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The following should be noted when reading this document: 

 The Price and Service Plan is referred to as the Plan throughout this document. 

 The terms wastewater and sewerage are used interchangeably. 

 References to the Corporation are to be interpreted as Cradle Mountain Water. 

 The Office of the Tasmanian Economic Regulator (OTTER) is referred to as the Regulator. 
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1 Introduction 
 
The Water and Sewerage Industry Act 2009 requires the Cradle Mountain Water (the Corporation) to submit a 
proposed price and service plan to the Office of the Tasmanian Economic Regulator (the Regulator) that details 
the regulated services to be provided, standards and conditions of service provision, revenue requirement and 
proposed pricing approach.   
 
This Price and Service Plan (the Plan) is the first to be developed by Cradle Mountain Water. It covers the three 
years from 1 July 2012 to 30 June 2015. The Regulator will use the Plan along with wider consultation, to make 
its price determination for the Corporation. 
 
This document is an Executive Summary of the detailed Plan. The Plan aims to provide certainty as to the: 

 Standards of product and services to be provided for the period. 

 Justification of the revenue requirement to deliver these services in terms of operating and capital cost. 

 Pricing structures in the form of tariffs fees and charges that are proposed to recover the revenue 
requirement. 

 Analysis of the impact on customers of transitioning to the proposed pricing structures. 

 
The Corporation has aimed to balance the impact on customers through the pricing of services, with the 
requirements of industry regulators and the Corporation itself, in determining the levels of service (service 
standards), and the associated capital and operating costs. 
 
The Corporation‟s schedule of tariffs proposed in the Plan has been developed in order to commence the 
transition to equitable pricing.  The prices are structured to recover the operating cost base required to meet 
minimum service standards, the capital investment program agreed with industry regulators, depreciation and the 
cost of debt.   
 
In determining the pricing structure, the Corporation took into consideration the age and value of its existing 
assets, the need for upgrades and repairs, the requirements of industry regulators and legislative obligations. 
The Corporation also considered the need for new infrastructure development over the life of this Plan and 
beyond.  
 
The proposed tariffs are provided in section 8: Attachment – Indicative Tariffs. 
 
 

1.1 Background and Context 

The Corporation provides water and wastewater services to more than 80,000 people in 37 localities in North 
West Tasmania, including the West Coast region and King Island.  The area of operations covers approximately 
22,500 km2 and is bounded by its owner Council areas.  The owner Councils are: Burnie, Central Coast, Circular 
Head, Devonport, Kentish, King Island, Latrobe, Waratah-Wynyard and the West Coast. 
 
The context within which this plan has been developed has three elements: the infrastructure and performance 
challenge, the pricing transition challenge, and the Corporation‟s financial strength. 
 
The Corporation was formed to provide a mechanism to address a range of issues associated with water and 
sewerage services.  The key issue being: a consistent underinvestment in treatment and reticulation 
infrastructure, leading to underperformance in relation to water and wastewater quality.  
 
In March 2011 the Regulator released the Tasmanian Water and Sewerage - State of the Industry Report 2009-
10, and in doing so stated: 
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In summary, the Tasmanian water and sewerage industry is characterised by substandard environmental 
and public health outcomes that have resulted from sustained under investment across the State. Mr 
Appleyard said, “The framework is in place to resolve the widespread challenges currently facing the 
industry. However, these problems have been allowed to develop over a number of years, if not decades, 
and will take a similar time period to resolve”. 
 

In regard to pricing, the Corporation has inherited a range of pricing regimes for it services, with a wide disparity 
of charges for essentially the same service.  This is the product of nine different councils each with its own 
pricing structure.  This was exacerbated by a change to the Interim Pricing Order to impose a 5% total account 
cap that limited the Corporation‟s ability to commence tariff restructure. 
 
The House of Assembly Select Committee‟s Interim Report into the Tasmanian Water and Sewerage 
Corporations, released in April 2011, noted that the task of achieving the reform goals is a very difficult one 
exacerbated by the State Government‟s temporary 5% price cap. The report stated that: 

The task of bringing water and sewerage assets up to a standard that meets not only pre-existing license 
requirements but current contemporary standards as well will be a significant challenge both 
environmentally and financially. 

Whilst intended to provide price relief for customers the degree of difficulty of the aforementioned task has 
been exacerbated by the imposition of the 5% price cap and key stakeholders provided evidence that it 
should be removed or phased out and price shocks should be mitigated against. 

 
The third challenge is to develop a financially sustainable organisation capable of addressing these challenges. 
When established the Corporation inherited substantial debt against lower than anticipated revenues.  In its first 
two years of operation the Corporation has been marginally profitable, with a gearing ratio of 25%.   
 
The lack of profitability and balance sheet strength has limited the Corporation‟s ability to take on additional debt 
to fast track addressing the infrastructure and compliance challenge.    
 
This is the background to which the Plan has been prepared. 
 

1.2 Key Objectives of the Plan 

In summary, the Corporation operates in a complex environment where it is required to balance the: 

 Cost of the replacement of ageing infrastructure. 

 Costs of improving service delivery and regulatory compliance. 

 Owner Councils‟ expectations of returns. 

 A need to move to equitable pricing. 

 The impact of pricing increases on customers. 

 
To this end, the key objectives of the Plan are to: 

 Improve product and customer service standards: One of the key drivers of the industry reform process 
is to improve services to customers. This Plan commences the transition path to meeting the 
Regulator‟s minimum customer service standards. 

 Deliver on the capital expenditure program: To address under-investment in the industry and bring 
infrastructure up to standard through a prioritised approach negotiated with the industry regulators. 

 Move towards achieving a commercial return on assets: This commences the path to full cost recovery 
and business sustainability. 

 Set price paths which minimise price shocks to customers: The Corporation needs to balance delivering 
all other key objectives with making price increases tolerable for customers. The Corporation recognises 
that customers are facing a range of cost of living pressures and price increases must be managed. 
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 Over time, move towards the achievement of equitable pricing: Commence the transition to postage 
stamp pricing for base services across the region. 

 
These key objectives can be simply illustrated as in Figure 1. 
 
 
Figure 1: Key objectives of the Price and Service Plan 

 

 
 
 

1.3 Key Intended Deliverables 

The key intended deliverables in the Plan are: 

 Commencement of the transition to an equitable tariff structure for all customers 

 Commence delivery of the Corporation‟s: 
- Asset Management Plan (AMP) for the management, operation, maintenance, upgrade and 

renewal of the Corporation‟s assets. 
- Wastewater Management Plan (WWMP) to bring all sewerage systems and wastewater 

treatment plants into compliance with appropriate standards. 
- Drinking Water Quality Management Plan (DWQMP) that identifies the risks and control plans for 

each water system and the improvement programs to ensure ongoing compliance with drinking 
water quality legislation. 

 All water systems consistently meet the required water quality standards across the region, such that 
there will be no permanent boiled water notices in place by the end of 2013. 

 Increased preventative and predictive asset maintenance based on assessed asset criticality and 
condition. 

 Increased focus on managing for value and seeking operational cost efficiency to achieve CPI minus 
1% on business as usual operating cost. 

 Completion of Phase 1 of the water metering project including the installation of 6,000 new meters in 
previously unmetered areas and 9,000 replacement meters. 

 The Corporation will invest a minimum of $17.5M per year in capital works for the period of the Plan. 
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2 Customer and Stakeholder Consultation 
 
Cradle Mountain Water implemented the following communication and consultation initiatives to ensure its 

customers and stakeholders have had the opportunity to be engaged in the development of the Plan: 

 Local government workshops 

 Briefing session with the media prior to launch 

 Community leaders meetings 

 A combined Tasmanian Water Industry workshop with welfare agencies. 

 Radio interview with 7XS (West Coast) 

 Cradle Mountain Water Customer Reference Group forums (2). 

 Advertising in the regional and other local community newspapers. 

 Community forums in the Kentish, King Island and Burnie communities 

 Media releases 

 Live internet forum through the Advocate website 

 
The consultation process commenced on the 14th July 2011 with a briefing session held for Council Mayors and 
General Managers. The draft Price and Services Plan Executive Summary (for consultation) was released to the 
public on the 16th July 2011, with the consultation period extending over five weeks, closing on the 19th August 
2011.  
 
Whilst the level of feedback was not overwhelming, the majority of it was positive with only a few key common 

areas of concern being raised. These were: 

 Affordability – in particular the ability for low income earners to pay, water is an essential service and 
must remain affordable, 

 Price caps ($50 per service) still represent a price shock, 

 Target tariffs should be equal to a CPI increase and not 6%, 

 Prices should not be set with a view to returning dividends to Councils until such time as the water and 
sewerage system fully meets all public health and environmental standards, 

 Unconnected serviced land should not be charged full water fixed rates, 

 Running costs of all Water and Sewerage Corporations appear high, concerns of duplication of 
services. 

Feedback from consultation was reported to the Board and taken into account in the finalisation of the Plan, with 
no material changes made.  
 
The Corporation has consulted widely with industry regulators in order to complete the detailed plans required as 
input to the detailed development of the Plan, particularly in relation to the capital works prioritisation associated 
with water and wastewater quality and compliance. 
 
Consultation with regulators included the Environment Protection Authority, Department of Health and Human 

Services, Department of Primary Industries, Parks, Water and the Environment, OTTER, and Treasury.  
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3 Services  

3.1 Regulated and Unregulated Services  

The starting point in developing this plan has been to determine the standard of service and regulatory 
compliance to be achieved throughout the period of the Plan. This then drives the cost base, or revenue 
requirement, and in particular, the capital plan. 
 
Regulated services are those for which the Corporation holds a licence to provide, are within serviced areas and 
there is no commercial competition. The Corporation‟s regulated services include the provision of: 

 Treated water for use in domestic, commercial and industrial situations, with the exception of contract 
arrangements. 

 Reticulated sewerage collection, treatment and disposal. 

 Trade waste collection and treatment. 

 Bulk Water (Treated/Potable) supply via standpipes and water filling points. 

 Services ancillary to water and sewerage services including service connection, development and 
building assessment services. 

 
Unregulated services are all other services provided by the Corporation, including: 

 Supply of irrigation water to farmers, and other „wayside users‟ from untreated water transfer mains.  

 Acceptance of bulk septage at designated wastewater facilities from third party septic tank pump out 
service providers.  This service is provided under contract. 

 Supply of compliant drinking water to third party suppliers of tankered water to households and others 
who live outside of the serviced areas.  This service is provided under contract.  

 Bulk Water (untreated) supply via standpipes and water filling points. 

 “Trade” services i.e. plumbers, electricians and plant hire to third parties on a “do and charge” cost 
recovery basis.   

 Where supply is regulated by contract. 

 
In addition, the Corporation has developed specific expertise in a number of areas including geospatial 
information systems (GIS), civil, mechanical and electrical engineering consultancy, governance, risk 
management, network modelling etc.  These services can be provided to clients on a “do and charge” cost 
recovery basis. As these areas of expertise are readily available in the market place, and are subject to market 
forces, they are not considered regulated activity. 

 

3.2 Service Obligations  

The Corporation has a number of quality and service obligations associated with the delivery of regulated 
services, and arising from legislative requirements, regulation and internally adopted standards: 

 The Corporation has developed, in consultation and cooperation with various regulators, a Wastewater 
Management Plan, Drinking Water Quality Management Plan, Drinking Water Quality Compliance Plan, 
Asset Management Plan, and Emergency Management Plan. These plans outline short to medium term 
strategies that the Corporation will put in place to address its compliance obligations, and are the key 
input into capital planning. 

 The Corporation has legislative obligations to maintain and operate its dams so as not to cause 
significant environmental harm or danger to the public.  To address this, the Corporation has developed 
a five year Dam Safety Compliance Management Program and Dam Safety Investigation Management 
Plan for all 15 Corporation dams. 
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 The Corporation is required to develop transitional service standards (Table 1) for water supply, 
sewerage services, and customer interaction that set it on a path to achieving the service levels defined 
within the Customer Service Code issued by the Regulator in 2010, by the end of the second price 
determination.  

 The Corporation has chosen to nominate additional standards for water pressure, new connections, 
drinking water quality, and environmental performance (Table 2). 

Outcomes from the Corporation‟s management plans including the Dam Safety Management Plans, along with 
the proposed service standards form the basis for predicting future capital and operating expenses. They reflect 
a balance between maintaining a high level of customer service and achieving the Corporation‟s financial 
objectives.  The Corporation will continue to strive to achieve higher levels of service to meet customer and 
regulator expectations while maintaining a focus on health and safety, environmental and economic drivers. 
 

3.3 Service Standards 

The Corporation has developed transitional service standards (Table 1) for the regulated services of water 
supply, sewerage services, and customer interaction.  These standards set it on a path to achieving the service 
levels defined within the Customer Service Code issued by the Regulator in 2010, by the end of the second price 
determination.  

These „minimum service standards‟ are based on those adopted for similar businesses elsewhere in Australia in 
a mature and efficient environment, and therefore the Regulator acknowledges the Corporation has not had the 
opportunity to establish a baseline of performance against required service standard categories.   

Where possible, the transitional service standards that the Corporation has developed have been based on the 
current performance. However, in numerous cases data is not available, and alternative methods have been 
used to set targets. In future years, with the development of systems, the Corporation will be able to re-assess 
the transitional service standards as it continues to collect performance data and develop statistically relevant 
information. 
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Table 1 – Proposed transitional service standards 

Proposed Transitional Service Standards 
Target Service 

Standard1 
(By end of second 

price determination) 

Current 
Performance2 

Basis for Proposed Transitional 
Service Standards 

 2012-13 2013-14 2014-15 

Water       

Unplanned water supply interruptions (per 100km 
of water main) 

70 68 65 32 70 

Current performance followed by 
improvement as a consequence of 
more detailed system knowledge 
and minor capital works. 

Average time taken to attend bursts and leaks – 
Priority 13 (minutes) 

40 38 35 30 40 
Current performance followed by 
improvement driven by improved 
systems and labour utilisation 

Average time taken to attend bursts and leaks – 
Priority 23 (minutes) 

120 120 120 120 unknown 
Prescribed minimum service 
standard 

Average time taken to attend bursts and leaks – 
Priority 33 (minutes) 

1440 1440 1440 
1440 

(24 hrs) 
unknown 

Prescribed minimum service 
standard 

Average frequency of unplanned water supply 
interruptions (number) 

0.14 0.14 0.13 0.1 0.142 

Current performance followed by 
improvement as a consequence of 
more detailed system knowledge 
and minor capital works. 

Average frequency of planned water supply 
interruptions (number) 

0.1 0.1 0.1 0.1 0.07 
Prescribed minimum service 
standard 

Average unplanned customer minutes off water 
supply (minutes) 

20 20 20 20 17.1 
Prescribed minimum service 
standard 

Average planned customer minutes off water 
supply (minutes) 

26 22 20 15 25.7 
Prescribed minimum service 
standard 

Average duration of unplanned water supply 
interruption (minutes) 

120 117 115 100 120 
Current performance followed by 
improvement driven by improved 
systems and labour utilisation 

Average duration of planned water supply 
interruption (minutes) 

180 180 180 180 180 
Prescribed minimum service 
standard 

Unplanned water supply interruptions restored 
within five hours (per cent) 

96 96 97 98 96 
Current performance followed by 
improvement driven by improved 
systems and labour utilisation 

Planned water supply interruptions restored within 
five hours (per cent) 

95 95 95 95 94 
Prescribed minimum service 
standard 

Number of customers receiving more than five 
unplanned water supply interruptions in a 
financial year (number) 

0 0 0 0 unknown 
Prescribed minimum service 
standard 

Unaccounted for water (per cent)4 20 20 20 10 unknown 
Estimated; will be verified 
throughout the plan period as full 
metering is achieved 

 
This table is continued on the next page. 
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Table 1 – Proposed transitional service standards continued 

Proposed Transitional Service Standards 
Target Service 

Standard1 
(By end of second 

price determination) 

Current 
Performance2 

Basis for Proposed Transitional 
Service Standards 

 2012-13 2013-14 2014-15 

Sewerage       

Sewer breaks and chokes (per 100km of sewer 
main) 

50 48 45 28 50 

Current performance followed by 
improvement as a consequence of 
a program to indentify chokes and 
potential break sites, followed by 
targeted minor capital 
improvements. 

Average time to attend sewer spills, breaks and 
chokes (minutes) 

48 45 41 41 48 
Current performance followed by 
improvement driven by improved 
systems and labour utilisation 

Average sewerage service interruption (minutes) 165 163 160 150 165 
Current performance followed by 
improvement driven by improved 
systems and labour utilisation 

Sewerage spills contained within five hours (per 
cent) 

99 99 99 99 99 
Prescribed minimum service 
standard 

Customers receiving more than three sewerage 
service interruptions per year 

5 5 4 0 5 
Estimate; data collection systems 
will be established in the plan 
period 

Customers       

Total water and sewerage complaints (per 1000 
properties) 

2 2 2 9 0.59 
Anticipated increase in complaints 
with commencement of Plan 

Water and sewerage complaints to Ombudsman 
(per 1000 customers) 

0.5  0.5 0.5 0.5 0 
Anticipated increase in complaints 
with commencement of Plan 

Percentage of calls answered by an operator 
within 30 seconds 

90 90 90 90 71 
Prescribed minimum service 
standard 

Notes:  All standards are for a 12 month period. 
1 Minimum service standards as prescribed in the Customer Service Code issued by OTTER in 2010, to be achieved by 

the end of the second price determination. These standards are subject to review by OTTER in 2012-13. 
2 Limited information is available for current performance; hence this data has relatively low reliability. 
3 Priority 1: is a burst or leak that causes, or has potential to cause, substantial damage or harm to customers, water 

quality, flow rate, property or environment. 
Priority 2: is a burst or a leak that causes, or has the potential to cause, minor damage or harm to customers, water 
quality, flow rate, property or environment 
Priority 3: is a burst or leak that causes no discernable impact on customers, property or the environment. 

4 Unaccounted for water is the difference between volume of water supplied and the volume billed. It is calculated as: 
Volume leaving the treatment plant – (volume billed + volume unbilled unmetered authorised use + volume unbilled 
metered authorised use 
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Table 2 – Additional standards and targets 

Type Standard/Target Comment 

Minimum flow rate (litres per minute)   

 20mm property service pipe 20 

Based on accepted industry 
practice 

 25mm property service pipe 35 

 30 / 32mm property service pipe 60 

 40mm property service pipe 90 

 50mm property service pipe 160 

New connections   

Percentage connected within 10 business 
days 

100 
Subject to Clause 2.2.1 of the 
Customer Service Code 

Drinking water quality   

E. coli - Percentage treated water samples 
with zero organisms per 100mL (rolling 12 
months) 

98 
Australian Drinking Water 
Guideline requirement 

Fluoride – Percentage compliance with 
average fluoride concentration within range 
0.8-1.2 mg/L (rolling 12 months)1 

98 
Range as stipulated within the 
Fluoridation (Interim) Regulations 
2009 

Environmental compliance   

Percentage Level 2 wastewater treatment 
plant samples complying with EPA 
requirements (flow-weighted; rolling 12 
months)2 

98 
This target is dependent on future 
infrastructure upgrades and 
maintenance works. 

Notes: 
These standards apply for the entire Plan period. 
1 This target applies to the following water supply systems: Barrington, Burnie, Cam, Forth, Gawler, Queenstown, 

Rosebery, Smithton, Strahan, Whitehills (Leven) and Zeehan.   
2 This is calculated using National Performance Framework methodology – compliance is assessed for each 

parameter sampled for which a regulatory limit is specified. Compliance percentages for each treatment plant is 
based on the number of scheduled samples that complied as a percentage of the total number of scheduled 
samples analysed.  Each treatment plant result is then flow-weighted to calculate one compliance figure for the 
Corporation.   
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4 Regulatory Revenue Requirements 
 
The regulatory revenue requirement is the amount of revenue the Corporation needs to recover in order to 
deliver the agreed levels of service.  The revenue requirement is designed to recover the full cost of operations 
and the cost of asset replacement and investment. This revenue is based on regulated services only. Figure 7 
below depicts how the regulatory revenue requirement is calculated. 
 
Figure 2:  Basis for the calculation of regulated revenue requirement 
 

 

 

 

 

 

 

 

 

 

In calculating the revenue requirement, there are three key variables which impact on calculation: 

 The regulatory asset base (RAB) - The value of the assets which are providing the regulated services.  
The RAB can be impacted by: 

- Method for determining opening values 

- Roll forward strategy, that is, how the RAB is maintained.  

- The depreciation rates (the asset lives used in deriving the depreciation figures) 

 The weighted average cost of capital (WACC) or the level of return to be generated from investments - 
For more highly geared entities, having a WACC that approximates the costs of borrowings is essential 
in setting pricing. The WACC is determined by a standard industry used equation.  It is anticipated that 
OTTER will provide the Corporation with the calculation method.  

 Operating expenditure - Whilst there is the ability to find efficiencies in forecasting the build up of this 
figure, there is not a lot of scope to materially influence the quantum of this building block. 

 

The total revenue required by the Corporation during this regulatory period is shown in Table 3. 
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Table 3 – Regulated revenue requirement summary 

Building Block 
2012-13 
$’000 

2013-14 
$’000 

2014-15 
$’000 

Operating expenditure 32,570 32,305 32,186 

Depreciation on RAB 23,219 24,002 24,334 

WACC Existing Assets 16,319 15,784 15,249 

WACC New Assets 2,745 3,418 4,052 

Total Upper Bound Revenue Requirement 74,853 75,509 75,821 
    

Expected Revenues from Pricing Approach (Table 11) 55,540 60,069 62,484 

% of Upper Bound Limit Achieved 70.90% 74.41% 78.47% 

Note: 
All dollars are expressed in real terms as at 1 January 2011. 

 

 

4.1 Upper and Lower Bound Revenue Requirement 

4.1.1 Upper Bound 

The National Water Commission and the pricing principles set out by the Water and Sewerage Industry Act 2008 
require that the Corporation achieves, or at least significantly moves towards achieving, full cost recovery levels 
of revenue. This is referred to as the “upper bound limit” and is the level of revenue required to meet, but not 
exceed: 

 Efficient operational, maintenance and administrative costs 

 Externalities (effects on third parties eg. pollution) 

 Taxes or taxation equivalent payments 

 Cost of capital, calculated using a weighted average cost of capital (WACC) 

 Asset consumption costs (depreciation) 

 
The upper bound revenue requirements for each year of this Plan are shown in Table 3. 
 
The achievement of full cost recovery or the upper bound limit revenue requirement is a long term aim of the 
Corporation. 

 

4.1.2 Lower Bound 

The National Water Initiative requires that CMW should recover revenues that are at least equal to the “lower 
bound limit” which is the amount of revenue required to meet: 

 Efficient operational, maintenance and administrative costs 

 Externalities (effects on third parties eg. pollution) 

 Taxes or taxation equivalent payments (not including income tax) 

 The interest cost on debt 

 Dividends (appropriate returns) 

 An annuity provision for the replacement/refurbishment of assets 

 
The lower bound revenue requirements for each year of this Plan are shown in Table 4.  
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Table 4 – Lower bound revenue requirement 

Building Block 
2012-13 
$’000 

2013-14 
$’000 

2014-15 
$’000 

Operating expenditure 32,570 32,305 32,186 

Debt 6,366 6,840 7,223 

Dividends 1,327 2,790 4,170 

ARA - Water 7,060 7,060 7,060 

ARA – Sewer 12,705 12,705 12,705 

Total Lower Bound Revenue Requirement 60,028 61,700 63,344 
    

Expected Revenues from Pricing Approach (Section 7) 55,540 60,069 62,484 

% of Lower Bound Limit Achieved 88.41% 91.07% 93.93% 

Note: 
All dollars are expressed in real terms as at 1 January 2011. 

 
 
As can be seen in the table above, the proposed price increases within this plan will push the Corporation 
towards recovery of transitional revenues that progress towards achieving the lower bound revenue requirement 
by the end of the first price determination period.  
 

4.2 Revenue Requirement Build Up 

4.2.1 Weighted Average Cost of Capital (WACC) 

Amendments to the Water and Sewerage Industry Act 2008 specify that the Corporation should earn a maximum 
3% return on equity for assets contributed by Councils upon the formation of the Corporation. 
 
As existing assets are replaced by „new‟ assets, the return on assets building block will get progressively higher, 

such that the full asset base will be able to earn a commercial rate of return to owner councils once all existing 

assets have reached the end of their economic lives.  

The proposed real WACC values provided by the Regulator within the Price and Service Plan Guidelines are: 

 WACC (real) – existing assets: 2.74% 

 WACC (real) – new assets: 5.32% 

 

4.2.2 Regulatory Asset Base (RAB) 

Using the opening asset base of assets transferred to Cradle Mountain Water at commencement on 1 July 2009, 

valued at depreciated optimised replacement cost (DORC); and after rolling forward the asset base for capital 

expenditure on regulated assets, adjusting for regulatory depreciation, asset contributions and disposals, the 

Corporation‟s regulated asset base is valued at $662 million at 1 July 2012. 
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4.2.3 Operating Expenditure 

Operating expenditure (excluding depreciation and borrowing costs) is a key component of the Corporation‟s 
revenue requirement, representing $97.1 million over the life of the Plan.  Table 5 provides a summary of 
operating costs for the Corporation to provide regulated services in the categories of water, wastewater and 
other services. 
 
The Corporation has built in an operating cost efficiency of CPI minus 1% in all business as usual operating 
expenditure. 
 
 
Table 5 – Summary of operating expenditure for regulated services  

Regulated Service 
Cost 

2012-13 
$m 

2013-14 
$m 

2014-15 
$m 

Water 16.3 16.2 16.1 

Wastewater 15.8 15.6 15.6 

Other services 0.5 0.5 0.5 

Total 32.6 32.3 32.2 

Note: 
All dollars are expressed in real terms as at 1 January 2011. 
Other Services are those regulated activities which related to water and waste services – for example: connection fees.  

 

4.2.4 Capital Expenditure 

The Corporation has developed a 10 year Capital Expenditure Plan that is framed around the key drivers of 
growth, renewals, improvements and compliance. The total budgeted capital expenditure over the period of the 
Plan is $57.3 million, split evenly over the three years and representing the following drivers: 

 Renewals – $18.752 million 

 Improvements – $19.323 million 

 Compliance - $10.198 million 

 General - $9.035 million 

 
As can been seen, the majority of the Capital Expenditure Plan addresses renewals and improvements, with no 
projects driven by growth as the Corporation predicts that there will be no significant investment required as a 
result of growth in customers during the life of the Plan 
 
Figure 3 provides a graphical overview of the 10 year Capital Expenditure Plan, while Table 6 shows the capital 
expenditure program for the Plan period, split by regulated service and key driver. 
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Figure 3:  Overview of the 10 year Capital Expenditure Plan.  

 

Note: 
All dollars are expressed in nominal terms. 
Total Capex includes replacement of vehicles, plant, equipment and buildings. 
The Price and Service Plan period is from 2012-13 to 2014-15. 

 
 
Table 6 – Capital expenditure plan overview 

Regulated Service and Key Driver 
Capital Expenditure 

2012-13 
$’000 

2013-14 
$’000 

2014-15 
$’000 

Total 
$’000 

Water Services 

Growth 0 0 0 0 

Renewals 1,017 1,017 2,110 4,144 

Improvements 4,568 4,233 6,157 14,958 

Compliance 3,928 1,215 337 5,480 

Subtotal 9,513 6,465 8,604 24,582 

Wastewater Services 

Growth 0 0 0 0 

Renewals 2,671 7,388 4,549 14,608 

Improvements 1,740 1,064 1,561 4,365 

Compliance 3,584 624 510 4,718 

Subtotal 7,995 9,076 6,620 23,691 

General Costs 

Other CAPEX by Driver1 3,235 2,900 2,900 9,035 

Total 20,743 18,441 18,124 57,308 

Note: 
All dollars are expressed in nominal terms. 
1      Includes replacement of vehicles, plant, equipment and buildings. 
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5 Demand Forecasting 
 
An essential component of the Plan is the expected demand for services over the Plan period and beyond. The 
demand for services will include, but is not limited to, the total: 

• Number of customers supplied with water, wastewater and trade waste services. 

• Quantity of water used and wastewater discharged. 

• Quantity of trade waste collected. 

• Quantity of recycled water supplied. 
 
Demographic studies indicate a low growth trend, ranging from 1.03% to -0.7% across the region.  This trend 
appears consistent with the trend for the preceding 10 years of data. Therefore the Corporation predicts that 
demand (total water customers) will not grow from the current 43,042 in any statistically significant way i.e., no 
more than 5% for the projection.   
 
Furthermore, the non-residential sector is not predicted to grow at all. Water consumption in this group is 
expected to remain static at 4.2 million kL per year. While there is seasonal variation, there is no statistically 
significant movement in consumption forecast for the Plan period. 
 
Customer growth and associated demand increases are not anticipated to require significant capital investment 
by the Corporation throughout the period due to current excess capacity in most systems.   
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6 Pricing and Customer Impact 
 
Pricing for the period of this Plan reflects the real cost of service delivery and the debt levels that existed when 
Cradle Mountain Water commenced on 1 July 2009. The figures indicate the income required to meet 
environmental and public health compliance and other operational costs necessary for drinking water provision 
and sewerage disposal. 

The pricing has also been structured to commence the transition to a consistent set of tariffs across the region; 
hence the impact of the price structure will vary across pricing zones.  

 

6.1 Tariff and Pricing Design 

In developing the design of the regulated services tariff structure, Cradle Mountain Water gave consideration to 

the following principles: 

• Ensure revenue adequacy - the revenue needs of Cradle Mountain Water must be addressed where 
possible. 

• User pays. 

• Equity through postage stamp pricing for basic services except where a locational signal was deemed to 
be required, such as for trade waste and developer charges. 

• Commence transition to full cost recovery. 

• Provide customers with the opportunity for more price control through variable charges higher than long 
run marginal cost. 

• Provide pricing signals for investment through nodal pricing of developer charges and trade waste 
charges. 

• Be cost reflective - reflect the costs of providing services. 

• Promote sustainable investment - where the services are to be maintained into the future, Cradle 
Mountain Water must be given the opportunity to receive an appropriate return on investment. 

• Ensure regulatory efficiency - the pricing and tariff design should be administratively efficient, easily 
understandable to customers, but must be robust enough to ensure the Regulator is satisfied. 

• Take into account matters relevant to the public interest (eg issues of contention such as pricing equity, 
cross subsidies, free water allowances, vacant land charges) and internal (meter readers, customer 
service, operators) and external stakeholders. 

• Meet legislative and regulatory requirements. 
 
A multitude of tariff structures existed across the north-west region when the Corporation commenced operations 
on 1 July 2009. The methods of pricing for water and sewerage services included flat-rate tariffs; volumetric or 
„two-part‟ pricing, charges based on connection size, charges based on use of property, and charging based on 
the property assessed annual value (AAV). 
 
The Corporation has designed a pricing structure for its regulated services that gradually moves customers 
towards a common tariff structure providing „economic equity‟. The underlying principle used in the development 
of this structure is that users of a utility service should pay a price that reflects the costs of providing that service 
including an appropriate return on assets.  
 
The tariff structure proposed for regulated services is consistent with that proposed by Southern Water and Ben 
Lomond Water.  The approach to tariff structure for each regulated service is summarised in the following 
sections.  
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6.1.1 Tariff Structure Elements 

Water Services 

The Water and Sewerage Industry Act 2009 through setting „pricing principles‟, requires that water service 
charges are charged on a two-part basis, a fixed and a variable component. These are referred to as: 

 Fixed - equivalent unit (EU) 

 Variable - volumetric unit (VU) 
 
Water Fixed (Service) Charges: 

The fixed component of a water service tariff will be based on the connection size to the property. The same tariff 
schedule is to apply to all customer classes, including residential, commercial and industrial.  
 
A standard residential customer will be deemed to have a 20mm water connection. All other customers will have 
a multiplier applied to the standard minimum charge which will set their target water tariff annually (Table 7). 
 
The size of a water connection determines the potential draw down on capacity on upstream infrastructure such 
as pipes, pumps and reservoirs.  In charging more for larger connections it takes into account the capacity that is 
required to be reserved for the larger connections. 
 
Water Variable (Usage) Charges: 

The variable component of the water bill will be charged on volume consumed per kilolitre (kL) basis, as 
determined by metered usage; therefore if a customer uses more water, they are expected to pay more, and 
vice-versa. The water usage charge will ultimately be set at a rate higher than calculated long run marginal cost, 
in order to allow customers to have control over this component of their account, and take into consideration 
environmental externalities. The Corporation has reduced the value of the fixed component of the bill in order to 
account for this increase in variable tariff.  
 
The Corporation commissioned the University of Tasmania School of Economics and Finance to calculate the 
long run marginal cost (LRMC) over the three years of the Plan. A comparison of LRMC versus proposed 
volumetric charge is provided Table 7. 
 
 
Table 7 – Long run marginal cost compared to proposed variable charge 

 2012-13 2013-14 2014-15 

Calculated LRMC (per kL) $0.43 $0.44 $0.45 

Proposed Variable Charge 
(per kL) 

$0.923 $0.946 $0.969 

 
 
Sewerage Services  

Sewerage services for connected land will have a set fixed charge only (inclusive of any volume component), 
based on the number of „equivalent tenements‟ (ET), as calculated using the Water Services Association of 
Australia (WSAA) Sewerage Code of Australia estimation tools. The code allows that a single residential property 
is classed as one ET; representing the base charge.  Non-residential customer installations are assessed to 
determine the number of ETs that they represent using the code.  Industry type, building size, and occupancy 
levels are all taken into consideration to determine the appropriate number of ETs which sets the target tariff for 
the non-residential customer being assessed. 
 
Table 8 provides examples of the ETs for a selection of non-residential customer types. The ET rate is multiplied 
by the tariff for one ET (Table 8) to determine the tariff for each unit of the non-residential customer type. So, 
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applying this to a motel with 10 rooms means that this customer will pay $2,674.04 in 2012-13; calculated as 
follows: 
 

0.45 (ET rate for a motel)  x  $594.23 (tariff for one ET, Table 10)  x  10 (number of rooms) 
 
This charge relates to only domestic strength waste.  Any other waste streams are charged for through trade 
waste charges. 
 
Table 8 – ETs for a selected example of non-residential customer types 

Non-residential Customer Type ET Rate1 Unit 

Motel / Hotel 0.45 room 

Restaurant 0.01 square meter 

Automatic recycled water car wash 3 lane 

Hospital 1.4 bed 

Primary school 0.05 person 

Public amenities 0.5 WC/shower 

Commercial office 0.01 square meter 

Note: 
1 ET rate is multiplied by the tariff for one ET (Table 10) to determine the tariff for each unit. 
 

 
Unconnected Serviced Land 

Cradle Mountain Water will levy a service charge where a property owner has the ability to access water and or 
sewerage services, even if there is no physical connection to the infrastructure. This is in accordance with the 
Corporation‟s Service Charge Policy. The service charge represents the potential customers along a route of 
network, to make the cost of the average price of service provision more affordable. It also reflects the value by 
which the property or land is improved by having access to a reticulated water and/or sewerage service.  
 
 

6.2 Pricing Transition 

The price control mechanism proposed by the Corporation is a global revenue cap, with side constraints for 

classes of customers to ensure that price shocks are managed effectively.  

Equitable pricing, the unwinding of cross subsidisation and the removal of “wealth taxing” (AAV method) is 

fundamental to the water and sewerage reforms undertaken by the State Government.   

Cradle Mountain Water has designed water pricing that gradually moves customers towards „economic equity‟ – 

the principle that users of a utility service should pay, as near as possible, the costs they individually impose on 

the system (the „benefit principle‟). In contrast, the principle of „social equity‟ underpinning earlier water policy 

implied that users should be charged according to their ability to pay (the „ability-to-pay principle‟). 

The recommended option is for a maximum of 10% or $50 per service increase apply annually for all customers 

paying less than the target tariff (T-) for either water or sewerage. This increase will be applied on the previous 

year‟s charges.   

During this time, all customers currently paying above the target tariff (T+) will be held at their current charges in 

nominal terms (a CPI decrease annually), until they align with the target tariff. If the customer is still paying above 

the target tariff in 2014-15, a 5% discount will apply to the charge.  
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This method will see all existing residential customers on the same minimum water fixed charge in 2014-15. All 

new customers will be put on the new customer connection tariffs. 

 

6.2.1 Phasing Out of Free Water Allowances 

Six of the nine councils previously had a free water allowance as part of the charging regime for water services.  
The free water allowance was built into the fixed charge and was augmented by an excess charge when or if 
consumption exceeded the allowance level.  The annual volumes ranged from 50kL to 400kL.  In the case of 
West Coast Council which is currently unmetered, there was effectively an unlimited allowance with a nominal 
charge for consumption. 
 
 
Most allowances will be removed as part of the tariff changes on 1 July 2012. In order to ensure that no customer 
will see greater than 10% or $50 per service, any free water allowance has been removed to ensure that the side 
constraint for water will still apply, with a discounted rate applied to the volumetric water charge. 
 
The pricing principles contained in the Water and Sewerage Industry Act 2009 establishes the concept of two-
part pricing for water. The Water and Sewerage Industry Pricing Regulations require the Corporation to phase 
out free water allowances during the Plan period.  The proposed approach detailed in this Plan will see this 
process completed within three years and within the $50 annual side constraint for a customer using average 
water consumption of 200kL. 
 
The annual consumption of 200kL has been used in completing this modelling because it is the average metered 
consumption across the Corporation‟s region.  
 
All councils except Burnie will have their allowances phased out from the first year of the Plan.  Burnie customers 
will have their allowance adjusted to 200kL (average residential consumption) from the first year with no 
consideration, and removed altogether in the final year of the Plan in accordance with the allowable price 
increase of $50 for an average 200kL a year water service customer.   
 
A worked example of how the variable (volumetric) rate is established using the combination of the target tariff, 
$50 side constraint and 200kL average consumption is provided below. This calculation applies to customers 
currently with annual free water allowances greater than 200kL.  
 
Note:  The actual variable rates will be calculated based on the estimated minimum fixed charge for 2011-12 for 
each pricing zone, ensuring that no residential customer using 200kL or less will see greater than a $50 increase 
on their water service in any given year.  
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Calculation Parameters: 

 

Customer “X” 2011-12 water fixed charge (includes 400 kL free water allowance) $430.36 

Customer “X” target tariff: 

 Target tariff for 2012-13 for fixed water charge (from Table 9) $383.37 

 Volumetric charge (200kL x 0.923) $184.60 
 

      Total water target tariff 2012-13 $567.97 

 
Because the customer is under the target tariff for water, a calculation must apply to increase the overall 
water charge: 
 

Calculation: 

Allowable revenue 2012-13 = 2011-12 water bill ($430.36) plus $50 $480.36 

Remaining revenue = allowable revenue ($480.36) minus target tariff ($383.37) $96.99 

Variable rate per kL = remaining revenue ($96.99) divided by average consumption (200kL) $0.485 
  

Thus, the customer will now have a two-part price, with no free water allowance, but only be subject to a 
maximum $50 increase on their water service if they use 200kL or less. If the customer uses above 200kL, 
there will be an additional increase on their water volumetric usage charge. 

 
The outcome of this approach establishes a water usage charge for each municipal area for each year of the 
Plan.  It ensures that the average residential water consumer (that is, a customer who uses 200kL per year) will 
not see an increase of more than $50 in their water bill.  If the customer uses less than 200kL they will see a 
smaller increase, whilst if they use over 200kL, the increase in their account will be greater than $50. 
 
Minimum variable charges per municipal area, applying the above approach, are provided in the Attachment. 
 
 

6.3 Target Tariffs and New Customer Charges 

The schedule of charges for target tariffs for regulated services will increase for the period of the determination 
by 6% annually (3.5% real), however new customer charges will only increase by CPI annually. The side 
constraints that are proposed within this plan have been applied to minimum customers within transitional price 
zones, and a schedule of expected minimum tariffs is shown in the Attachment.  

The proposed target tariffs and new customer charges for each year of the plan are detailed in Tables 9 to 12. 
 
All other fees and charges in relation to the provision of water and sewerage services have been calculated on a 
cost recovery basis and are explained further in the full Plan. 
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Table 9 – Target tariffs for water services 

Tariff Type Ratio 
Multiplier 

2012-13 
$ 

2013-14 
$ 

2014-15 
$ 

Water Fixed - Size of Connection to Property 

20mm 1.00 383.37 406.37 430.76 

25mm 1.56 598.06 633.94 671.99 

30mm 2.25 862.58 914.33 969.21 

32mm 2.56 981.43 1,040.31 1,102.75 

40mm 4.00 1,533.48 1,625.48 1,723.04 

50mm 6.25 2,396.06 2,539.81 2,692.25 

65mm 10.56 4,048.39 4,291.27 4,548.83 

80mm 16.00 6,133.92 6,501.92 6,892.16 

100mm 25.00 9,584.25 10,159.25 10,769.00 

150mm 56.25 21,564.56 22,858.31 24,230.25 

Water Variable 

$/kL NA 0.923 0.946 0.969 

Notes: 
NA – not applicable 
All dollars are expressed in nominal terms. 
 
 
 

Table 10 – Target tariffs for sewerage services 

Per Equivalent Tenement (ET) 
2012-13 

$ 
2013-14 

$ 
2014-15 

$ 

1 ET 594.23 629.88 667.67 

Note: 
All dollars are expressed in nominal terms. 

 
 
 
Table 11 – Target tariffs for unconnected serviced land  

Tariff Type 
2012-13 

$ 
2013-14 

$ 
2014-15 

$ 

Water Service Charge 383.37 406.37 430.76 

Sewerage Service Charge (60% of full fixed 

charge) 
356.54 377.93 400.60 

Note: 
All dollars are expressed in nominal terms. 
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Table 12 – New customer connection tariffs 

Tariff Type 
Ratio 

Multiplier 
2012-13 

$ 
2013-14 

$ 
2014-15 

$ 

Water Fixed - Size of Connection to Property 

20mm 1.00 410.00 420.25 430.76 

25mm 1.56 639.60 655.59 671.99 

30mm 2.25 922.50 945.56 969.21 

32mm 2.56 981.43 1,040.31 1,102.75 

40mm 4.00 1,640.00 1,681.00 1,723.04 

50mm 6.25 2,562.50 2,626.56 2,692.25 

65mm 10.56 4,329.60 4,437.84 4,548.83 

80mm 16.00 6,560.00 6,724.00 6,892.16 

100mm 25.00 10,250.00 10,506.25 10,769.00 

150mm 56.25 23,062.50 23,639.06 24,230.25 

Water Variable 

$/kL NA 0.923 0.946 0.969 

Water Unconnected Serviced Land 

Service Charge NA 410.00 420.25 430.76 

Sewerage Fixed – Per Equivalent Tenement (ET) 

1 ET NA 635.50 651.39 667.67 

Sewer Unconnected Serviced Land 

Service Charge NA 381.10 390.83 400.60 

Notes: 
NA – not applicable 
All dollars are expressed in nominal terms. 
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7 Transitional Revenue Paths 
 
Table 13 depicts the expected revenues from regulated activities for the Plan period, applying the side 
constraints and methodology outlined in Section 6.  
 
Table 13 – Expected revenues from regulated services 

Revenue Stream 
2012-13 

($) 
2013-14 

($) 
2014-15 

($) 

Water Fixed 19,499,018 20,968,249 22,029,953 

Water Variable 7,920,451 8,792,776 9,991,626 

Sewerage Fixed 22,096,039 24,036,463 25,828,122 

Sewerage – Trade Waste 4,124,460 4,371,927 4,634,243 

State Rebate  1,900,000 1,900,000 Nil 
    

Total Revenues 55,539,968 60,069,415 62,483,944 

Increase (%) 9.08% 8.15% 4.02% 

Note: 
All dollars are expressed in nominal terms. 
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8 Attachment - Minimum Tariffs 
 

Pricing Zone Water 

Target 

Tariff 

Water 

Minimum 

Volumetric 

Charge 

Allowance 

(if applicable) 

Sewerage 

Target 

Tariff 

Sewerage 

Minimum 

Full Minimum 

Charge using 

Average 

Consumption* 

Transitional Tariff Reform Zone A (previously Burnie City Council) 

2012-13 Minimums 383.37 345.00 0.6050 200 594.23 455.86 800.86 

2013-14 Minimums 406.37 395.00 0.6050 200 629.88 505.86 900.86 

2014-15 Minimums 430.76 430.76 0.0715 NIL 667.67 556.45 1,001.51 

Transitional Tariff Reform Zone B (previously Central Coast Council) 

2012-13 Minimums 383.37 383.37 0.4847 NIL 594.23 384.45 864.80 

2013-14 Minimums 406.37 406.37 0.6199 NIL 629.88 434.45 964.80 

2014-15 Minimums 430.76 430.76 0.7479 NIL 667.67 484.45 1,064.79 

Transitional Tariff Reform Zone C (previously Circular Head Council) 

2012-13 Minimums 383.37 383.37 0.9225 NIL 594.23 512.00 1,079.87 

2013-14 Minimums 406.37 406.37 0.9456 NIL 629.88 563.20 1,158.68 

2014-15 Minimums 430.76 430.76 0.9692 NIL 667.67 619.52 1,244.12 

Transitional Tariff Reform Zone D (previously Devonport City Council) 

2012-13 Minimums 383.37 344.76 0.5456 NIL 594.23 400.98 854.86 

2013-14 Minimums 406.37 394.76 0.5456 NIL 629.88 450.98 954.86 

2014-15 Minimums 430.76 430.76 0.6156 NIL 667.67 500.98 1,054.86 

Transitional Tariff Reform Zone E (previously Kentish Council) 

2012-13 Minimums 383.37 383.37 0.9225 NIL 594.23 533.40 1,101.27 

2013-14 Minimums 406.37 406.37 0.9456 NIL 629.88 586.74 1,182.22 

2014-15 Minimums 430.76 430.76 0.9692 NIL 667.67 645.41 1,270.01 

Transitional Tariff Reform Zone F (previously King Island Council) 

2012-13 Minimums 383.37 383.37 0.3132 NIL 594.23 450.90 896.91 

2013-14 Minimums 406.37 406.37 0.4482 NIL 629.88 500.90 996.91 

2014-15 Minimums 430.76 430.76 0.5762 NIL 667.67 550.99 1,096.99 

Transitional Tariff Reform Zone G (previously Latrobe Council) 

2012-13 Minimums 383.37 383.37 0.6504 NIL 594.23 436.26 949.70 

2013-14 Minimums 406.37 406.37 0.7854 NIL 629.88 486.26 1,049.70 

2014-15 Minimums 430.76 430.76 0.9135 NIL 667.67 536.26 1,149.72 

Transitional Tariff Reform Zone H (previously Waratah/Wynyard Council) 

2012-13 Minimums 383.37 383.37 0.6629 NIL 594.23 374.52 890.50 

2013-14 Minimums 406.37 406.37 0.7979 NIL 629.88 424.52 990.50 

2014-15 Minimums 430.76 430.76 0.9259 NIL 667.67 474.52 1,090.50 

Transitional Tariff Reform Zone I (previously West Coast Council) 

2012-13 Minimums 383.37 383.37 0.3582 NIL 594.23 354.10 809.10 

2013-14 Minimums 406.37 406.37 0.4932 NIL 629.88 404.10 909.10 

2014-15 Minimums 430.76 430.76 0.6212 NIL 667.67 454.10 1,009.10 

Note: 

* Average consumption per 20mm connection = 200kL p.a. 
All dollars are expressed in nominal terms.  
The calculations reflect the absolute minimum connected charge within each transitional tariff reform zone. 
These tariffs are based on an average 20mm connection customer with both water and sewerage service connections and 
are indicative minimums only, side constraints will apply.  

 


