes with a positive annuity balance.

6.2.3 Comparison of annual price increases

Our price changes vary over the price path period for each tariff group and between tariff groups
(Tables 22 and 23). Our analysis is based on the total price per megalitre (ML) of WAE for each tariff
group. This is derived as the total fixed price plus the total volumetric price multiplied by the
assumed scheme usage percentage of WAE. As a result, the price increases for individual customers
will vary if their water usage differs from the assumed scheme usage.

In 2027-28, a key driver of the difference in price changes between tariff groups is whether the fixed
and volumetric components of the 2026-27 price are above or below the corresponding tariff
components of the 2027-28 price target. Any components that are above will immediately reduce

to the price target, and any components that are below will increase by no more than inflation plus
$2.77/ML (2027-28 dollars) towards the price target.
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Table 22: Changes in irrigation prices, bulk schemes (nominal, % change)

Tariff group Annuity approach RAB approach
Barker Barambah — River 8.7 8.4 8.7 7.0
Barker Barambah — Redgate Relift 7.7 7.5 7.7 7.1
Bowen Broken Rivers 1.4 2.9 1.4 2.9
Boyne River and Tarong 2.2 2.8 (0.2) 2.9
Bundaberg 2.3 2.8 (1.1) 2.8
Burdekin-Haughton 2.4 2.9 (13.0) 3.1
Callide Valley 9.1 8.8 9.1 8.8
Chinchilla Weir 2.2 2.9 (2.6) 2.9
Cunnamulla 2.5 2.9 (3.0) 2.9
Dawson Valley — River (medium 2.2 2.9 (16.6) 2.9
priority)

Dawson Valley — River (high priority) 7.0 6.8 7.0 6.8
Eton (high B priority) 2.4 2.9 (6.8) 2.9
Eton (high A priority LMS) 2.5 2.9 (8.4) 2.9
Eton risk priority 2.4 2.9 (5.9) 2.9
Lower Fitzroy 2.0 2.8 (7.8) 2.8
Lower Mary — Mary Barrage 2.5 2.8 (3.5) 3.0
Lower Mary — Tinana & Teddington 2.7 2.9 (15.7) 2.9
Macintyre Brook 6.6 6.4 6.6 6.4
Maranoa River 6.3 6.2 (7.2) 3.0
Mareeba-Dimbulah — River 1.7 2.8 (11.2) 2.9
Nogoa-Mackenzie (medium priority) 2.3 2.8 (0.3) 2.9
Nogoa-Mackenzie (high priority) 8.4 8.1 8.4 8.1
Pioneer River 2.4 2.9 (2.8) 2.9
Proserpine River 2.1 2.8 (7.0) 2.9
St George (medium priority) 7.2 2.9 4.2 2.9
St George (high priority LMS) 8.6 4.6 6.8 2.9
Three Moon Creek 8.8 8.4 8.8 8.4
Upper Burnett — Regulated Section 3.4 2.9 (0.1) 2.9
Upper Burnett — John Goleby Weir 5.9 3.0 2.4 2.9
Upper Condamine — Sandy Creek or 8.5 6.3 5.4 5.5
Condamine River

Upper Condamine — North Branch 9.5 6.5 7.7 6.5
Upper Condamine — North Branch — 12.1 7.5 12.1 7.5
Risk A

Note: The same price target and price differences apply to the Nogoa-Mackenzie (medium priority local management
supply) tariff group, as the two medium priority tariff groups in this scheme have the same price targets from 2026-27.
Source: QCA analysis.
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Table 23: Changes in irrigation prices, distribution systems (nominal, % change)

Tariff group Annuity approach RAB approach
sz o v
Bundaberg channel 55 55 5.5 5.5
Burdekin channel 2.3 2.9 (11.2) 2.9
Burdekin — Giru Groundwater 8.2 7.9 8.2 7.9
Burdekin — Glady's Lagoon (other 2.3 2.9 (11.2) 2.9
Lower Mary channel 5.9 5.8 5.9 5.8
Mareeba-Dimbulah — outside a 6.0 3.3 5.7 2.9
relift up to 100 ML
Mareeba-Dimbulah — outside a 5.1 2.9 4.3 2.9
relift 100 ML to 500 ML
Mareeba-Dimbulah — outside a 2.5 2.9 1.6 2.9
relift over 500 ML
Mareeba-Dimbulah — river sup. 1.9 2.9 0.6 2.9
Mareeba-Dimbulah — relift 5.0 5.0 5.0 5.0

Source: QCA analysis.

In 2027-28, the price changes under an annuity approach range from a 1.4% increase to a 12.1%
increase, with a median increase of 3.4%. Under a RAB approach, the 2027-28 price changes range
from a 16.6% decrease to a 12.1% increase, with a median increase of 1.4%.

6.3 Long-term price targets and prices

This section compares how RAB-based and annuity-based price targets and prices may evolve in the
long term, using 2056-57 as a representative year when transitional effects have largely unwound.

Our modelling assumes that both approaches recover the same underlying costs over the long
term. This provides a consistent basis for comparing the two approaches and allows us to assess
their longer-term price outcomes, including the effect of the proposed transitional arrangements
(see section 4.4.3) on those outcomes.

Sunwater relied on its customer invoice calculator to provide customer-specific information on the
long-term impact of adopting the RAB approach.?” Sunwater noted that the impact of the RAB
approach on customer and target prices varied considerably by tariff group. In calculating the long-
term annuity-based prices for this calculator, Sunwater used a fixed-term annuity rather than the
rolling annuity that is generally used. However, our long-term price targets are based on the use of
the rolling annuity, with renewals after 2057-58 derived as the inflation-adjusted average of scheme-
level renewals expenditure over the 30-year planning period (2028-29 to 2057-58).

Tables 24 and 25 present percentage differences in fixed and total price targets, and corresponding
prices, across bulk schemes and distribution systems.

7 Sunwater, sub 2, pp 44-45. The irrigation customer invoice calculator was available on a project-specific page on
Sunwater's website (RAB Irrigation Price Review, accessed 29 May 2026).
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Table 24: Change in price targets and prices under a RAB approach (relative to annuity), bulk
schemes, 2056-57

Tariff group Total fixed Total price Total fixed Total price
price target target price difference
difference difference difference (%)
(%) (%) (%)
Barker Barambah — River 0.1 0.1 0.1 0.1
Barker Barambah — Redgate Relift 0.1 0.1 0.1 0.1
Bowen Broken Rivers - - - -
Boyne River and Tarong 1.6 1.4 1.6 1.4
Bundaberg (10.2) (9.6) (10.2) (9.6)
Burdekin-Haughton 14.2 13.2 14.2 13.2
Callide Valley (15.1) (13.8) (15.1) (13.8)
Chinchilla Weir (8.4) (7.4) (8.4) (7.4)
Cunnamulla 19.6 19.1 4.0 3.9
Dawson Valley — River (medium 8.4 7.9 8.4 7.9
priority)
Dawson Valley — River (high priority) 10.5 10.4 10.5 10.4
Eton (high B priority) (1.3) (1.3) (1.3) (1.3)
Eton (high A priority LMS) (1.5) (1.5) (1.5) (1.5)
Eton risk priority n.a (1.1) n.a (1.1)
Lower Fitzroy 3.7 3.5 3.7 3.5
Lower Mary — Mary Barrage (14.6) (13.8) (14.6) (13.8)
Lower Mary — Tinana & Teddington 0.3 0.3 0.3 0.3
Macintyre Brook 24 2.3 24 2.3
Maranoa River 13.4 12.9 13.4 12.9
Mareeba-Dimbulah — River (0.4) (0.3) (0.4) (0.3)
Nogoa-Mackenzie (medium priority) (4.5) (4.0) (4.5) (4.0)
Nogoa-Mackenzie (high priority) (7.1) (6.9) (7.1) (6.9)
Pioneer River (5.8) (5.5) (5.8) (5.5)
Proserpine River 5.2 4.7 5.2 4.7
St George (medium priority) (3.9) (3.7) (3.9) (3.7)
St George (high priority LMS) (4.3) (4.2) (4.3) (4.2)
Three Moon Creek (5.2) (4.9) (5.2) (4.9)
Upper Burnett — Regulated Section 0.9 0.9 0.9 0.9
Upper Burnett — John Goleby Weir 0.9 0.9 0.9 0.9
Upper Condamine — Sandy Creek or 1.0 0.8 1.0 0.8
Condamine River
Upper Condamine — North Branch 0.9 0.6 0.9 0.6
Upper Condamine — North Branch — - - - -
Risk A

Note: The same price target and price differences apply to the Nogoa-Mackenzie (medium priority local management
supply) tariff group, as the two medium priority tariff groups in this scheme have the same price targets from 2026-27.
Source: QCA analysis.
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Table 25: Change in price targets and prices under a RAB approach (relative to annuity),
distribution systems, 2056-57

Tariff group Fixed price Total price Fixed price Total price
target target difference difference
difference difference (%) (%)
(%) (%)

Bundaberg channel 1.6 1.3 1.6 1.3

Burdekin channel 6.5 5.2 6.5 5.2

Burdekin — Giru Groundwater 6.5 5.2 6.5 5.2

Burdekin — Glady's Lagoon (other 6.5 5.2 6.5 5.2

Lower Mary channel 0.9 0.8 0.9 0.8

Mareeba-Dimbulah — outside a 7.6 7.1 7.6 7.1

relift up to 100 ML

Mareeba-Dimbulah — outside a 7.6 7.0 7.6 7.0

relift 100 ML to 500 ML

Mareeba-Dimbulah — outside a 7.5 6.8 7.5 6.8

relift over 500 ML

Mareeba-Dimbulah — river sup. 7.4 6.7 7.4 6.7

Mareeba-Dimbulah — relift 5.7 3.2 5.7 3.2

Source: QCA analysis.

Overall, across the 43 tariff groups in 2056-57, the median difference in total price targets is 0.8%
higher under the RAB approach. The distribution of differences is as follows:

o 25 tariff groups have RAB-based total price targets within 5% of annuity-based total price
targets

o 12 tariff groups have RAB-based total price targets of more than 5% higher than annuity-
based total price targets

o 6 tariff groups have RAB-based total price targets of more than 5% lower than annuity-based
total price targets.

These results suggest that long-term total price targets are broadly aligned at the median but vary
across tariff groups. While most tariff groups are within 5% of their annuity-based price targets, a
material number are outside this range, with RAB-based price targets higher for some tariff groups
and lower for others. This indicates that the long-term impact of the RAB approach depends on
scheme- and tariff group-specific factors and will not be uniform across all tariff groups.

These results should be interpreted with caution. They depend on long-term expenditure forecasts
that will change over time and do not account for potential behavioural changes under each
approach.

Some stakeholders said that our long-term modelling did not establish a long-term advantage for
irrigators from adopting the RAB approach, noting that RAB-based price targets were higher than
annuity-based price targets for some tariff groups in 2056-57.72 As outlined above, the purpose of
our modelling is to provide a consistent basis for comparing longer-term price outcomes under the
two approaches, including the effect of the proposed transitional arrangements, rather than to
assess whether either approach would result in lower underlying costs.

72 Cotton Australia, sub 25, pp 3-5; Central Highlands Cotton Growers and Irrigators Association (CHCGIA), sub 24, p 4; QFF,
sub 28, p 6.
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These results provide a useful contrast to Highlander's modelling, which identifies a crossover point
where RAB-based prices exceed annuity-based prices and remain higher thereafter (see Appendix
B).”> Our scheme-specific modelling does not indicate a uniform long-term shift to higher price
targets under the RAB approach. Rather, it shows that long-term outcomes vary across tariff groups,
reflecting differences in their starting position at transition and future renewals expenditure profile.
In particular, outcomes are affected by the size and timing of renewals expenditure, the
depreciation profile of renewals capex added to the RAB, and opening annuity balances that affect
the annuity-based price path.

% Queensland Farmers’ Federation, sub 19, attachment (Highlander Consulting report).
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Appendix A: Stakeholder consultation

This appendix lists the submissions we received during our review (section A.1) and provides details
of the two rounds of workshops we conducted (section A.2).

A.1 List of submissions

The submissions we received are listed below. They are numbered for reference purposes only —
the numbers are used in the footnotes in the report. The submissions are available on our website.

Table 26: Submissions received from stakeholders

Proposals from Seqwater and Sunwater
Seqwater 1
Sunwater 2

Submissions in response to the proposals

Avocados Australia 3
Brooklet Farms 4
Bundaberg Fruit and Vegetable Growers (BFVG) 5
Bundaberg Regional Irrigators Group (BRIG) 6
Burdekin River Irrigation Area (BRIA) Irrigators Limited 7
Canegrowers 8
Canegrowers Burdekin 9
Central Downs Irrigators 10
Central Highlands Cotton Growers and Irrigators Association (CHCGIA) 11
Cotton Australia 12
Eton Irrigation Co-operative Ltd (EICL) 13
Fairbairn Irrigation Network 14
Geddes, C 15
Lockyer Water Users Forum 16
Pioneer Valley Water Co-operative Limited 17
Queensland Cane Agriculture and Renewables (QCAR) 18
Queensland Farmers' Federation (QFF) 19
Tinaroo Water Committee 20

Submissions in response to the draft report

BRIG 21
BRIA Irrigators 22
Canegrowers 23
CHCGIA 24
Cotton Australia 25
EICL 26
Giru Benefitted Area Committee 27
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QFF 28 |
‘ Turf Queensland 29 ‘

A.2  Stakeholder workshops

We held two rounds of stakeholder workshops — the first round in March 2026 and the second
round in August 2026. The workshop presentations and summaries of the issues raised at each
workshop are available on our website.

First round — March 2026

We held 6 stakeholder workshops in March 2026. A summary of the issues raised at each workshop
is available on our website.

Table 27: List of stakeholder workshops held in March 2026

Schemes covered Number of
attendees

10 March Gatton Central Lockyer Valley, Lower Lockyer Valley, Logan River 8
(Seqwater)
12 March Ayr Burdekin-Haughton (Sunwater) 15
13 March Mackay Eton, Pioneer River (Sunwater) 14
16 March Bundaberg Bundaberg (Sunwater) 6
17 March Emerald Nogoa-Mackenzie (Sunwater) 6
26 March Online All schemes 18
Total 67

Note: The number of attendees excludes QCA staff.
Second round - July 2026

We held 6 stakeholder workshops in July 2026. A summary of the issues raised at each workshop is
available on our website.

Table 28: List of stakeholder workshops held in July 2026

Schemes covered Number of
attendees

13 July Pittsworth Upper Condamine 1
13 July Gatton Central Lockyer Valley, Lower Lockyer Valley (Seqwater) 8
14 July Clare Burdekin-Haughton (Sunwater) 14
17 July Bundaberg Bundaberg (Sunwater) 6
21 July Emerald Nogoa-Mackenzie (Sunwater) 15
22 July Online All schemes 4
Total 48

Note: The number of attendees excludes QCA staff.
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Appendix B: Review of
stakeholder modelling

B.1 Introduction and purpose

The Queensland Farmers’ Federation (QFF) submission included modelling by Highlander
Consulting (Highlander) that compares the renewals annuity and regulatory asset base (RAB)
approaches. Eton Irrigation Co-operative Ltd (EICL) also provided modelling during both rounds of
stakeholder submissions showing long-term modelling comparing the approaches for the Eton
water supply scheme.

We present this appendix for irrigation customers to provide context for the Highlander and EICL
modelling, recognising that it has informed stakeholder views. In particular, it sets out how we have
interpreted the modelling, noting that the modelling was designed as a structural comparison of the
approaches rather than a direct projection of pricing outcomes. We also refer to EICL's modelling
where relevant.

We do not replicate or critique the modelling in detail. Instead, we:

o explain the key differences between modelling approaches
o outline why those differences matter
o explain how they affect interpretation of results.

We use the stakeholder modelling to inform our assessment of relative merits in Chapter 2, having
regard to its purpose and limitations.

B.2 Overview of stakeholder modelling

The Highlander model compares modelled renewals allowances under the annuity and RAB
approaches over the long term, as well as the resulting price targets under each approach, using a
broadly consistent set of inputs and assumptions. It applies both approaches from the same starting
point over a 50-year period (2012-13 to 2061-62) and presents side-by-side comparisons for each
scheme. This supports a stylised comparison, so differences in results mainly reflect the annuity and
RAB approaches rather than other factors.

For each scheme, the model reports the annual renewals allowance under both frameworks, along
with the associated annuity and RAB balances and fixed and volumetric price targets. The analysis
covers four bulk water supply schemes and two distribution systems:

o Bundaberg distribution system

o Burdekin-Haughton distribution system
o Eton water supply scheme

o Upper Condamine water supply scheme
o Central Lockyer water supply scheme

o Lower Lockyer water supply scheme.

The results show a consistent pattern. Annuity-based price targets are lower and smoother over the
long term, while RAB-based price targets start lower but increase over time and exceed annuity-
based price targets. Despite these different price paths, the present value of costs is broadly similar.
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EICL also provided long-term modelling comparing the two approaches for the Eton scheme. The
modelling compares renewals allowances under the annuity and RAB approaches, using the same
renewals expenditure over the period 2018-19 to 2099-2100. The results show a similar pattern to
that modelled by Highlander — the RAB-based allowance remains below the annuity allowance until
the two allowances cross over; after which the RAB-based allowance exceeds the annuity allowance.

While the stakeholder modelling broadly reflects key elements of our methodologies, there are
differences in implementation.

B.3 How the Highlander model compares with our
modelling

The models differ in several areas. We focus on the differences that have the greatest impact on
results, in particular:

° historical treatment and transition to the RAB framework
° calculation methods (annuity and RAB)

o long-term renewals assumptions (after 2057-58)

o asset life assumptions.

These differences are not exhaustive. Other variations in inputs and implementation, including
scheme-specific factors, also exist but are not examined in detail in this appendix.

Given the nature of its modelling, Highlander also uses simplifying assumptions in converting
allowable costs to price targets. For example, our approach to the allocation of costs between tariff
components takes into account the underlying fixed and variable nature of each cost type, while
Highlander applies a scheme-specific single fixed/variable split across total costs. Highlander also
assigns all costs to medium priority users, even in bulk schemes where this is not appropriate, which
can lead to misallocated costs and distorted price targets.

Historical treatment and transition to the RAB framework

The models differ in how they treat historical outcomes, including the extent to which forecast risk is
recognised, and when they transition to the RAB framework.

The Highlander model uses actual renewals costs up to 2024-25, which means it assumes that all
renewals from 2012-13 to 2024-25 were known in advance. As a result, it removes the effects of
forecast error from both the annuity and RAB calculations.

Our modelling reflects how the annuity works in practice. At each previous review, we have
calculated the annuity using forecasts of future renewals, with this amount then recovered through
price targets over the price path period. When actual renewals expenditure differs from forecasts,
we carry any under- or over-recovery forward in the opening annuity balance for the price path
period. This means our modelling captures the cumulative effects of forecast error over the
historical period and only assumes perfect foresight from 2027-28 onwards.

This difference matters because, under an annuity approach, forecast errors build up over time and
are reflected in updates to the annuity balance at the start of each price path period. These
adjustments affect price targets and contribute to the variability customers experience between
price path periods. Our modelling captures this process and reflects how forecast risk is allocated in
practice.” By contrast, the Highlander model removes the effects of forecast error and the need for

74 See section 2.3.3 for discussion of the drivers of changes in annuity allowances at price reviews.
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these adjustments, which can make annuity-based price targets appear smoother and more
predictable than they would be in practice.

The models also differ in when they transition to the RAB framework. The Highlander model applies
the RAB approach from 2012-13, while our modelling transitions from 2027-28 based on current
annuity balances. This affects how each model reflects conditions at the point of transition and
contributes to differences in results.

Calculation methodologies — annuity and RAB

Both models use a rolling annuity framework. Each year, they recalculate the annuity using a 30-year
forecast of renewals but apply only the first-year result from that calculation before repeating the
process in the following year.

The key difference is how each model profiles annual contributions within each 30-year annuity
calculation. The Highlander model derives a constant nominal annuity, meaning that the annual
contribution is assumed to remain constant in nominal terms over the 30-year period. By contrast,
our model calculates an indexed annuity, meaning the annual contribution is assumed to increase
over time with inflation.

This assumption affects the level of the first-year contribution. Because a constant nominal profile
does not allow contributions to increase over time, it requires a higher first-year contribution to
recover the same costs in present value terms. Under an indexed annuity, the first-year contribution
is lower because contributions increase with inflation over time.

As a result, the approaches distribute cost recovery differently in real (inflation-adjusted) terms. The
Highlander approach has a higher first-year allowance and brings forward cost recovery within each
30-year calculation, with contributions declining over time in real terms. In a rolling annuity model,
this higher first-year contribution can also affect future annuity balances. For example, for the
Bundaberg distribution system, Highlander’s annuity allowance is $2.8 million in 2027-28 and falls
to $2.3 million in 2057-58 in nominal terms, equivalent to $1.1 million in 2027-28 dollars. The lower
future allowance reflects not only the forward renewals forecast at that time, but also the effect of
higher earlier contributions on the annuity balance.

The RAB treatment also differs. The Highlander model does not index the RAB for inflation and
applies a nominal WACC directly to this unindexed asset base. Our standard approach indexes the
RAB for inflation and then applies a nominal WACC, with an explicit adjustment to ensure inflation is
only counted once in the total revenue requirement.

While the Highlander approach avoids double counting by not indexing the RAB, it does not
explicitly reflect inflation in the asset base. This affects the timing and profile of cost recovery and
may influence long-run revenue outcomes.

Long-term renewals assumptions (after 2057-58)

The models differ materially in how they treat long-term renewals expenditure.

Sunwater has advised that renewals expenditure data beyond 2057-58 is incomplete. The
Highlander model uses this incomplete data for 2058-59 to 2064-65. This results in unusually low
renewals expenditure in those years —often the lowest across the entire modelling period.

From 2065-66 onwards, the model repeats historical renewals expenditure patterns from 2012-13
using uninflated nominal terms. While this preserves the pattern of expenditure, it materially
reduces the assumed value of future renewals expenditure relative to an inflation-adjusted forecast
(by around a factor of 3.7).
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The approach also excludes the forecast period from 2038-39 to 2057-58, when expenditure is
relatively high. Highlander states this avoids over-weighting high-cost periods.” However,
excluding this period may remove a large share of expected renewals. Combined with the lack of
inflation, this is likely to materially understate long-term renewals expenditure.

These assumptions do not affect the RAB over 2027-28 to 2057-58, because the RAB approach only
incorporates renewals expenditure from when it is forecast to occur. However, they do affect the
annuity, which incorporates forward-looking renewals expenditure. Lower assumed renewals
expenditure beyond 2057-58 therefore reduces annuity allowances in later years, as these lower
forecasts feed into the calculation. This effect begins from 2029-30 and becomes more pronounced
over time, with a growing impact on the annuity allowance.

Our modelling takes a different approach. We use average available forecast capex for outer years
and adjust for inflation, producing a more realistic long-term profile.

These differences are material. The Highlander approach tends to understate long-term renewals
and reduce annuity allowances in later years. This affects long-run price paths and may bias
conclusions about intergenerational outcomes.

Asset life assumptions

The Highlander model applies a uniform 50-year asset life to both the initial RAB (as at 1 July 2012)
and all subsequent capex.

By contrast, our modelling reflects Sunwater’s approach and uses scheme-specific asset lives for the
initial RAB and differentiated asset lives for new capex. These are materially shorter on average (less
than 20 years for initial RABs and around 23 years for capex over the 2027-28 to 2056-57 period).

Asset lives determine depreciation profiles and the timing of cost recovery under a RAB. Longer
asset lives reduce capital costs in the short term but increase them over the long term. In contrast,
shorter asset lives have the opposite effect — they increase capital costs in the short term and reduce
them over the long term, which narrows the difference between annuity and RAB cost profiles. This
relationship is illustrated in Table 15 of the Highlander report.?

Highlander's use of longer asset lives shifts cost recovery to later periods relative to our modelling.

Limitations of the Highlander modelling

The Highlander model has several important limitations, including that it:

° assumes historical outcomes were known in advance, excluding associated forecast risk
o applies alternative annuity and RAB calculations that differ from those used by us
o relies on uninflated or incomplete renewals expenditure data in later years.

These limitations indicate that it should be interpreted as a conceptual illustration rather than a
predictor of pricing outcomes.

B.4 How the EICL model compares with our modelling

EICL's modelling and our modelling differ in several areas. The most significant differences relate to
long-term capex assumptions (after 2057-58) and the modelling period.

Other variations also exist but are not examined in detail in this appendix.

% QFF, sub 19, attachment (Highlander Consulting report), p 20.
% QFF, sub 19, attachment (Highlander Consulting report), pp 51-52.
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Long-term capex assumptions (after 2057-58)

As discussed in section B.3, forecast renewals expenditure data beyond 2057-58 is incomplete.

Consistent with our approach, EICL derives long-term capex forecasts by averaging capex before
2057-58 and then applying inflation to estimate capex beyond 2057-58. However, EICL uses
nominal capex data to calculate this average, whereas we first adjust capex data to consistent (2057-
58) dollars before calculating the average. This results in lower forecast capex beyond 2057-58
relative to our modelling.

These assumptions do not affect the RAB calculations over 2027-28 to 2057-58, because capex is
incorporated into the RAB only when it is commissioned. However, the annuity approach
incorporates forward-looking capex forecasts, so lower capex assumptions beyond 2057-58 reduce
the annuity allowances from 2029-30 onwards, with the effect increasing over time.

Modelling period

EICL has modelled the renewals contribution until 2099-2100, while our comparative modelling
extends to 2056-57. EICL submitted that a longer period is required to assess long-term impacts.”’

While longer modelling periods can provide additional insight, forecast uncertainty increases over
time and increasingly impacts modelling results. We consider a 30-year timeframe provides a
reasonable basis for comparison, particularly as detailed scheme-specific capex and asset life
forecasts are available to 2056-57 and the period aligns with the current annuity recovery period.

Limitations of the EICL modelling

The EICL modelling has some important limitations, including that it:

o relies on an average of nominal capex data to estimate forecast capex beyond 2057-58
o models outcomes over a very long period, increasing the effect of the underlying assumptions
on the results.

As a result, the model should be interpreted as a conceptual illustration rather than a predictor of
renewals contributions.

B.5 Implications for relative merits assessment

We use the stakeholder modelling to understand stakeholder arguments about price target stability,
intergenerational equity and price outcomes.

Under the Highlander model’s assumptions, the results show that:?®

o annuity-based price targets are lower over the long term across all schemes

o RAB-based price targets are lower in the short to medium term but exceed annuity-based
price targets in later years across all schemes

o by 2061-62, RAB-based price targets are around 13-40% higher than annuity-based price
targets and annual capital costs under a RAB are around 2 to 6 times higher than renewals

o annuity-based price targets follow a smoother path over time, while RAB-based price targets
vary more and include step changes

o despite the differences in profiles outlined above, the present value comparisons of the two
approaches appear similar.

77 EICL sub 26, p 12.
78 QFF, sub 19, attachment (Highlander Consulting report), pp 10-11, 43-47.
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However, the relevance of these results to the relative merits assessment is limited by the model’s
simplifying assumptions. In particular:

o removing forecast risk is likely to make annuity-based price paths appear smoother and more
predictable than in practice

o the use of an alternative annuity calculation methodology, which increases annuity allowances
in earlier periods compared to the existing indexed annuity approach

o the treatment of long-term renewals, which significantly understates annuity allowances in
later periods.

Under the EICL model’s assumptions, the results for the Eton scheme show that:

o annuity-based renewals allowances are lower over the long term

o RAB-based renewals allowances are lower in the short to medium term but exceed annuity-
based renewals allowances in later years

o annuity renewals allowances follow a smoother path over time, while RAB-based renewals
allowances vary more and include step changes.

Both the Highlander and EICL modelling identify a crossover point where RAB-based price targets
exceed annuity-based price targets and remain higher thereafter. While this result is produced by
the model, it should be interpreted with caution. The modelling relies on simplifying assumptions
regarding long-term renewals profiles (beyond 2056-57), historical renewals expenditure being
known in advance, perfect foresight for future outcomes, and the absence of behavioural or
regulatory responses. For example, it does not reflect changes in expenditure planning or delivery
in response to different incentives, future review outcomes, or how decisions may change as
circumstances evolve.

The timing and size of any crossover point are also sensitive to key assumptions, including the capex
profile, WACC, asset lives, inflation treatment and starting conditions. Small changes in these inputs,
or in the timing of investment, could materially shift, delay, or even remove the crossover. This
means the crossover may not occur in practice or may not persist if conditions change over time.

More fundamentally, the crossover reflects differences in the timing of cost recovery, as both
approaches are designed to be broadly equivalent in present value terms under the same
underlying renewals expenditure assumptions.

Overall, the stakeholder modelling provides directional insights rather than robust quantitative
evidence. Itillustrates conceptual differences between the annuity and RAB approaches but does
not reflect how prices are set in practice. In particular, it does not capture several factors central to
our assessment, including the accumulation of forecast errors over time, the management of
transition arrangements, and the role of regulatory processes and incentives.

In addition, our approach to managing transitional impacts seeks to reduce short-term price
differences between the annuity and RAB approaches. This affects the timing and significance of any
modelled crossover point and how these longer-term comparisons should be interpreted.

Taken together, the modelling does not demonstrate that one approach is clearly better than the
other in terms of price target stability or intergenerational equity, while differences in price
outcomes largely reflect the timing of cost recovery. We have therefore used the Highlander and
EICL modelling to:

o inform our understanding of stakeholder views in these key areas
o illustrate key conceptual differences between the annuity and RAB approaches.

However, we have not relied on the modelling to draw firm conclusions about relative merits.
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B.6 Overall assessment

The Highlander model provides a stylised comparison of the annuity and RAB approaches. It can
assist in showing how each approach recovers costs over time, including how differences in the
timing of cost recovery can affect price paths and long-term contribution profiles.

However, given the model’s limitations — especially its assumption that historical outcomes were
known in advance, differences from the annuity and RAB calculations used in our modelling, and
long-term renewals assumptions — we place limited weight on its quantitative results.

EICL's modelling for the Eton scheme addresses some limitations of the Highlander model,
including by not assuming historical outcomes were known in advance, and by applying the
indexed annuity formulation and using asset-specific lives for renewals capex. However, it has its
own methodological differences and limitations, including the long-term renewals assumptions. It
also extends over a very long period, which can amplify the effect of assumptions.

We have therefore used the modelling to contextualise stakeholder views and illustrate key
conceptual differences but have relied on the broader regulatory framework and evidence in
forming our conclusions.
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Appendix C: Costs by scheme

C.1 Bulk water supply schemes

Barker Barambah WSS

Table 29: Total allowable costs, Barker Barambah WSS ($'000, nominal)

Cost Annuity

| 2027-28 | 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,594.9 1,633.2 1,594.9 1,633.2
ICT step change (12.4) (12.7) (12.4) (12.7)
Revenue offsets (7.3) (7.5) (7.3) (7.5)
Total costs before renewals and tax 1,575.2 1,613.0 1,575.2 1,613.0
Renewals annuity 841.4 858.7 - -
RAB-based capital allowance - - 652.6 786.5
Renewals opex - - 24.0 8.5
Smoothing adjustment - - 14.4 14.8
Tax allowance - - - -
Total allowable costs 2,416.6 2,471.7 2,266.3 2,422.9

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Bowen Broken Rivers WSS

Table 30: Total allowable costs, Bowen Broken Rivers WSS ($'000, nominal)

Cost

2027-28

Annuity RAB
2027-28 2028-29

2028-29

Opex allowance (2025 review) 1,851.1 1,895.5 1,851.1 1,895.5
ICT step change (14.5) (14.9) (14.5) (14.9)
Revenue offsets - - - -
Total costs before renewals and tax 1,836.6 1,880.6 1,836.6 1,880.6
Renewals annuity 686.4 698.2 - -
RAB-based capital allowance - - 386.9 413.1
Renewals opex - - 102.4 -
Smoothing adjustment - - 12.6 13.0
Tax allowance - - - -
Total allowable costs 2,523.0 2,578.9 2,338.5 2,306.7

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Boyne River and Tarong WSS

Table 31: Total allowable costs, Boyne River and Tarong WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28 = 2028-29
Opex allowance (2025 review) 1,408.3 1,442.4 1,408.3 1,442.4
ICT step change (8.5) (8.7) (8.5) (8.7)
Revenue offsets (0.9) (1.0) (0.9) (1.0)
Total costs before renewals and tax 1,398.9 1,432.7 1,398.9 1,432.7
Renewals annuity 1,221.6 1,233.3 - -
RAB-based capital allowance - — 1,082.3 1,155.2
Renewals opex - - 10.7 -
Smoothing adjustment - - 22.9 23.5
Tax allowance - - - -
Total allowable costs 2,620.5 2,666.0 2,514.8 2,611.4

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Bundaberg WSS

Table 32: Total allowable costs, Bundaberg WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Costs transferred from distribution

Total allowable costs allocated to
tariff groups

Annuity
2027-28 2028-29
2,441.8 2,500.5
(21.8) (22.4)
(2.1) (2.2)
2,417.9 2,475.9
2,022.2 2,057.7
4,440.1 4,533.6
63.5 65.2
4,503.6 4,598.8

2027-28

2,441.8
(21.8)
(2.1)
2,417.9
1,776.0
76.2
18.7
4,288.8
51.3
4,340.1

2028-29

2,500.5
(22.4)
(2.2)
2,475.9
1,823.3
93.4
19.2
4,411.9
52.1
4,464.0

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Burdekin-Haughton WSS

Table 33: Total allowable costs, Burdekin-Haughton WSS ($'000, nominal)

Cost Annuity

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 6,022.8 6,169.7 6,022.8 6,169.7
ICT step change (31.0) (31.8) (31.0) (31.8)
Revenue offsets (6.8) (7.0) (6.8) (7.0)
Total costs before renewals and tax 5,985.0 6,130.9 5,985.0 6,130.9
Renewals annuity 1,300.1 1,327.3 - -
RAB-based capital allowance - - 32.0 124.3
Renewals opex - - 61.7 -
Smoothing adjustment - - 16.6 17.0
Tax allowance - - - -
Total allowable costs 7.285.1 7.458.2 6,095.3 6,272.2

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Callide Valley WSS

Table 34: Total allowable costs, Callide Valley WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

Annuity

2,467.3
(17.5)

2,449.9
2,513.6

4,963.5

2027-28 2028-29

2,526.7
(17.9)

2,508.7
2,563.3

5,072.0

2027-28
2,467.3
(17.5)

2,449.9
2,312.9
103.7
41.2

4,907.6

2028-29

2,526.7
(17.9)

2,508.7
2,380.1
19.7
42.3

4,950.9

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Chinchilla Weir WSS

Table 35: Total allowable costs, Chinchilla Weir WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28  2028-29

Opex allowance (2025 review) 147.0 150.5 147.0 150.5
ICT step change (1.2) (1.3) (1.2) (1.3)
Revenue offsets (2.6) (2.7) (2.6) (2.7)
Total costs before renewals and tax 143.1 146.5 143.1 146.5
Renewals annuity 199.1 201.7 - -
RAB-based capital allowance - - 163.7 179.5
Renewals opex - - 6.1 -
Smoothing adjustment - - 3.5 3.6
Tax allowance - - - -
Total allowable costs 342.3 348.3 316.4 329.7

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Cunnamulla WSS

Table 36: Total allowable costs, Cunnamulla WSS ($'000, nominal)

Cost Annuity RAB
2028-29 2027-28 2028-29
Opex allowance (2025 review) 43.5 44 .6 43.5 44.6
ICT step change (0.4) (0.4) (0.4) (0.4)
Revenue offsets - - - -
Total costs before renewals and tax 43.1 441 43.1 441
Renewals annuity 65.5 66.6 - -
RAB-based capital allowance - - 58.2 62.1
Renewals opex - - - -
Smoothing adjustment - - 1.2 1.2
Tax allowance - - - -
Total allowable costs 108.6 110.7 102.5 107.5

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Dawson Valley WSS

Table 37: Total allowable costs, Dawson Valley WSS ($'000, nominal)

Cost Annuity

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,344.3 1,376.7 1,344.3 1,376.7
ICT step change (11.4) (11.7) (11.4) (11.7)
Revenue offsets - - - -
Total costs before renewals and tax 1,332.9 1,365.0 1,332.9 1,365.0
Renewals annuity 632.9 645.1 - -
RAB-based capital allowance - - 63.7 225.6
Renewals opex - - 129.6 46.3
Smoothing adjustment - - 1.8 1.8
Tax allowance - - - -
Total allowable costs 1,965.8 2,010.1 1,528.0 1,638.6

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Eton WSS

Table 38: Total allowable costs, Eton WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Annuity

1,907.1
(12.7)
(1.8)
1,892.6
776.7

2,669.3

2027-28 2028-29

1,956.6
(13.1)
(1.8)
1,941.7
794.4

2,736.1

2027-28
1,907.1
(12.7)
(1.6)
1,892.7
447.6
49.4
(11.2)

2,378.5

2028-29

1,956.6
(13.1)
(1.7)
1,941.8
556.9
21.6
(11.5)

2,508.8

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Lower Fitzroy WSS

Table 39: Total allowable costs, Lower Fitzroy WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 425.2 435.4 425.2 435.4
ICT step change (4.8) (4.9) (4.8) (4.9)
Revenue offsets - - - -
Total costs before renewals and tax 420.4 430.4 420.4 430.4
Renewals annuity 97.7 98.8 - -
RAB-based capital allowance - - 42.3 47.5
Renewals opex - - - -
Smoothing adjustment - - 0.8 0.9
Tax allowance - - - -
Total allowable costs 518.1 529.2 463.6 478.8

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Lower Mary WSS

Table 40: Total allowable costs, Lower Mary WSS ($'000, nominal)

Cost Annuity RAB

2027-28 2028-29

2027-28 2028-29

Opex allowance (2025 review) 150.8 154.5 150.8 154.5
ICT step change (1.4) (1.4) (1.4) (1.4)
Revenue offsets - - - -
Total costs before renewals and tax 149.4 153.1 149.4 153.1
Renewals annuity 248.2 252.5 - -
RAB-based capital allowance - - 217.8 226.9
Renewals opex - - - -
Smoothing adjustment - - (1.9) (1.9)
Tax allowance - - - -
Total allowable costs 397.6 405.5 365.4 378.0
Costs transferred from distribution 317.2 335.7 232.8 243.0
system

Total allowable costs allocated to 714.8 741.2 598.2 621.0
tariff groups

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Macintyre Brook WSS

Table 41: Total allowable costs, Macintyre Brook WSS ($'000, nominal)

Cost Annuity

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,743.6 1,785.2 1,743.6 1,785.2
ICT step change (17.4) (17.9) (17.4) (17.9)
Revenue offsets (1.9) (2.0) (1.9) (2.0)
Total costs before renewals and tax 1,724.2 1,765.4 1,724.2 1,765.4
Renewals annuity 1,795.6 1,819.8 - -
RAB-based capital allowance - - 1,488.7 1,714.9
Renewals opex - - 56.9 70.9
Smoothing adjustment - - 34.7 35.7
Tax allowance - - - -
Total allowable costs 3,519.8 3,585.2 3,304.5 3,586.9

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Maranoa River WSS

Table 42: Total allowable costs, Maranoa River WSS ($'000, nominal)

Cost Annuity RAB
2028-29 2027-28 2028-29

Opex allowance (2025 review) 55.0 56.4 55.0 56.4
ICT step change (0.4) (0.4) (0.4) (0.4)
Revenue offsets - - - -
Total costs before renewals and tax 54.7 56.0 54.7 56.0
Renewals annuity 19.5 19.6 - -
RAB-based capital allowance - - 5.4 5.4

Renewals opex - - - -
Smoothing adjustment - - 0.5 0.5
Tax allowance - - - -

Total allowable costs 74.1 75.6 60.5 61.9

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Mareeba-Dimbulah WSS

Table 43: Total allowable costs, Mareeba-Dimbulah WSS ($'000, nominal)

Cost Annuity

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,776.6 1,819.5 1,776.6 1,819.5
ICT step change (15.5) (15.9) (15.5) (15.9)
Revenue offsets (743.6) (763.3) (743.6) (763.3)
Total costs before renewals and tax 1,017.4 1,040.3 1,017.4 1,040.3
Renewals annuity 618.8 627.3 - -
RAB-based capital allowance - - 279.8 404.4
Renewals opex - - 19.4 12.4
Smoothing adjustment - - 4.3 4.5
Tax allowance - - - -
Total allowable costs 1,636.3 1,667.6 1,321.0 1,461.6
Costs transferred to Barron Falls Hydro (43.4) (44.2) (43.4) (44.2)
Total allowable costs allocated to 1,592.9 1,623.4 1,277.6 1,417.4

tariff groups

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Nogoa-Mackenzie WSS

Table 44: Total allowable costs, Nogoa-Mackenzie WSS ($'000, nominal)

Cost Annuity

2028-29  2027-28  2028-29
Opex allowance (2025 review) 4,171.4 4,272.3 4,171.4 4,272.3
ICT step change (27.0) (27.7) (27.0) (27.7)
Revenue offsets (113.8) (116.8) (113.8) (116.8)
Total costs before renewals and tax 4,030.6 4,127.8 4,030.6 4,127.8
Renewals annuity 1,817.4 1,889.9 - -
RAB-based capital allowance - - 1,457.7 1,652.3
Renewals opex - - 137.1 36.2
Smoothing adjustment - - 4.4 4.5
Tax allowance - - - -
Total allowable costs 5,848.0 6,017.7 5,629.8 5,820.8

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Pioneer River WSS

Table 45: Total allowable costs, Pioneer River WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,734.1 1,776.0 1,734.1 1,776.0
ICT step change (11.2) (11.5) (11.2) (11.5)
Revenue offsets (1.6) (1.7) (1.6) (1.7)
Total costs before renewals and tax 1,721.2 1,762.8 1,721.2 1,762.8
Renewals annuity 1,005.2 1,030.9 - -
RAB-based capital allowance - - 794.7 843.1
Renewals opex - - 70.3 18.2
Smoothing adjustment - - 7.6 7.9
Tax allowance - - - -
Total allowable costs 2,726.4 2,793.7 2,593.9 2,632.0

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Proserpine River WSS

Table 46: Total allowable costs, Proserpine River WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Annuity

1,726.8
(13.3)

1,713.5
334.6

2,048.2

2027-28 2028-29

1,768.3
(13.6)

1,754.7
341.5

2,096.2

2027-28
1,726.8
(13.3)

1,713.5
55.7
32.0

7.6

1,808.9

2028-29

1,768.3
(13.6)

1,754.7

89.2

7.8

1,851.7

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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St George WSS

Table 47: Total allowable costs, St George WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,850.4 1,894.9 1,850.4 1,894.9
ICT step change (17.9) (18.4) (17.9) (18.4)
Revenue offsets (2.5) (2.5) (2.5) (2.5)
Total costs before renewals and tax 1,830.0 1,873.9 1,830.0 1,873.9
Renewals annuity 1,146.7 1,161.0 - -
RAB-based capital allowance - - 992.3 1,127.6
Renewals opex - - - 15.2
Smoothing adjustment - - 23.0 23.6
Tax allowance - - - -
Total allowable costs 2,976.7 3,034.9 2,845.3 3,040.3

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Three Moon Creek WSS

Table 48: Total allowable costs, Three Moon Creek WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Annuity

1,068.9
(9.4)

1,059.6
569.0

1,628.6

2027-28 2028-29

1,094.6
(9.6)

1,085.0
593.1

1,678.1

2027-28
1,068.9
(9.4)

1,059.6

486.3

5.5

1,551.4

2028-29

1,094.6
(9.6)

1,085.0
614.2
5.5
5.7

1,710.3

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Upper Burnett WSS

Table 49: Total allowable costs, Upper Burnett WSS ($'000, nominal)

Cost Annuity RAB
m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,534.0 1,570.7 1,534.0 1,570.7
ICT step change (14.7) (15.1) (14.7) (15.1)
Revenue offsets (0.8) (0.8) (0.8) (0.8)
Total costs before renewals and tax 1,518.5 1,554.8 1,518.5 1,554.8
Renewals annuity 579.1 588.1 - -
RAB-based capital allowance - - 449.0 507.4
Renewals opex - - 45.0 -
Smoothing adjustment - - 8.0 8.3
Tax allowance - - - -
Total allowable costs 2,097.5 2,142.9 2,020.5 2,070.4

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Upper Condamine WSS

Table 50: Total allowable costs, Upper Condamine WSS ($'000, nominal)

Cost

Opex allowance (2025 review)

ICT step change

Revenue offsets

Total costs before renewals and tax
Renewals annuity

RAB-based capital allowance
Renewals opex

Smoothing adjustment

Tax allowance

Total allowable costs

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The

Annuity

2,245.7
(19.3)
(3.2)
2,223.3
514.4

2,737.7

2027-28 2028-29

2,299.5
(19.8)
(3.3)
2,276.5
534.9

2,811.4

2027-28
2,245.7
(19.3)
(3.2)
2,223.3
124.8
48.7
2.3

2,399.0

2028-29

2,299.5
(19.8)
(3:3)
2,276.5
198.8
59.5
2.3

2,537.1

smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Bundaberg distribution system

Table 51: Total allowable costs, Bundaberg distribution system ($'000, nominal)

Cost Annuity

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 16,294.6 16,759.4 16,294.6 16,759.4
ICT step change (99.7) (102.3) (99.7) (102.3)
Revenue offsets (4.1) (4.2) (4.1) (4.2)
Total costs before renewals and tax 16,190.8 16,652.9 16,190.8 16,652.9
Renewals annuity 2,869.7 2,974.5 - -
RAB-based capital allowance - - 1,334.8 1,491.8
Renewals opex - - 58.6 20.8
Smoothing adjustment - - (49.7) (51.2)
Tax allowance - - - -
Total allowable costs 19,060.5 19,627.4 17,534.4 18,114.3
Costs transferred to bulk scheme (63.5) (65.2) (51.3) (52.1)
Total allowable costs allocated to 18,997.0 19,562.2 17,483.2 18,062.2

tariff groups

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Burdekin-Haughton distribution system

Table 52: Total allowable costs, Burdekin-Haughton distribution system ($'000, nominal)

Cost Annuity

2028-29  2027-28  2028-29
Opex allowance (2025 review) 19,947.8 20,459.9 19,947.8 20,459.9
ICT step change (135.4) (138.9) (135.4) (138.9)
Revenue offsets (1,017.8) (1,044.8) (1,017.8) (1,044.8)
Total costs before renewals and tax 18,794.6 19,276.3 18,794.6 19,276.3
Renewals annuity 3,082.4 3,149.4 - -
RAB-based capital allowance - - 91.0 329.1
Renewals opex - - 189.5 37.0
Smoothing adjustment - - (34.1) (35.0)
Tax allowance - - - -
Total allowable costs 21,877.0 22,425.6 19,041.0 19,607.3

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Lower Mary distribution system

Table 53: Total allowable costs, Lower Mary distribution system ($'000, nominal)

Cost Annuity RAB

m 2028-29  2027-28  2028-29
Opex allowance (2025 review) 1,664.0 1,708.5 1,664.0 1,708.5
ICT step change (13.0) (13.4) (13.0) (13.4)
Revenue offsets - - - -
Total costs before renewals and tax 1,650.9 1,695.2 1,650.9 1,695.2
Renewals annuity 561.4 589.2 - -
RAB-based capital allowance - - 344.9 360.8
Renewals opex - - - 17.6
Smoothing adjustment - - (1.7) (1.8)
Tax allowance - - - -
Total allowable costs 2,212.3 2,284.4 1,994.1 2,071.8
Costs transferred to bulk scheme (317.2) (335.7) (232.8) (243.0)
Total allowable costs allocated to 1,895.1 1,948.7 1,761.3 1,828.8
tariff groups

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.

Mareeba-Dimbulah distribution system

Table 54: Total allowable costs, Mareeba-Dimbulah distribution system ($'000, nominal)

Cost Annuity

2028-29  2027-28  2028-29
Opex allowance (2025 review) 8,443.3 8,652.7 8,443.3 8,652.7
ICT step change (80.0) (82.1) (80.0) (82.1)
Revenue offsets (11.1) (11.4) (11.1) (11.4)
Total costs before renewals and tax 8,352.2 8,559.2 8,352.2 8,559.2
Renewals annuity 101.7 119.0 - -
RAB-based capital allowance - - 103.8 277.3
Renewals opex - - 27.6 21.2
Smoothing adjustment - - (7.3) (7.5)
Tax allowance - - - -
Total allowable costs 8,453.9 8,678.2 8,476.3 8,850.2

Notes: 1. Totals may not add due to rounding. 2. The opex allowance includes review events and the QCA fee. 3. The
smoothing adjustment accounts for differences between the unit costs and the smoothed price targets for 2025-26
and 2026-27. 4. These costs include those allocated to irrigation and non-irrigation customers.

Source: QCA analysis.
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Appendix D: Annuity-based price
targets and prices

D.1 Bulk water supply schemes

Table 55 shows the 2026-27 prices together with the price targets and recommended prices over
the price path period.

Table 55: Price targets and prices — bulk schemes ($/ML, nominal)

Tariff group 2026-27 Prices

2027-28 | 2028-29 prices 2027-28 | 2028-29

Barker Barambah River Part A 54.51 56.07 46.13 50.22 54.51
Part B 9.31 9.58 4.81 4.95 5.09
Barker Barambah Redgate Part A 55.17 56.75 46.13 50.22 54.51
Rl Part B 38.11 39.20 26.09 26.84 27.61
Bowen Broken Rivers Part A 10.14 10.43 10.04 10.14 10.43
Part B 7.75 7.97 7.53 7.75 7.97
Boyne River and Tarong Part A 16.75 17.23 16.40 16.75 17.23
Part B 3.40 3.49 3.30 3.40 3.49
Bundaberg Part A 13.90 14.29 13.59 13.90 14.29
Part B 1.57 1.61 1.52 1.57 1.61
Burdekin-Haughton Part A 5.95 6.12 5.81 5.95 6.12
Part B 0.81 0.84 0.79 0.81 0.84
Callide Valley Part A 111.84 115.05 37.54 41.38 45.41
Part B 13.95 14.35 10.05 10.34 10.64
Chinchilla Weir Part A 26.88 27.65 26.32 26.88 27.65
Part B 5.74 5.90 5.58 5.74 5.90
Cunnamulla Part A 41.02 42.20 40.03 41.02 42.20
Part B 1.51 1.56 1.47 1.51 1.56
Dawson Valley River (high Part A 110.75 113.93 65.60 70.25 75.11
o) Part B 2.07 2.13 1.83 1.88 1.93
Dawson Valley River Part A 22.45 23.09 21.97 22.45 23.09
(medium priority) Part B 2.07 2.13 2.01 2.07 213
Eton (high B priority) Part A 34.73 35.72 33.94 34.73 35.72
Part B 5.92 6.09 5.75 5.92 6.09
Eton (high A priority local Part A 125.85 129.46 122.78 125.85 129.46
management supply) Part B 5.92 6.09 5.75 5.92 6.09
Eton risk priority Part B 40.65 41.81 39.69 40.65 41.81
Lower Fitzroy Part A 16.47 16.94 16.16 16.47 16.94
Part B 1.82 1.87 1.77 1.82 1.87
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Tariff group

Price targets

2026-27

2027-28

2028-29

Lower Mary — Mary Barrage

Lower Mary — Tinana &
Teddington

Macintyre Brook

Maranoa River

Mareeba-Dimbulah - Access
Charge

Mareeba-Dimbulah — River

Tinaroo/Barron

Nogoa-Mackenzie (medium
priority)

Nogoa-Mackenzie (medium
priority local management

supply)
Nogoa-Mackenzie (high
priority)

Pioneer River

Proserpine River

St George (medium priority)

St George (high priority
local management supply)

Three Moon Creek

Upper Burnett — Regulated
Section of the Nogo/Burnett
River

Upper Burnett — John
Goleby Weir

Upper Condamine — Sandy
Creek or Condamine River

Upper Condamine — North
Branch

Part A
Part B
Part A
Part B
Part A
Part B
Part A
Part B

$/cust

Part A
Part B
Part A
Part B
Part A
Part B

Part A
Part B
Part A
Part B
Part A
Part B
Part A
Part B
Part A
Part B
Part A
Part B
Part A
Part B

Part A
Part B
Part A
Part B
Part A
Part B

2027-28‘

6.77
1.24
22.32
17.86
124.15
8.33
89.04
117.51
818.08

3.31
0.63
11.45
2.05
11.45
2.05

74.64
2.05
22.55
4.61
17.66
5.16
33.20
1.73
52.28
1.73
72.44
12.06
51.28
7.49

51.28
7.49
24.45
11.33
25.64
33.92

2028-29 ‘ prices

6.96
1.27
22.96
18.37
127.72
8.57
91.60
120.88
841.56

3.40
0.65
11.77

76.78
2.1
23.20
4.74
18.16
5,31
34.15
1.78
53.78
1.78
74.52
12.40
52.76
7.70

52.76
7.70
25.15
11.66
26.38
34.89
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6.61
1.20
21.73
17.36
72.36
4.65
77.62
7517
795.26

3.26
0.61
11.20
2.00
11.20
2.00

49.54
0.95
22.03
4.48
17.31
5.01
31.28
1.23
47.64
1.23
44.79
5.52
50.27
5.95

49.63
4.72
23.25
6.70
23.33
20.25

6.77

1.24
22.32
17.86
77.20
4.78
82.61
77.33

818.08

3.31
0.63
11.45
2.05
11.45
2.05

53.73
0.98
22.55
4.61
17.66
5.16
33.20
1.73
51.77
1.27
48.84
5.68
51.28
7.49

51.28
7.40
24.45
9.12
25.64
21.95

6.96
1.27
22.96
18.37
82.26
4.92
87.83
79.55
841.56

3.40
0.65
11.77
2.1
11.77
2.1

58.12
1.01
23.20
4.74
18.16
5.31
34.15
1.78
53.78
1.78
53.09
5.84
52.76
7.70

52.76
7.70
25.15
11.66
26.38
25.42



Tariff group Price Price targets 2026-27 “
2027-28 @ 2028-29 prices 2027-28 | 2028-29

Upper Condamine — North Part A 23.87 24.56 20.04 23.38 24.56
Branch = Risk A PartB | 33.92 34.89 21.89 22.52 25.51

Source: QCA analysis.

D.2 Distribution systems

Table 56 shows the 2026-27 prices together with the price targets and recommended prices over
the price path period.

Table 56: Price targets and prices — distribution systems ($/ML, nominal)

Tariff group Price Price targets 2026 27
Bundaberg channel Part A 13.90 14.29 13.59 13.90 14.29
Part B 1.57 1.61 1.52 1.57 1.61
Part C 93.95 96.64 63.40 68.06 72.87
Part D 55.89 57.50 54.33 55.88 57.49
Fixed 107.85 110.93 76.99 81.96 87.16
Volumetric 57.46 59.11 55.85 57.45 59.10
Burdekin channel Part A 5.95 6.12 5.81 5.95 6.12
Part B 0.81 0.84 0.79 0.81 0.84
Part C 52.39 53.89 51.33 52.39 53.89
Part D 22.93 23.59 22.29 22.93 23.59
Fixed 58.34 60.01 57.14 58.34 60.01
Volumetric 23.74 24.43 23.08 23.74 24.43
Burdekin — Giru Part A 5.95 6.12 5.81 5.95 6.12
Groundwater Part B 0.81 0.84 0.38 0.39 0.40
Part C 52.39 53.89 35.02 38.82 42.78
Part D 22.93 23.59 17.39 17.89 18.40
Fixed 58.34 60.01 40.83 44.77 48.90
Volumetric 23.74 24.43 17.77 18.28 18.80
Burdekin — Glady's Part A 5.95 6.12 5.81 5.95 6.12
Lagoon (otherthan [ p, 1 g 0.81 0.84 0.79 0.81 0.84
G Part C 52.39 53.89 51.33 52.39 53.89
Part D 22.93 23.59 22.29 22.93 23.59
Fixed 58.34 60.01 57.14 58.34 60.01
Volumetric 23.74 24.43 23.08 23.74 24.43
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Tariff group Price Price targets 2026-27 “
2027-28 2028-29 prices 2027-28 2028-29

Lower Mary channel | Part A 6.77 6.96 6.61 6.77 6.96
Part B 1.24 1.27 1.20 1.24 1.27
Part C 115.65 118.97 68.30 73.05 78.00
Part D 52.55 54.06 51.08 52.54 54.05
Fixed 122.42 125.93 74.91 79.82 84.96
Volumetric 53.79 55.33 52.28 53.78 55.32
Mareeba-Dimbulah Part A 3.31 3.40 3.26 3.31 3.40
- ouiiele s R EUR g 0.63 0.65 0.61 0.63 0.65
to 100 ML Part C 73.22 75.32 69.34 73.22 75.32
Part D 8.50 8.74 6.79 7.90 8.74
Fixed 76.53 78.72 72.60 76.53 78.72
Volumetric 9.13 9.39 7.40 8.53 9.39
Mareeba-Dimbulah Part A 3.31 3.40 3.26 3.31 3.40
—outside arelift 100 pyr g 0.63 0.65 0.61 0.63 0.65
MiLto 500 ML Part C 64.57 66.42 62.14 64.57 66.42
Part D 8.50 8.74 6.79 8.50 8.74
Fixed 67.88 69.82 65.40 67.88 69.82
Volumetric 9.13 9.39 7.40 9.13 9.39
Mareeba-Dimbulah Part A 3.31 3.40 3.26 3.31 3.40
— ouitele 2 FEbEOVEr a5 0.63 0.65 0.61 0.63 0.65
POOME Part C 50.14 51.58 49.27 50.14 51.58
Part D 8.50 8.74 7.64 8.50 8.74
Fixed 53.45 54.98 52.53 53.45 54.98
Volumetric 9.13 9.39 8.25 9.13 9.39
Mareeba-Dimbulah Part A 3.31 3.40 3.26 3.31 3.40
—river Part B 0.63 0.65 0.61 0.63 0.65
supplemented
streams & Walsh Part C 33.79 34.76 33.20 33.79 34.76
River Part D 5.10 5.24 4.96 5.10 5.24
Fixed 37.10 38.16 36.46 37.10 38.16
Volumetric 5.73 5.89 5.57 5.73 5.89
Mareeba-Dimbulah Part A 3.31 3.40 3.26 3.31 3.40
= el Part B 0.63 0.65 0.61 0.63 0.65
Part C 75.97 78.15 62.35 66.95 71.72
Part D 100.68 103.57 97.87 100.68 103.57
Fixed 79.28 81.55 65.61 70.26 75.12
Volumetric 101.31 104.22 98.48 101.31 104.22

Source: QCA analysis.
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Appendix E: RAB-based price targets
and prices

E.1 Bulk water supply schemes

Table 57 shows the 2026-27 prices together with the price targets and recommended prices over
the price path period.

Table 57: Price targets and prices — bulk schemes ($/ML, nominal)

Tariff group Price targets 2026-27 Prices
2027-28 @ 2028-29 prices 2027-28 | 2028-29
Barker Barambah River Part A 51.94 53.43 46.13 50.22 53.43
Part B 9.31 9.58 4.81 4.95 6.17
Barker Barambah Redgate Part A 52.60 54.11 46.13 50.22 54.11
Rl Part B 38.11 39.20 26.09 26.84 28.01
Bowen Broken Rivers Part A 10.14 10.43 10.04 10.14 10.43
Part B 7.75 7.97 7.53 7.75 7.97
Boyne River and Tarong Part A 16.32 16.79 16.40 16.32 16.79
Part B 3.40 3.49 3.30 3.40 3.49
Bundaberg Part A 13.41 13.79 13.59 13.41 13.79
Part B 1.57 1.61 1.52 1.57 1.61
Burdekin-Haughton Part A 4.99 5.14 5.81 4.99 5.14
Part B 0.81 0.84 0.79 0.81 0.84
Callide Valley Part A 109.32 112.46 37.54 41.38 45.41
Part B 13.95 14.35 10.05 10.34 10.64
Chinchilla Weir Part A 25.47 26.20 26.32 25.47 26.20
Part B 5.74 5.90 5.58 5.74 5.90
Cunnamulla Part A 38.76 39.87 40.03 38.76 39.87
Part B 1.51 1.56 1.47 1.51 1.56
Dawson Valley River (high Part A 83.15 85.54 65.60 70.25 75.11
UL Part B 2.07 2.13 1.83 1.88 1.93
Dawson Valley River Part A 18.07 18.59 21.97 18.07 18.59
(medium priority) Part B 2.07 213 2.01 2.07 2.13
Eton (high B priority) Part A 31.44 32.34 33.94 31.44 32.34
Part B 5.92 6.09 5.75 5.92 6.09
Eton (high A priority local Part A 112.25 115.47 122.78 112.25 115.47
management supply) Part B 5.92 6.09 5.75 5.92 6.09
Eton risk priority Part B 37.36 38.43 39.69 37.36 38.43
Lower Fitzroy Part A 14.77 15.19 16.16 14.77 15.19
Part B 1.82 1.87 1.77 1.82 1.87
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Tariff group

2027-28 2028-29‘ prices

2027-28 @ 2028-29

Lower Mary — Mary Barrage | Part A 6.36 6.55 6.61 6.36 6.55
Part B 1.24 1.27 1.20 1.24 1.27
Lower Mary — Tinana & Part A 17.37 17.87 21.73 17.37 17.87
Teddington Part B 17.86 18.37 17.36 17.86 18.37
Macintyre Brook Part A 119.06 122.48 72.36 77.20 82.26
Part B 8.33 8.57 4.65 4.78 4.92
Maranoa River Part A 71.73 73.79 77.62 71.73 73.79
Part B 117.51 120.88 75.17 80.09 85.23
Mareeba-Dimbulah - Access | $/cust 818.08 841.56 795.26 818.08 841.56
Charge
Mareeba-Dimbulah — River Part A 2.84 2.92 3.26 2.84 2.92
Tinaroo/Barron Part B 0.63 0.65 0.61 0.63 0.65
Nogoa-Mackenzie (medium | Part A 11.13 11.45 11.20 11.13 11.45
priority) Part B 2.05 2.11 2.00 2.05 2.11
Nogoa-Mackenzie (medium | Part A 11.13 11.45 11.20 11.13 11.45
priority local management | p, 4 2.05 2.11 2.00 2.05 2.11
supply)
Nogoa-Mackenzie (high Part A 71.37 73.42 49.54 53.73 58.12
priority) Part B 2.05 2.11 0.95 0.98 1.01
Pioneer River Part A 21.33 21.94 22.03 21.33 21.94
Part B 4.61 4.74 4.48 4.61 4.74
Proserpine River Part A 15.91 16.37 17.31 15.91 16.37
Part B 5.16 5.31 5.01 5.16 5.31
St George (medium priority) | Part A 32.20 33.12 31.28 32.20 33.12
Part B 1.73 1.78 1.23 1.73 1.78
St George (high priority Part A 50.54 51.99 47.64 50.54 51.99
ozl mEmEERIMEME SRR | g 173 1.78 1.23 173 178
Three Moon Creek Part A 71.20 73.25 44.79 48.84 53.09
Part B 12.06 12.40 5.52 5.68 5.84
Upper Burnett — Regulated | Part A 49.37 50.79 50.27 49.37 50.79
Soeton et e Noge/Buiel | 5 5 7.49 7.70 5.95 7.49 7.70
River
Upper Burnett — John Part A 49.37 50.79 49.63 49.37 50.79
Goleby Weir Part B 7.49 7.70 4.72 7.49 7.70
Upper Condamine —Sandy | Part A 23.40 24.07 23.25 23.40 24.07
ChizsserCeneimine [ B 11.33 11.66 6.70 9.66 11.66
Upper Condamine — North Part A 24.59 25.30 23.33 24.59 25.30
Branch Part B 33.92 34.89 20.25 23.00 26.50
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Tariff group Price Price targets 2026-27 “
2027-28 @ 2028-29 prices 2027-28 | 2028-29

Upper Condamine — North Part A 23.87 24.56 20.04 23.38 24.56
Branch — Risk A Part B 33.92 34.89 21.89 2252 25.51

Source: QCA analysis.

E.2 Distribution systems

Table 58 shows the 2026-27 prices together with the price targets and recommended prices over
the price path period.

Table 58: Price targets and prices — distribution systems ($/ML, nominal)

Tariff group Price Price targets 2026 27
Bundaberg channel Part A 13.41 13.79 13.59 13.41 13.79
Part B 1.57 1.61 1.52 1.57 1.61
Part C 85.01 87.45 63.40 68.55 73.37
Part D 55.89 57.50 54.33 55.88 57.49
Fixed 98.42 101.24 76.99 81.96 87.16
Volumetric 57.46 59.11 55.85 57.45 59.10
Burdekin channel Part A 4.99 5.14 5.81 4.99 5.14
Part B 0.81 0.84 0.79 0.81 0.84
Part C 43.73 44.98 51.33 43.73 44.98
Part D 22.93 23.59 22.29 22.93 23.59
Fixed 48.72 50.12 57.14 48.72 50.12
Volumetric 23.74 24.43 23.08 23.74 24.43
Burdekin — Giru Part A 4.99 5.14 5.81 4.99 5.14
Groundwater Part B 0.81 0.84 0.38 0.39 0.40
Part C 43.73 4498 35.02 39.78 43.76
Part D 22.93 23.59 17.39 17.89 18.40
Fixed 48.72 50.12 40.83 44.77 48.90
Volumetric 23.74 24.43 17.77 18.28 18.80
Burdekin — Glady's Part A 4.99 5.14 5.81 4.99 5.14
Lagoon (otherthan [ p, 1 g 0.81 0.84 0.79 0.81 0.84
NERRINSIE) Part C 43.73 44.98 51.33 43.73 44.98
Part D 22.93 23.59 22.29 22.93 23.59
Fixed 48.72 50.12 57.14 48.72 50.12
Volumetric 23.74 24.43 23.08 23.74 24.43
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Tariff group Price Price targets 2026-27 “
2027-28 2028-29 prices 2027-28 2028-29

Lower Mary channel | Part A 6.36 6.55 6.61 6.36 6.55
Part B 1.24 1.27 1.20 1.24 1.27
Part C 106.34 109.39 68.30 73.46 78.41
Part D 52.55 54.06 51.08 52.54 54.05
Fixed 112.70 115.94 74.91 79.82 84.96
Volumetric 53.79 55.33 52.28 53.78 55.32
Mareeba-Dimbulah Part A 2.84 2.92 3.26 2.84 2.92
- ouiiele s R EUR g 0.63 0.65 0.61 0.63 0.65
to 100 ML Part C 73.13 75.23 69.34 73.13 75.23
Part D 8.50 8.74 6.79 8.46 8.74
Fixed 75.97 78.15 72.60 75.97 78.15
Volumetric 9.13 9.39 7.40 9.09 9.39
Mareeba-Dimbulah Part A 2.84 2.92 3.26 2.84 2.92
—outside arelift 100 pyr g 0.63 0.65 0.61 0.63 0.65
MiLto 500 ML Part C 64.49 66.34 62.14 64.49 66.34
Part D 8.50 8.74 6.79 8.50 8.74
Fixed 67.33 69.26 65.40 67.33 69.26
Volumetric 9.13 9.39 7.40 9.13 9.39
Mareeba-Dimbulah Part A 2.84 2.92 3.26 2.84 2.92
— ouitele 2 FEbEOVEr a5 0.63 0.65 0.61 0.63 0.65
POOME Part C 50.07 51.51 49.27 50.07 51.51
Part D 8.50 8.74 7.64 8.50 8.74
Fixed 52.91 54.43 52.53 52.91 54.43
Volumetric 9.13 9.39 8.25 9.13 9.39
Mareeba-Dimbulah Part A 2.84 2.92 3.26 2.84 2.92
—river Part B 0.63 0.65 0.61 0.63 0.65
supplemented
streams & Walsh Part C 33.74 34.71 33.20 33.74 34.71
River Part D 5.10 5.24 4.96 5.10 5.24
Fixed 36.58 37.63 36.46 36.58 37.63
Volumetric 5.73 5.89 5.57 5.73 5.89
Mareeba-Dimbulah Part A 2.84 2.92 3.26 2.84 2.92
= el Part B 0.63 0.65 0.61 0.63 0.65
Part C 75.90 78.08 62.35 67.42 72.20
Part D 100.68 103.57 97.87 100.68 103.57
Fixed 78.74 81.00 65.61 70.26 75.12
Volumetric 101.31 104.22 98.48 101.31 104.22

Source: QCA analysis.
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Appendix F: Responses to other
stakeholder comments

In this appendix, we address additional issues that stakeholders raised in submissions that are not

addressed elsewhere in this report. Our responses are set out in Table 59.

Table 59: QCA response to other stakeholder comments

A stakeholder suggested that our previous
adjustments to Sunwater’s forecast profile for its
longer-term renewals expenditure program were
intended to reduce annuity revenues, and
therefore prices, in the short term.?

In practice, the adjustments were made on the
advice of our engineering consultant to address:

o deficiencies in predictive maintenance
and asset condition information that
were causing a systematic bias in asset
replacement timing and leading to overly
conservative expenditure forecasts in the
2020 review'®

o a significant increase in the level of
overhead and indirect costs allocated to
renewals expenditure in the 2025 review

compared with previous reviews.’

A stakeholder requested we publish a
comparative analysis of the transition from a
renewals annuity approach to a RAB approach in
other jurisdictions, including outcomes, lessons
learned and any modifications made.%

% Eton Irrigation Co-operative Ltd (EICL), sub 13, p 13.

In Australia, the main jurisdictions where rural
irrigation businesses have transitioned from a
renewals annuity approach to a RAB approach are
New South Wales (NSW) and Victoria.

In NSW, WaterNSW (then known as State Water
Corporation) requested a transition to the RAB
approach as part of its submission to the
Independent Pricing and Regulatory Tribunal
(IPART) for the 2006-10 regulatory period. IPART
assessed the RAB approach to be generally
superior to the annuity approach in terms of
economic efficiency and regulatory effectiveness
and accepted WaterNSW's proposal. As part of
the transition, IPART determined an initial asset
base as at 1 July 2004 by capitalising WaterNSW's
annuity revenue.'® IPART considered the financial
viability of WaterNSW, impacts on WaterNSW's

100 QCA, Rural irrigation price review 2020-24, Part B: Sunwater, final report, January 2020, pp 68-72. We note that Sunwater’s

consultant for the 2025 review made similar adjustments to their forecast renewals program.
91 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, pp 67-72.
192 Queensland Cane Agriculture and Renewables (QCAR), sub 18, p 4.
193 |PART, Bulk Water Prices for State Water Corporation and Water Administration Ministerial Corporation from 1 October

2006 to 30 June 2010, final report, 2006, pp 85-86.
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https://www.qca.org.au/wp-content/uploads/2020/02/irrigation-price-review-part-b-sunwater-final-report.pdf
https://www.qca.org.au/wp-content/uploads/2025/02/final-report-sunwater.pdf
https://www.ipart.nsw.gov.au/sites/default/files/documents/final_report_-_bulk_water_prices_for_state_water_corporation_and_water_administration_ministerial_corporation_1_october_2006_to_30_june_2010.pdf
https://www.ipart.nsw.gov.au/sites/default/files/documents/final_report_-_bulk_water_prices_for_state_water_corporation_and_water_administration_ministerial_corporation_1_october_2006_to_30_june_2010.pdf

customers and consistency with IPART's previous
decisions in applying this approach.’

In Victoria, the Essential Services Commission
(ESC) approved the use of the RAB approach for
all rural water businesses, with initial RABs
determined by the Victorian Government on
advice from the ESC. Businesses had a choice
whether to continue recovering expenditure
using the annuity approach or to transition
immediately to the RAB approach. Goulburn-
Murray Water and Grampians Wimmera Mallee
Water chose to transition immediately, while
Lower Murray Water transitioned in 2008 and
Southern Rural Water transitioned in 2013.

The transition process was guided by an
assessment of the cash flow implications for the
businesses and pricing outcomes for customers.

A key lesson from this experience is that
transitional mechanisms need to be designed
carefully to balance the commercial interests of
the business with pricing outcomes for customers.

Some stakeholders said that the renewals annuity

105 and

is suitable for irrigation schemes
referenced a report by SAHA International '
which states that, “a renewals annuity approach
applies best where there is a dominance of
renewable long-life assets such as dams and
earthen channels and/or where the expected

asset life is greater than that of its components.”

In theory, the renewals annuity approach can
work well where the service potential of a system
of assets can be maintained by ongoing renewal
of the component parts. However, its
effectiveness depends on renewals requirements
being broadly stable over time and long-term
renewals forecasts being reasonably reliable. In
practice, renewals requirements are not
necessarily stable, and there are regular forecast
revisions to the renewals program, as discussed in
section 2.3.3 of this report.

Some stakeholders said that Sunwater’s claim that
irrigators support the transition to a RAB
approach is incorrect.'”’

We have previously noted our concern with
Sunwater’s approach to justifying customer
support for moving to a RAB approach.'®

Some stakeholders requested that the QCA
identify any opex savings from implementing the
RAB approach.’

As discussed in the 2025 review final report, we
do not consider there would be material savings
in operational activities from moving to a RAB
approach.'®

104 |PART, Bulk Water Prices for State Water Corporation and Water Administration Ministerial Corporation from 1 October

2006 to 30 June 2010, final report, 2006, p 28.

195 Avocados Australia, sub 3, p 2; Brooklet Farms, sub 4, p 3; Bundaberg Regional Irrigators Group (BRIG), sub 6, p 3;
Burdekin River Irrigation Area (BRIA) Irrigators, sub 21, p 4; Cotton Australia, sub 23, p 6.
1% SAHA International, Issues Paper on Renewals Annuity or a Regulatory Depreciation Allowance: Sunwater’s Water Supply

Schemes 2011-2016 Price Paths, 2010, p 54.

197 Avocados Australia, sub 3, pp 2-3; BRIG, sub 6, p 3; BRIA Irrigators, sub 7, p 2.
198 QCA, Rural irrigation price review 2025-29: Sunwater, final report, June 2024, pp 10-11.

197 Avocados Australia, sub 3, p 3; BRIG, sub 6, p 3.

"0 QCA, Rural irrigation price review 2025-29: Sunwater, final report, January 2025, p 91.
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https://www.ipart.nsw.gov.au/sites/default/files/documents/final_report_-_bulk_water_prices_for_state_water_corporation_and_water_administration_ministerial_corporation_1_october_2006_to_30_june_2010.pdf
https://www.ipart.nsw.gov.au/sites/default/files/documents/final_report_-_bulk_water_prices_for_state_water_corporation_and_water_administration_ministerial_corporation_1_october_2006_to_30_june_2010.pdf
https://www.qca.org.au/wp-content/uploads/2019/05/8144_W-Sun-Irrig-Pirce-SAHA-IssPaper-RenAnnRegDepAllow-0910-1.pdf
https://www.qca.org.au/wp-content/uploads/2019/05/8144_W-Sun-Irrig-Pirce-SAHA-IssPaper-RenAnnRegDepAllow-0910-1.pdf
https://www.qca.org.au/wp-content/uploads/2024/07/draft-report-sunwater.pdf
https://www.qca.org.au/wp-content/uploads/2025/02/final-report-sunwater.pdf

A stakeholder submitted that, under the RAB
approach, there is a risk that customers end up
paying a return on assets that may have been
funded by government.™"

One stakeholder said that the Queensland
Government and QCA's primary objective should
be to ensure that irrigation pricing policy supports

sustainable agricultural production."?

A stakeholder said that price outcomes should
balance cost recovery with regional economic

resilience.’™

Under the RAB approach, customers would only
pay a return on the initial RAB (which would
consist of any negative annuity balances) and new
renewals capex from 1 July 2027 (exclusive of any
funding from government).

Under both the renewals annuity and RAB
approaches, government funded renewals
expenditure offsets the revenue requirement of
the business. For example, in the 2025 review, we
added $2.5 million to Seqwater's annuity revenue
to account for government funding of the
modernisation program in the Central Lockyer
Valley scheme. Under the RAB approach, we
would similarly have reduced the value of the RAB
by $2.5 million to reflect that the program is a
grant and the cost does not have to be recovered
from customers.

The government's objective for irrigation pricing
is a policy issue that is a matter for government.
The QCA is required to consider a range of
issues, consistent with our obligations under the
QCA Act, when we undertake irrigation pricing
investigations.

A stakeholder said that we should model the
proposed RAB approach against a working
renewals annuity where the proposed works have
been budgeted for and the funds accumulated.”

A stakeholder commented that the current
renewals annuity approach can be improved with
better consultation processes around major
changes to the long-term forecast.”™

A stakeholder said that we should assess the RAB
and annuity approaches based on real-world
operating conditions, where capital expenditure
is not always predictable or evenly distributed

over time.'"®

" Bundaberg Fruit and Vegetable Growers, sub 5, p 3.
"2 BRIA Irrigators, sub 7, p 1.

3 Tinaroo Water Committee, sub 20, p 2.

"4 BRIA Irrigators, sub 7, p 2.

S EICL, sub 13, p 3.

¢ Fairbairn Irrigation Network, sub 14, pp 4-5.
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In recommending and comparing RAB-based
prices with annuity-based prices, we have
modelled the RAB and annuity approaches on a
consistent basis, using the same input data and
reflecting opening annuity balances at 1 July
2027.

Strong transparency and accountability around
long-term renewals forecasts may improve the
current annuity approach but cannot overcome
the inherent uncertainty associated with long-
term forecasts as discussed in section 2.3.2.

We have modelled how differences between
forecast and actual renewals expenditure, and
updates to forward forecasts, contributed to step
changes in scheme-level annuity allowance in the
2020 and 2025 reviews (see section 2.3.3). This
provides useful evidence on how the current
annuity approach has operated in practice.




We have not modelled how a RAB approach
would have performed over the three previous
price path periods. This would have required
assumptions about historical opex/capex
classification, asset lives and transition
arrangements that would have applied if the RAB
approach had been adopted earlier.

A stakeholder said we should publicly release our

pricing models to aid with transparency.'"’

We typically update the pricing models that
businesses submit with their proposals when
undertaking pricing reviews. In doing so, we
outline the key inputs, assumptions and
methodologies adopted to support transparency
and stakeholder understanding. While
publication of detailed business-specific pricing
models may not always be practicable, we will
continue to consider opportunities to publish
additional information in future reviews.

A stakeholder expressed concern about the
QCA's engagement for this review, stating that
many irrigators have formed the view that
consultation materials, presentations and
workshop discussions have been
disproportionately focused on explaining the
benefits of RAB pricing rather than objectively
evaluating both options.

"7 EICL, sub 26, p 3.
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We note that our role is not to recommend a
particular approach but to assess the relative
merits of the approaches. In doing so, we have
sought to identify the strengths and weaknesses
of each approach and clearly state the relevant
caveats in this assessment.

We have carefully considered all feedback on the
draft report in refining our assessment for the final
report.

Having regard to stakeholder feedback and the
evidence before us, our view remains that neither
approach has a clear advantage across all the
criteria assessed. However, we consider the RAB
approach is likely to provide stronger incentives
for efficient investment because it enables a
closer link between revenues and delivered
outcomes.




Glossary

2020 review

2025 review

BFVG

BRIA Irrigators
BRIG

capex
CHCGIA

direction

EICL
ESC
ICT
IPART
LMS
ML

opex

price path period

QCA
QCA Act
QCAR
QFF

RAB

RFI
WACC
WAE
WSS

the QCA's review of irrigation prices charged by Seqwater and
Sunwater for the period 1 July 2020 to 30 June 2024, which was
completed in January 2020

the QCA's review of irrigation prices charged by Seqwater and
Sunwater for the period 1 July 2025 to 30 June 2029, which was
completed in January 2025

Bundaberg Fruit and Vegetable Growers

Burdekin River Irrigation Area Irrigators Limited

Bundaberg Regional Irrigators Group

capital expenditure

Central Highlands Cotton Growers and Irrigators Association

the direction notice for the QCA to conduct this review, which was
issued by the Minister for Finance, Trade, Employment and Training in
October 2025 under section 10(g) of the QCA Act

Eton Irrigation Co-operative Ltd

Essential Services Commission

information and communication technology
Independent Pricing and Regulatory Tribunal
local management supply

megalitre

operating expenditure

the period 1 July 2027 to 30 June 2029
Queensland Competition Authority
Queensland Competition Authority Act 1997
Queensland Cane Agriculture and Renewables
Queensland Farmers' Federation

regulatory asset base

request for information

weighted average cost of capital

water access entitlement

water supply scheme
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