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ACRONYMS & GLOSSARY 

Term Meaning within the context of this Guideline  

Annual labour 
productivity factor  

A factor representing the forecast improvement in the productivity of a regulated 
entity’s labour force 

Asset Renewal 
Annuity (ARA) 

Annualised calculation of the future asset renewal and replacement program  

AWE Average weekly earnings 

Capital expenditure 
(Capex) 

Capital expenditure means expenditure from which future economic benefits 
are expected to be created (i.e. investment in new regulated assets) 

Connection charge A charge for connecting a particular customer to water or sewerage 
infrastructure 

Connection point The point where the customer’s pipes connect to the water or sewerage 
infrastructure 

CPI Consumer Price Index 

Current 
determinations 

The three determinations made by the Regulator on 28 May 2012 in respect of 
the previous regulated entities that apply from 1 July 2012 to 30 June 2015.  

Customer As defined in the Industry Act, a customer is:   
(a) an owner and occupier of a property that is connected to a regulated entity's 
water infrastructure or sewerage infrastructure; or 
(b) an owner (but not an occupier) of a property that is connected to a regulated 
entity's water infrastructure or sewerage infrastructure; or 
(c) an occupier of a property that is connected to a regulated entity's water 
infrastructure or sewerage infrastructure and is liable for service charges; or 
(d) an owner or occupier of a property that is not connected to a regulated 
entity's water infrastructure or sewerage infrastructure but to which a regulated 
service is available from a regulated entity and the regulated entity imposes a 
service charge. 

Customer Service 
Code (the Code) 

The Tasmanian Water and Sewerage Industry Customer Service Code issued 
by the Economic Regulator in July 2010 and reissued in April 2013 

Customer Service 
Regulations 

Water and Sewerage Industry (Customer Service Standards) Regulations 2009 

Developer charges Includes headworks charges; assets gifted by developers; and cash payments 
made by developers to a regulated entity for the construction of new reticulation 
works 

DORC Depreciated Optimised Replacement Cost 

Economic Regulator The Tasmanian Economic Regulator established under the Economic Regulator 
Act 2009 

EPA Environment Protection Authority 

ET (Equivalent 
Tenement) 

A measure of the demand that a development will place on infrastructure in 
terms of water consumption and sewage discharge, compared to a standard 
residential allotment 

First regulatory 
period 

1 July 2012 to 30 June 2015 
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Term Meaning within the context of this Guideline  

Fixed charge A fixed charge is a recurrent charge for a regulated service.  A fixed charge 
does not change as the usage of the regulated service changes. A fixed charge 
is not a variable charge or a service introduction charge 

Full cost recovery  A revenue limit that results in a regulated entity recovering all of the costs 
associated with providing a regulated service 

Guideline This Guideline, which specifies the legislative and regulatory requirements with 
which a regulated entity must comply when submitting a proposed price and 
service plan to the Economic Regulator 

Headworks assets Water or sewerage infrastructure, excluding reticulation assets and private 
plumbing, e.g. dams, reservoirs, water treatment plants, sewerage treatment 
plants, pump stations, water and sewerage trunk mains 

Headworks charges A form of developer charge levied as a contribution towards the cost of existing 
or proposed headworks assets used to service developments, which increase 
demand upon water and/or sewerage infrastructure 

Industry Act Water and Sewerage Industry Act 2008 

Industry regulators Parties other than the Economic Regulator that are responsible for regulating 
aspects of the Tasmanian water and sewerage industry (for example, the 
Delegate for Dam Safety Regulation, the Director of Public Health and the 
Director EPA) 

Lower revenue limit The minimum revenue a regulated entity needs to recover to ensure that it 
sustainably covers its costs of operation  

New assets All assets purchased or constructed by a regulated entity after 1 July 2009 

NPV Net Present Value 

NWC National Water Commission 

NWI National Water Initiative 

Operating 
expenditure (Opex) 

Operating expenditure related to the day to day operations of the regulated 
entity 

OTTER Office of the Tasmanian Economic Regulator 

Previous regulated 
entity 

Means any or all of: 
- Tasmanian Water and Sewerage Corporation (Northern Region) Pty 

Limited trading as Ben Lomond Water; 
- Tasmanian Water and Sewerage Corporation (North Western Region) Pty 

Limited trading as Cradle Mountain Water; and 
- Tasmanian Water and Sewerage Corporation (Southern Region) Pty 

Limited trading as Southern Water 

Price and service 
plan 

A regulated entity’s price and service plan approved by the Economic Regulator 
under section 65 of the Industry Act 

Price constraints Limits placed on annual price increases to minimise the impact of price 
increases on customers 

Price determination A determination made by the Economic Regulator under section 66 of the 
Industry Act 

Price determination 
investigation 

An investigation conducted to gather information required by the Economic 
Regulator before making a price determination in respect of a regulated service 
or a variation of a price determination 

Pricing principles The principles set out in sections 68 and 68AA of the Industry Act and in the 
Pricing Regulations 
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Term Meaning within the context of this Guideline  

Pricing Regulations Water and Sewerage Industry (Pricing and Related Matters) Regulations 2011 

Pricing zone A pricing zone is a region where the target tariffs charged to customers are the 
same for the same service, that is, the same sets of prices apply to each 
customer class 

Proposed price and 
service plan 

A price and service plan submitted by a regulated entity under section 65 of the 
Industry Act prior to approval by the Economic Regulator 

RAB Regulated Asset Base 

Regulated assets Assets used to provide regulated services 

Regulated entity A person holding a licence under the Industry Act (currently the Tasmanian 
Water and Sewerage Corporation Pty Ltd trading as TasWater) 

Regulated service Means the provision of a water service or sewerage service by a regulated 
entity 

Regulatory period A period covered by a price determination 

Reticulation assets Water or sewerage infrastructure that is not headworks assets or private 
plumbing 

Ring fencing The separation of a regulated entity’s accounts for the purpose of economic 
regulation, including splitting between regulated and unregulated components 

Ring Fencing 
Guideline 

The Economic Regulator’s Water and Sewerage Accounting Ring Fencing 
Guideline released in May 2013 

Second regulatory 
period 

1 July 2015 to 30 June 2018 

Service charge A service charge is a charge levied under section 68A of the Industry Act on a 
property which is within serviced land but which is not connected to the 
regulated entity’s infrastructure. 

Serviced land Land referred to in section 68A of the Industry Act 

Service introduction 
charge 

A temporary charge on a property to cover the cost of installing, altering or 
utilising a regulated entity’s assets so as it can provide a regulated service to 
that property (excludes a connection charge, fixed charge or a developer 
charge) 

Sewage Liquid and solid waste including trade waste  

Statutory revenue 
limit 

A revenue limit calculated  according to section 68(1A) of the Industry Act which 
applies separate WACCs for assets transferred to the previous regulated 
entities before 1 July 2011 and assets purchased or constructed by the 
previous regulated entities after 1 July 2009 

STED Septic Tank Effluent Disposal 

Target tariffs A price structure that applies in the region serviced by a regulated entity and 
used to reform tariffs in accordance with proposed price constraints      

Tariffs Prices charged by a regulated entity for the provision of regulated services 
made up of fixed charges, variable charges and miscellaneous charges 

Third party capital 
contributions 

Third party capital contributions include developer charges, service introduction 
charges and government grants 

Third regulatory 
period 

1 July 2018 to 30 June 2021 

Trade waste All liquid waste that is not domestic sewage 
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Term Meaning within the context of this Guideline  

Transition period The period from 1 July 2012 to 1 July 2020 inclusive (prescribed in 
Regulation 32 of the Pricing Regulations) 

Transitional service 
standards 

Standards of service proposed by regulated entities to apply during the 
transition period  

Unregulated assets Assets used to provide unregulated services 

Unregulated 
services 

A service provided by a regulated entity that is not a regulated service as 
defined in the Industry Act and, given the current ministerial exemption order, 
this includes water for irrigation, reuse water and stormwater services via a 
combined sewerage/stormwater system 

Upper revenue limit The revenue a regulated entity needs to earn to achieve full cost recovery 
(including a commercial rate of return on capital) 

Variable charge A charge based on the volume of water delivered to, or sewage removed from, 
the property to which the charge relates 

WACC Weighted average cost of capital 

2012 Price 
Determination 
Investigation 

The price determination investigation conducted in accordance with Part 4 of 
the Pricing Regulations for the first regulatory period 
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1  INTRODUCTION 

1.1 Background 
Independent regulation of prices in the Tasmanian water and sewerage industry 
commenced on 1 July 2012 with the first regulatory period covering the three 
financial years from 1 July 2012 to 30 June 2015. During the first regulatory period 
the three previous regulated entities (Ben Lomond Water, Cradle Mountain Water 
and Southern Water) were required to comply with a price determination outlining 
prices and service standards to apply during the period. 

On 1 July 2013 the assets, liabilities and employees of the previous regulated 
entities and Onstream (the common services provider to the entities) were 
transferred to a new, single regulated entity, the Tasmanian Water and Sewerage 
Corporation Pty Ltd (TasWater). Under the provisions of the Water and Sewerage 
Corporation Act 2012 the price determinations and price and service plans 
developed as part of the 2012 Price Determination Investigation continue to apply to 
the new regulated entity until the end of the first regulatory period on 30 June 2015. 

In accordance with powers granted under the Water and Sewerage Industry Act 
2008 (the Industry Act), the Treasurer fixed the duration of the first regulatory period 
at three years and specified the minimum duration of each subsequent regulatory 
period (i.e. after the first regulatory period) to be three years. The Industry Act 
requires the Regulator to declare the duration of each subsequent regulatory period. 

On 5 June 2013 the Economic Regulator declared that the second regulatory period 
will be a period of three years i.e. it will apply from 1 July 2015 to 30 June 2018 
inclusive. A single price determination will apply to the regulated entity. 

In accordance with Industry Act and as part of a price determination investigation, 
the regulated entity is required to submit a proposed price and service plan to the 
Economic Regulator. The regulated entity’s price and service plan is required to 
clearly articulate and commit to a set of outcomes and prices to be delivered over 
the second regulatory period. The Economic Regulator will publish the plan on its 
website. 

1.2 Purpose 
This Price and Service Plan Guideline (the Guideline) has been prepared to assist 
the regulated entity to prepare its proposed price and service plan for the second 
regulatory period. 

This Guideline, issued in accordance with sections 65(7) and 65(8) of the Industry 
Act, specifies the legislative and regulatory requirements with which a regulated 
entity must comply when submitting a proposed price and service plan to the 
Economic Regulator for the second regulatory period. This Guideline also sets out 
the key steps and timing for the second price determination investigation. 
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This Guideline provides guidance on the intent of legislative requirements. Words 
and phrases not defined in this Guideline have the meaning given to them by 
legislative instruments, including the Industry Act, the Water and Sewerage Industry 
(Pricing and Related Matters) Regulations 2011 (the Pricing Regulations) and 
instruments issued by the Economic Regulator, such as the Tasmanian Water and 
Sewerage Industry Customer Service Code (Code). 

This Guideline supersedes the 2011-12 Guideline, developed for the first price 
determination investigation (the 2012 Price Determination Investigation). The 
second regulatory period will continue to focus on transitional provisions for the 
industry with this Guideline reflecting the current status of the industry including the 
amalgamation of the previous regulated entities. 

1.3 Price and service regulation under the Industry Act 
The Industry Act is the primary legislative instrument governing the economic 
regulation of the Tasmanian water and sewerage industry. The following regulations 
impact on the economic regulation of the industry in general and the price 
determination investigation in particular: 

 the Pricing Regulations; and 

 Water and Sewerage Industry (Customer Service Standards) Regulations 
2009 (the Customer Service Regulations). 

Economic regulation of the industry is focussed on both price and service outcomes.  
At a high level, the Industry Act requires price and service plans to address three 
key elements: 

 regulated water and sewerage services, and standards of service, to be 
delivered to customers over a regulatory period; 

 revenues to deliver the regulated services to the agreed standards, based on 
efficient service delivery costs; and 

 regulated prices (or tariffs) that meet the pricing principles under the Industry 
Act and Pricing Regulations. 

The minimum service standard framework is set out in the Code.1 A regulated entity 
is required to comply with the Code. 

Under the Industry Act, the price determination investigation involves two key steps: 

 determining revenue limits based on appropriate services, service standards, 
regulatory compliance improvement, efficient costs and appropriate returns; 
and 

                                                 
1 Issued by the Economic Regulator in July 2010 and reissued in April 2013. 
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 approving an appropriate tariff structure that continues the transition towards 
meeting the requirements of the pricing principles within the Industry Act and 
the Pricing Regulations but does not generate revenue in excess of annual 
revenue limits. 

For the second regulatory period the Economic Regulator intends adopting an 
approach that reflects: 

 the current status of the industry reform process; 

 the financial position of the regulated entity; and 

 the continued need to manage the impact of price changes on customers. 

The Economic Regulator is also required to assess the proposed price and service 
plan against a number of principles outlined in the Industry Act and in the Pricing 
Regulations. 

The Industry Act and Pricing Regulations outline the pricing principles to be reflected 
in a price determination and specify a transition period for the application of the 
pricing principles from 1 July 2012 to 1 July 2020 (inclusive). However, in certain 
situations, section 68AA of the Industry Act gives the Economic Regulator discretion 
in applying the pricing principles during the transition period. Consequently, 
application of all of the pricing principles may not be achieved during the transition 
period. 

The regulatory approach to the second price determination will therefore seek to 
achieve outcomes in accordance with the pricing principles subject to the transitional 
provisions contained in the Industry Act. 

In approving the regulated entity’s proposed price and service plan the Economic 
Regulator must be satisfied that the regulated entity will have sufficient revenue to 
meet its obligations and deliver the agreed standards of customer service while 
taking into account the impact of price changes on customers. The Economic 
Regulator may require the regulated entity to amend its plan if it is not satisfied that 
the proposed price and service plan meets the requirements specified in this 
Guideline or the relevant Price Determination. 

The Economic Regulator is also required to ensure that any tariff reforms are 
consistent with the pricing principles under the Industry Act, or represent a transition 
towards achieving those principles. 
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2  REGULATORY APPROACH TO THE 
SECOND PRICE DETERMINATION 

The regulatory approach to the second price determination investigation reflects the 
circumstances currently facing the industry.  

Broadly, the second price determination will involve: 

 determining the regulated entity’s annual revenue limits; 

 continuing to manage the impact of price changes on customers; and  

 continuing to progress towards achieving a more equitable pricing structure for 
customers. 

2.1 Revenue limits 
In establishing annual revenue limits, the Economic Regulator will adopt an 
approach that is consistent with: 

 the pricing principles2 articulated in the National Water Initiative (NWI); and 

 the pricing principles under section 68 of the Industry Act and the additional 
pricing principles expressed in the Pricing Regulations. 

2.1.1 National Water Initiative revenue limits 

The NWI prescribes two revenue limits: 

 the upper revenue limit (full cost recovery); and 

 the lower revenue limit (sustainability threshold). 

Under the NWI, a water and sewerage business should recover revenue that is at 
least equal to the lower revenue limit but not greater than the upper revenue limit, 
given that this would represent monopoly profits. However, consistent with the 
National Water Commission’s statements, and the pricing principles specified in the 
Industry Act and the Pricing Regulations, a water and sewerage business should 
ultimately be moving towards the upper revenue limit. 

2.1.2 Statutory revenue limit 

The Industry Act also provides for an additional revenue limit (the statutory revenue 
limit). The statutory revenue limit equates to full cost recovery revenue calculated by 

                                                 
2 http://www.environment.gov.au/water/policy-programs/urban-reform/nwi-pricing-principles.html (Natural Resource 
Management Ministerial Council, 23 April 2010). 

http://www.environment.gov.au/water/policy-programs/urban-reform/nwi-pricing-principles.html
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applying the two separate weighted average costs of capital (WACCs) set out in 
section 68(1A) of the Industry Act; i.e. one WACC for assets transferred to the 
previous regulated entities before 1 July 2011 and another WACC for assets 
purchased or constructed by the previous regulated entities and the current 
regulated entity after 1 July 2009 (new assets). 

For assets transferred to the previous regulated entities before 1 July 2011, the 
WACC will incorporate a commercial rate of return on the debt component and a 
legislated pre-tax rate of return of three percent on the equity component.  

For new assets, the WACC will incorporate a commercial rate of return on both debt 
and equity. 

Due to the requirement for two WACCs, the regulated entity must establish, 
maintain and roll-forward two separate Regulated Asset Bases: one for assets 
transferred to the previous regulated entities before 1 July 2011 and another RAB 
for “new” assets purchased or constructed by the previous regulated entities and the 
current regulated entity after 1 July 20093. 

The regulated entity must establish, maintain and roll forward each RAB on an 
annual basis in accordance with the Economic Regulator’s Data Collection 
Template. 

The RAB for assets transferred to a previous regulated entity before 1 July 2011 will 
therefore gradually decline over time due to depreciation and disposals reducing the 
value of those assets, while the RAB for new assets will increase with expenditure 
on capital projects.4 

2.2 Approach to revenue and price regulation 
The second price determination investigation for the Tasmanian water and 
sewerage industry will involve two steps: 

 determining three revenue limits (lower, statutory and upper) based on the 
delivery of regulated services, service standards, regulatory compliance 
improvement, efficient costs and appropriate returns; and 

 approving an appropriate tariff structure that: 

- continues the transition towards meeting the requirements of the pricing 
principles under the Industry Act and the Pricing Regulations; 

- does not generate revenue in excess of annual revenue limits; and 

- manages the impact of the rate of change of prices on customers. 

                                                 
3 Amongst other things, the Water and Sewerage Corporation Act 2012 provided for the transfer of the assets and 
liabilities of the previous regulated entities to the new regulated entity. 

4 The RAB is explained in more detail in Chapter 3. 
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The Economic Regulator’s methodology for determining the upper, statutory and 
lower revenue limits is discussed in Chapter 3 of this Guideline. 

In determining the revenue limits the Economic Regulator is required to apply the 
pricing principles specified in section 68 of the Industry Act. However, 
section 68AA(2)(c), requires the Economic Regulator to also take account of the 
impact of the rate of change in prices on customers. 

As such, the second price determination will involve calculating revenue limits and 
regulating price movements.  A decision on whether revenue limits will be monitored 
or regulated will depend on the Regulator’s assessment of the regulated entity’s 
revenue and price reform proposals during the second price determination 
investigation. 

As part of the second price determination investigation the Economic Regulator will 
review the regulated entity’s proposed costs in providing water and sewerage 
services to customers together with the prices it intends charging over the regulatory 
period for the services it proposes. 

2.2.1 The second price determination and revenue limits 

As part of the second price determination investigation the Economic Regulator will 
calculate values for each of the three revenue limits mentioned above. The 
regulated entity should be aiming to transition revenue to: 

 the lower revenue limit to achieve financial sustainability as soon as possible; 
and 

 the statutory revenue limit in the medium term (maximum revenue permitted 
under the Industry Act). 

Over the long term the statutory revenue limit will become the upper revenue limit 
(full cost recovery level)5. 

The revenue that the regulated entity expects to earn each period will be compared 
to the three revenue limits for each period (see section 4.11). 

As noted earlier, a decision on whether revenue limits will be monitored or regulated 
will depend on revenue and price reform proposals considered during the price 
determination investigation. 

A price and service plan needs to provide sufficient information and data to enable 
the Economic Regulator to calculate the three revenue limits. The proposed price 
and service plan should also specify the annual revenue that the regulated entity 
expects to earn based on its proposed tariff structure which includes the application 
of any proposed regulated price constraints on annual price movements. 

                                                 
5 As the value of the existing assets diminish due to depreciation and disposal, the statutory revenue limit will 
become the upper revenue limit as explained in section 3.2 of this Guideline.  



8 TASMANIAN WATER AND SEWERAGE INDUSTRY – PRICE AND SERVICE PLAN GUIDELINE 

2.2.2 Treatment of assets used to provide unregulated services 

The revenue limits reflect only costs associated with providing regulated services 
and in receiving an appropriate return on the assets used to provide regulated 
services.  The assets used to provide regulated services form the RAB.  

Assets associated with providing unregulated services are to be excluded from the 
RAB in accordance with Regulator’s Accounting Ring Fencing Guideline6 (the Ring 
Fencing Guideline). 

Unregulated services include: 

 providing water for irrigation; 

 reusing water, discharged from a sewage treatment plant, for irrigation; and 

 providing stormwater services via a combined sewerage/stormwater system. 

The costs of, and return on, assets used to provide unregulated services 
(unregulated assets) should be recouped from the users of those services.   

2.3 Approach to assessments of asset values and costs 
In price regulation the main determinant of prices is the annual revenue allowance 
which in turn is determined by costs and asset values. To ensure the revenue 
allowance is based on efficient costs and optimised asset values the Economic 
Regulator intends engaging third party advisers for the second price determination 
investigation. 

These advisers will be required to undertake an independent review of the regulated 
entity’s proposed operating and maintenance expenditure and asset values 
(including proposed capital expenditure) to ensure that only efficient costs are 
incurred in providing regulated services, and only those assets required to deliver 
the regulated services, are taken into account in determining the regulated revenue. 

2.4 Structure and content of price and service plans 
The proposed price and service plan is to be structured as specified in Attachment 1 
of this Guideline. 

The Economic Regulator will provide the regulated entity with a data collection 
template to populate and include as an attachment to its proposed price and service 
plan. The information provided in the data collection template will assist the 
Economic Regulator in undertaking the required analysis to complete its 
investigation and make a price determination within the required timeframe. 

The Economic Regulator will calculate annual revenue limits based on information 
supplied by the regulated entity in the data collection template. 

                                                 
6 Tasmanian Economic Regulator, Water and Sewerage Accounting Ring Fencing Guideline (Version 1), May2013. 
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The regulated entity is required to outline its pricing proposal in its proposed price 
and service plan. In accordance with the “propose and respond” nature of the 
regulatory framework, and as the regulated entity holds detailed customer and 
usage information, the Economic Regulator considers that the regulated entity is 
best placed to develop a model that supports its pricing proposal, including 
proposed tariff structures and price constraints.  

Pricing proposals should: 

 include a proposed tariff structure; 

 include proposed price constraints; 

 demonstrate and quantify expected customer impacts of both the proposed 
tariff structure and price constraints; 

 be supported by a model that: 

- is based on the regulated entity’s accounting records (as defined in the 
Ring Fencing Guideline) and 

- includes the calculations used to develop the pricing proposals. 

At the same time as submitting its proposed price and service plan to the Economic 
Regulator, the regulated entity is also required to provide the Economic Regulator 
with a copy of the model used to develop its pricing proposals. 

The Economic Regulator is required, under section 65(5) of the Industry Act, to 
approve a proposed price and service plan. However the Economic Regulator may 
direct changes to be made to a price and service plan to ensure that it complies with 
a price determination and this Guideline. 

2.4.1 Adjustments to the price determination within the regulatory period 

To maximise certainty for the regulated entity, owner councils, stakeholders and 
customers, the Pricing Regulations permit price adjustments only if there has been a 
material change in the costs incurred by the regulated entity if one or more of the 
following events occur after the price determination is made: 

 new or additional legislative requirements; or 

 a tax event (as defined in the Pricing Regulations). 

Prices will not be reviewed annually. Rather, the regulated entity will be responsible 
for proposing any adjustments to the price determination in line with the 
determination and the requirements of the Pricing Regulations. 

All other variations between forecasts and actual outcomes over the second 
regulatory period will therefore need to be managed by the regulated entity including 
any differences between the forecast and actual Consumer Price Index (CPI). 
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2.5 Regulatory accounting 
To give effect to its role of monitoring the regulated entity’s compliance with the 
relevant price determination and conducting pricing inquiries and investigations, the 
Economic Regulator requires an understanding of the nature and substance of the 
regulated entity’s business activities. 

Section 64(2) of the Industry Act gives the Economic Regulator the power to issue 
guidelines for the separation of accounts and functions within a regulated entity. In 
May 2013 the Economic Regulator issued a Ring Fencing Guideline. The objectives 
of the Ring Fencing Guideline are to establish the detailed accounting and 
information requirements necessary to enable the Economic Regulator to undertake 
its responsibilities under the Industry Act.  

The objectives of accounting ring fencing are to: 

 provide the Economic Regulator with sufficiently detailed and accurate 
information to undertake price determination investigations; 

 facilitate the monitoring of compliance with any relevant price determinations; 

 facilitate the effective regulation of monopoly activities by identifying and 
attributing expenditure and revenue to relevant business segments; 

 facilitate the introduction of competition wherever possible by identifying and 
ring fencing regulated and unregulated services; 

 avoid the anti–competitive effects of cross–subsidies between regulated and 
unregulated activities; and 

 ensure that unfair competitive advantage is not secured by using information 
acquired by the monopoly activity for the benefit of an unregulated activity. 
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3  ESTIMATING REVENUE 
REQUIREMENTS 

As noted in Chapter 2, the Economic Regulator intends determining three separate 
revenue limits for the regulated entity’s water and sewerage services:  

 the upper revenue limit; 

 the statutory revenue limit; and 

 the lower revenue limit. 

3.1 Upper revenue limit 
The upper (full cost recovery) revenue limit will be determined using the “building 
block” approach. Revenue for full cost recovery is required to: 

 meet operating and maintenance costs (Opex); 

 fund depreciation (return of capital); and 

 provide a commercial, risk adjusted, return on capital. 

The annual upper revenue limit (RUPPER) is calculated as follows: 

RUPPER = (RAB x WACC) + D + Opex 

where: 

RAB  =  value of regulated asset base 

WACC =  weighted average cost of capital (debt and equity) 

D  =  depreciation 

Opex  =  operating and maintenance expenditure 

The following sections outline the treatment of each component of the upper 
revenue limit calculation. 

3.1.1 Regulated asset base 

3.1.1.1 Opening RAB 

The opening RAB as at 1 July 2015 will be calculated as follows: 

opening RAB = 

asset base at 1 July 2013 (coinciding with commencement of the regulated 
entity’s operations) 
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+ expenditure during the period 1 July 2013 to 30 June 2015 (net of 
customer contributions) 

- depreciation during the period 1 July 2013 to 30 June 2015 

- asset disposals during the period 1 July 2013 to 30 June 2015 

The Economic Regulator will not attempt to exclude third party capital contributions 
made before the previous regulated entities were formed, due to difficulties in 
ascertaining the value of those contributions.   

The RAB is to be split between water and sewerage assets. This will enable the 
Economic Regulator to monitor revenues to ensure that the revenue from providing 
each regulated service relates only to the costs associated with providing that 
service. 

3.1.1.2 Roll forward RAB 

The RAB in each financial year will be based on the average of the opening RAB 
(i.e., the RAB as at 1 July in the relevant financial year) and closing RAB (i.e., the 
RAB as at 30 June in the relevant financial year). 

The opening RAB value in each financial year is equal to the closing balance from 
the previous financial year. 

For each financial year, the closing RAB value will be calculated as follows: 

Opening RAB value  

+ Capital expenditure (Capex) 

- Depreciation 

- Asset disposals 

- Third party capital contributions 

= Closing RAB value 

Third party capital contributions include developer charges (see section 4.8.4), 
service introduction charges (see section 4.8.7) and government grants.   

Developer charges include headworks charges, gifted assets and cash paid by 
developers to the regulated entity for the construction of new reticulation works. 

3.1.1.3 Depreciation 

Depreciation should be calculated using the straight-line method based on the 
average useful life of regulated assets. This will result in one depreciation rate that 
will be applied throughout the regulatory period. For the purpose of the asset roll 
forward for each financial year, depreciation should be calculated by applying the 
proposed depreciation rate to the sum of the opening RAB value and 50 per cent of 
Capex (net of third party capital contributions and asset disposals).   
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Depreciation (D) is calculated as follows: 

D = DR x (RABOPENING + (0.5 x (Capex – CC – AD))) 

where: 

DR   = proposed depreciation rate 

RABOPENING   =  opening RAB value 

Capex  = capital expenditure 

CC   = third party capital contributions 

AD  = asset disposals 

The proposed depreciation rate used to calculate the upper revenue limit should be 
the same as that applied to roll forward the RAB in each financial year of the second 
regulatory period. 

3.1.1.4 Capital expenditure (Capex) 

Capex is the amount invested in new regulated assets and includes expenditure 
funded through third party capital contributions. As indicated in section 3.1.1.2, third 
party capital contributions are excluded from the calculation of the roll forward RAB. 

The proposed Capex should be split between regulated water and sewerage 
services and consistent with the Ring Fencing Guideline, classified on the basis of 
one or more of the following cost drivers: 

 Growth: increasing the capacity of assets or construction of new assets, to 
meet growth in demand or to provide additional security of supply; 

 Renewal of existing infrastructure: replacing existing assets and generally 
maintaining service levels; 

 Improvements: improving service levels and reliability to meet customer 
preferences; and 

 Compliance: meeting regulatory obligations. 

Where Capex has more than one cost driver, expenditure should be allocated on the 
basis of the main driver and be consistent with the business case or other relevant 
information that supports the expenditure. 

The process for the development of proposed Capex programs is discussed in 
Chapter 6. 

Each Capex proposal must be supported by a business case or other relevant 
information that demonstrates: 

 the proposed expenditure is responding to a cost driver; and 

 the proposed expenditure is the most efficient response. 
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As indicated in section 2.13, Capex proposed as part of a price and service plan will 
be independently reviewed as part of the second price determination investigation. 

3.1.2 Weighted average cost of capital 

Under a building block approach, the return on the RAB is calculated using the 
WACC. In line with accepted regulatory practice, a benchmarked debt to equity ratio 
is used in determining the WACC. 

The WACC can be set on a real or nominal, pre-tax or post-tax basis. There is little 
consistency across Australia in terms of the type of WACC adopted for the water 
and sewerage industry. In line with its practice for the first water and sewerage price 
investigation, the Economic Regulator proposes to adopt a real pre-tax WACC 
based on the following formula: 

 

 
 

Where: 

Re = Cost of equity (post-tax)  

  = )Rf(Rm x βRf e −+  

Rd = pre-tax cost of debt 

Rm  = market return 

Rf = risk free rate 

t = corporate tax rate 

βe = equity beta 

G = gearing ratio  

i = forecast inflation (annual average over regulatory period) 

γ  = gamma7  

In accordance with the “propose and response” nature of the regulatory framework 
the regulated entity is to propose, in its proposed price and service plan, a value for 
each of the components for the WACC listed at Table 3.1 below, and provide 
justification for each proposed value. 

                                                 
7 Represents the proportion of imputation credits which can be utilised by shareholders and varies between 0 and 1. 
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Table 3.1 WACC components 

Components 

Re cost of equity (post tax) 

Rd pre-tax cost of debt 

Rm market return 

Rf risk free rate 

βe equity (beta) 

i forecast inflation 

γ  gamma 

 
In determining an appropriate WACC, the Economic Regulator will consider the 
regulated entity’s proposed values. The resulting draft WACC will be published in 
the Economic Regulator’s Draft Report. 

3.1.3 Operating expenditure (Opex) 

Under the building block approach, an allowance is made for the efficient cost of 
operating and maintaining the water and sewerage systems together with the 
associated administrative costs. The regulated entity is to report regulated Opex in 
its price and service plan in accordance with the framework outlined in the Ring 
Fencing Guideline i.e. Opex is to be allocated between regulated business 
segments (regulated water and regulated sewerage services) and, within regulated 
business segments, between the activity areas of operations and maintenance, 
treatment of water and sewerage, customer service and billing, GSL payments (if 
applicable), licence fees, corporate and other operating expenditure. 

3.1.3.1 Reporting Opex 

Opex should be split between labour and non-labour costs. The basis for allocating 
Opex between regulated water and sewerage services and between labour and 
non-labour components must be clearly identified and justified. 

Opex should exclude expenditure associated with unregulated assets used in 
providing unregulated services. The basis for excluding this expenditure should be 
identified, justified and take account of the method used to determine the value of 
the assets excluded from the RAB. 

In relation to Opex, the Regulator expects that the immediate economies of scale 
benefits arising out of the amalgamation of the previous regulated entities will be 
realised during 2014-15. 

However, the Regulator also expects that those economies of scale benefits will 
continue for the duration of the second regulatory period and beyond and that the 
regulated entity will operate efficiently. 
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In this regard, and as outlined in section 2.3, the Economic Regulator will engage 
independent third party advisers to review the regulated entity’s Opex values to 
determine if the proposed levels of expenditure represent efficient costs.  

3.1.3.2  Indexation of Opex 

Labour Opex will be projected forward, in real terms, to reflect forecast real 
increases in the Average Weekly Earnings. The projected growth in labour costs is 
to be offset by an annual labour productivity factor. The value of the proposed 
annual labour productivity factor is to be proposed and justified by the regulated 
entity and approved by the Economic Regulator. 

The Economic Regulator expects that non-labour Opex will be maintained in real 
terms (i.e. nominal values will be indexed by the CPI). 

Any forecast significant changes in labour or non-labour Opex (for example, due to 
additional facilities or functions) must be identified, quantified and justified by the 
regulated entity in its proposed price and service plan in the context of the drivers for 
the change.   

3.2 Statutory revenue limit 
Section 68(1A) of the Industry Act requires the calculation of a statutory revenue 
limit for the water and sewerage industry, which is based on a separate WACC 
(returns on capital) for each of the following: 

 assets transferred to a regulated entity before 1 July 2011 under Part 3 of the 
Water and Sewerage Corporations Act 2008.  The WACC is to incorporate a 
commercial rate of return on the debt component and a legislated (statutory) 
pre-tax rate of return of three per cent on the equity component. These will be 
referred to as existing assets; and  

 assets purchased or constructed by the previous regulated entities, or current 
regulated entity, since 1 July 2009. The WACC is to incorporate a commercial 
rate of return on both debt and equity. These will be referred to as new assets. 

The requirement for two WACCs will require two separate RABs to be created. The 
RAB incorporating assets transferred to the previous regulated entities before 
1 July 2011 (RABEXISTING) will gradually decline over time due to depreciation and 
disposals. The new assets RAB (RABNEW) will increase with expenditure on capital 
projects.   

The statutory WACC will extend the time it takes to reach full cost recovery revenue 
based on a commercial rate of return on both debt and equity as the transition rate 
will depend on the level of investment in new assets. 

The calculation of the return on assets transferred to the previous regulated entities 
before 1 July 2011 is based on a separate WACC that assumes a three per cent 
pre-tax return on equity.   
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The statutory revenue limit (RSTATUTORY) is calculated as follows: 

RSTATUTORY = (RABEXISTING x WACCEXISTING) + (RABNEW x WACCNEW) + D + Opex 

 

where: 

RABEXISTING = value of the regulated asset base in respect of 
assets transferred to the previous regulated 
entities before 1 July 2011 

WACCEXISTING = weighted average cost of capital to be applied 
to assets transferred to the previous regulated 
entities before 1 July 2011 

RABNEW = value of the regulated asset base in respect of 
new assets 

WACCNEW = weighted average cost of capital to be applied 
to new assets 

D = depreciation 

Opex = operating and maintenance expenditure 

Compared to the calculation of the upper revenue limit, the statutory revenue limit 
calculation does not require any changes to the Opex calculations, but requires 
changes in relation to the calculation of RAB, WACC and depreciation. These 
changes are outlined in the following sections. 

3.2.1 Regulated asset base – statutory revenue limit 

3.2.1.1 Opening RAB 

The two opening RAB balances for the statutory revenue limit are treated the same 
as the upper revenue limit calculation (see section 3.1) in terms of: 

 being based on DORC8 valuations (rolled forward from 1 July 2009); 

 being split between regulated water and sewerage services; and 

 excluding unregulated assets. 

3.2.1.2 Roll forward RAB 

In calculating the statutory revenue limit, the new assets RAB and the RAB based 
on assets transferred to the previous regulated entities before 1 July 2011 will need 
to be rolled forward on a separate basis. 
                                                 
8 Depreciated Optimised Replacement Cost. 
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For the RAB incorporating assets transferred to the previous regulated entities 
before 1 July 2011, the closing RAB value in each financial year will be calculated 
as follows: 

Opening RAB value 

+ any assets transferred to the previous regulated entities 
before 1 July 2011 

- depreciation  

- asset disposals 

= Closing RAB value 

For the new assets RAB, the closing RAB value in each financial year will be 
calculated as follows:  

Opening RAB value 

+ Capex 

- depreciation  

- asset disposals 

- third party capital contributions 

= Closing RAB value   

The new assets RAB is rolled forward on the same basis as the RAB roll forward 
under the upper revenue limit (see section 3.1.1.2).   

3.2.1.3 Depreciation  

A separate proposed depreciation rate will need to be calculated for each RAB. 
Each proposed depreciation rate should be calculated on a straight-line basis having 
regard to the assets’ average useful life. Each depreciation rate will then be applied 
throughout the second regulatory period.  

Depreciation for the roll forward under the statutory revenue limit is calculated on the 
same basis as outlined in section 3.1.1.3 for the upper limit (except there is no 
Capex or third party capital contributions in the RAB incorporating assets transferred 
to the previous regulated entities before 1 July 2011). 

Depreciation on existing assets (DEXISTING) in each financial year is calculated as 
follows: 

DEXISTING = DREXISTING x (EXISTING RABOPENING + (0.5 x (AT - ADEXISTING))) 

Where: 

DREXISTING = depreciation rate for existing assets 
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EXISTING RABOPENING  = opening value of existing assets RAB 

ADEXISTING = existing asset disposals 

AT = assets transferred to a regulated entity 
before 1 July 2011 

Depreciation on new assets (DNEW) in each financial year is calculated as follows: 

DNEW = DRNEW x (NEW RABOPENING + (0.5 x (Capex – CC – ADNEW))) 

Where: 

DRNEW = depreciation rate for new assets 

Capex = capital expenditure 

NEW RABOPENING  = opening value of new assets RAB 

CC  = third party capital contributions 

ADNEW = new asset disposals 

The proposed depreciation amounts calculated above should be used in the 
respective RAB roll forwards incorporating assets transferred to the previous 
regulated entities before 1 July 2011 and the new assets RAB (see section 3.2.1.2) 
as well as in the calculation of the statutory revenue limit (see section 3.2). 

3.2.1.4 WACC 

As noted above, there are two separate WACCs required for the calculation of the 
statutory revenue limit. 

The Industry Act requires that a full commercial risk adjusted WACC be applied to 
the new assets. The WACC applied to the annual average new assets will be the 
same WACC used in calculating the upper revenue limit (see section 3.1.2). 

For assets transferred to the previous regulated entities before 1 July 2011, the 
Industry Act requires the adoption of a WACC that incorporates a real pre-tax cost of 
equity of three per cent per annum. The formula for the WACC on assets transferred 
to the previous regulated entities before 1 July 2011 is therefore as follows: 

EXISTING WACCNOMINAL = (Rd x G) + (Z x (1 - G)) 

Where: 

Z = Statutory pre-tax return on equity replacing 
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γ)t(  in the full commercial WACC formula 

Rd  = pre-tax cost of debt  

 G = gearing ratio 
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The conversion from a nominal to real WACC for assets transferred to the previous 
regulated entities before 1 July 2011 is the same as outlined in section 3.1.2 for the 
full commercial WACC.  

As for the full commercial WACC outlined in section 3.1.2 the Economic Regulator 
will determine the EXISTING WACCreal value after consideration of the regulated 
entity’s proposed WACC parameter values submitted in its proposed price and 
service plan. The regulated entity will be required to adopt the resulting EXISTING 
WACCreal in calculating its statutory revenue limit. 

3.3 Lower revenue limit 
As noted in section 2.1.1 the NWI requires water and sewerage businesses to 
recover revenue at a level at least equal to the lower revenue limit.  

The lower revenue limit is the minimum amount a regulated entity needs to recover 
to ensure that it covers its cost of operations and represents the minimum revenue 
required to achieve sustainability.   

The lower revenue limit calculation includes operating and maintenance 
expenditure, debt servicing costs and an allowance for the cost of asset 
refurbishment, replacement and future augmentation (the asset renewal annuity or 
ARA). 

The lower revenue limit (RLOWER) is calculated as follows: 

RLOWER = Debt + Opex + ARA 

Where: 

Debt  = debt servicing costs  

Opex = operating and maintenance expenditure 

ARA = asset renewal annuity  

Opex is calculated as for the upper revenue limit and the statutory revenue limit. The 
other aspects of the lower revenue limit calculations are discussed in the following 
sections. 

3.3.1 Asset renewal annuity 

The ARA is an annualised calculation of a future asset renewal and replacement 
program.9 

An ARA represents a series of equal annual payments that are equivalent, in net 
present value terms, to the stream of future payments required for the renewal of 
infrastructure assets. Irregularities in asset refurbishment and replacement 
                                                 
9 The ARA is based on estimating the funds required to replace the assets as distinct from depreciation which 
apportions the cost of the assets over their useful lives. 
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expenditure which occur from one year to the next are ‘smoothed out’ by using an 
annuity. The regulated entity needs to develop a forward asset renewals and 
replacement program to be able to calculate an ARA. In developing this program, 
the regulated entity will need to have a detailed knowledge of its assets so it can: 

 identify and categorise each asset; 

 identify the date of purchase or construction of the asset;  

 determine the original asset cost;  

 determine the current replacement cost;  

 determine the assumed life of the asset; 

 determine dates and amounts of refurbishment expenditures required during 
the life of each asset; and 

 determine whether or not the asset will be replaced at the end of its service life 
and, if it is to be replaced, the date of replacement. 

Once the regulated entity has determined the cash flow for future asset renewal and 
replacement expenditures (usually over a period of 30-60 years depending on asset 
lives and forward planning horizons) the net present value (NPV) of these 
expenditures is calculated using an appropriate discount rate.  In calculating the 
NPV for the ARA, the regulated entity must use the WACC adopted for the upper 
revenue limit calculation as the discount rate (i.e. ‘r’ in the following formula). 

Once the NPV calculation has been made, the ARA should be calculated based on 
the following formula: 

ARA = 







+− − )(

NPV x nr)1(1
r  

Where: 

NPV =  the net present value of the series of expenditures 

r   = the discount rate 

n   =  the number of years 

Ordinarily, the calculation of the ARA accounts only for renewals and replacements. 
This is based on the underlying premise that operations are already compliant with 
regulatory obligations. This is currently not the case in the Tasmanian water and 
sewerage sector. It is difficult to argue that an entity is operating on a sustainable 
basis if aspects of its operations do not comply with legal requirements.   

To gain a true indication of the minimum level of revenue to achieve sustainability, 
the annuity calculation should also account for expenditure required to achieve 
regulatory compliance (i.e. Capex undertaken under the ‘compliance’ Capex driver – 
see section 3.1.1.4). 
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The regulated entity is expected to develop a long term cash flow of forward 
compliance Capex, which can then be added to the renewals and replacements 
cash flow and the annuity calculated as described above.  

3.3.2 Debt servicing cost 

The calculation of the lower revenue limit includes actual debt servicing costs rather 
than a benchmark level of debt due to the lower revenue limit reflecting the 
sustainability threshold.   

The regulated entity is, therefore, required to provide an estimate of expected debt 
servicing costs for each financial year of the second regulatory period. However, 
total debt servicing costs should be reduced to account for debt associated with any 
unregulated activities. It will be assumed that debt is applied equally over the 
regulated entity’s assets, rather than being attributed to a particular asset or assets. 
The debt servicing costs to be included in the lower revenue limit calculation should, 
therefore, be determined by multiplying total debt servicing costs by the ratio of the 
value of regulated assets to the value of total assets held by the regulated entity.
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4  SETTING PRICES AND REVENUE 
TRANSIT ION PATHS 

In setting prices and determining transitional revenue paths for regulated water and 
sewerage services, the Economic Regulator will consider: 

 the pricing principles; 

 price reform priorities; 

 customer impacts; 

 pricing zones; 

 price structures; 

 customer classes; 

 serviced land; 

 connection policy; 

 service charges; 

 sub metering; 

 developer charges; 

 trade waste charges; 

 extensions and expansions; 

 service introduction charges;  

 service replacement; and 

 demand and customer forecasts. 

Each of these issues is discussed in more detail below. 

4.1 Pricing principles 
Subject to section 68AA of the Industry Act (see section 4.1.3 below), a regulated 
entity’s pricing proposal for regulated services must reflect the pricing principles 
contained in section 68 of the Industry Act together with any additional pricing 
principles in the Pricing Regulations. 
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4.1.1 Section 68 of the Industry Act 

Section 68(1) of the Industry Act outlines the following pricing principles: 

 a regulated entity is to be given a reasonable opportunity to recover the 
efficient costs it incurs in:  

- providing a regulated service; and 

- complying with a regulatory obligation; or  

- complying with a requirement to make a regulatory payment under the 
Industry Act (except where the Industry Act provides otherwise); 

 the price is to provide for efficient pricing through:  

- separately charging and recovering fixed costs and variable costs via 
voluntary metering, mandatory metering or in such other manner as 
determined by the Economic Regulator (i.e. via two-part pricing for water 
services); and 

- reflecting the costs of servicing particular customers or classes of 
customers in different locations, regions or schemes; 

 the price is to provide effective incentives, with respect to a regulated service 
to:  

- promote economic efficiency; 

- reduce costs; or 

- otherwise improve productivity; 

 the price is to allow a regulated entity to receive a return on assets used in 
providing the regulated service; and  

 the price charged to a particular customer or class of customers is to reflect at 
least the costs that relate directly to providing the regulated service to that 
customer or class of customers to the extent that it is commercially and 
technically reasonable to do so. 

4.1.2 Pricing Regulations  

In addition to the pricing principles set out in section 68 of the Industry Act, the 
Pricing Regulations contain additional pricing principles in relation to the following 
matters: 

 pricing zones (nodal pricing); 

 the structure of service introduction charges; 

 the calculation of developer charges;  
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 the treatment of contributed assets10; and 

 the basis for setting fixed and variable charges (including the prohibition of 
free water allowances). 

Pricing proposals within proposed price and service plans must also reflect the 
matters to which the Economic Regulator is to take into account under section 15 of 
the Industry Act (see further discussion in section 4.3). 

4.1.3 Section 68AA of the Industry Act  

Section 68AA of the Industry Act acknowledges that the full application of the pricing 
principles will require a transition period. For the purpose of section 68AA, the 
transition period is defined in the Pricing Regulations as the eight year period from 
1 July 2012 to 1 July 2020 inclusive (i.e. the transition period will expire at the 
beginning of the third year of the third regulatory period).  

Section 68AA enables the pricing principles not to be applied to the formation or 
approval of price and service plans and price determinations during the transition 
period to the extent that the application of those principles would: 

 result in a significant impact on customers, or a particular class of customers, 
due to the rate of change in prices; 

 adversely affect the sustainability of a regulated entity in so far as it provides 
regulated services; or 

 adversely affect the ability of a regulated entity to deliver regulated services. 

Therefore, if a regulated entity includes a pricing proposal in its proposed price and 
service plan that does not satisfy all of the pricing principles in the Industry Act and 
the Pricing Regulations, it must justify, in each instance, why it is unable to satisfy 
that individual pricing principle, in the context of the requirements of section 68AA.  

It should be noted that section 68AA does not apply to the matters the Economic 
Regulator is to take into account under section 15 of the Industry Act, including the 
need for the Economic Regulator to consider the impact of the rate of change of 
prices on customers. 

Due to the requirement for regulatory periods to be at least three years duration, the 
third regulatory period will not align with the end of the transition period, on 
1 July 2020. The non-alignment with the end of the transition period is not an issue 
of concern for the Economic Regulator provided target tariffs and proposed price 
transition paths for the second and third regulatory periods are designed to enable 
compliance with the pricing principles by 1 July 2020. 

                                                 
10 Contributed assets include developer charges and government grants but exclude equity contributions from the 
owner of a regulated entity. Furthermore, the assets of the three previous regulated entities which have been and 
will be vested in the regulated entity are not to be treated as capital contributions. 
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The regulated entity must therefore demonstrate, in its proposed price and service 
plan, how target tariffs and price transition paths for the second regulatory period 
and the first two years of the third regulatory period will enable the regulated entity 
to comply with all pricing principles in the Industry Act by the end of the transition 
period, i.e. by the beginning of the third year of the third regulatory period 
(1 July 2020). 

4.2 Price reform priorities for the second price determination 
The Economic Regulator acknowledges that it is unlikely that the regulated entity will 
be able to comply with all the pricing principles under the Industry Act and the 
Pricing Regulations by the end of the second regulatory period. This is primarily due 
to the need to manage the impact of the rate of change of prices on customers while 
ensuring the ongoing financial sustainability of the regulated entity. Consequently, 
there is a need to prioritise the price reform objectives for the second price 
determination, as was necessary for the 2012 Price Determination. 

To assist the regulated entity, the Economic Regulator has proposed a number of 
priority price reform objectives for the second price determination. The priority 
objectives have been determined based on: 

 existing water and sewerage pricing structures that continue to deliver 
inequitable pricing across the state; and 

 the regulated entity’s financial position. 

For the second price determination, price reform proposals contained within the 
proposed price and service plan should focus on achieving the following priority 
objectives: 

 continuing to transition customers to a rational price structure consistent with 
NWI pricing principles; 

 transitioning customers paying above the target tariff towards the target tariff; 

 continuing to transition all other customers towards the target tariff;  

 generating revenue that, at a minimum, equals the lower revenue limit to 
achieve sustainability; and 

 managing the impact of price changes on customers. 

The following price reform objectives are considered secondary priorities for the 
second price determination: 

 ensuring all customers pay the same price for the same services; and  

 transitioning revenue to the statutory revenue limit. 

Whilst it is desirable to work towards achieving these secondary objectives during 
the second regulatory period, the Economic Regulator accepts that achieving these 
objectives may require additional time. 
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4.3 Assessing the impacts of price reform 
Section 15 of the Industry Act requires the Economic Regulator to consider the 
impact of the rate of change of prices on customers. As was the case for the first 
price determination investigation, the Economic Regulator will take account of the 
impact of price changes on customers by requiring the regulated entity to impose 
price constraints on price changes. 

The structure and quantum of the proposed price constraints will depend upon an 
assessment of the ability of the regulated entity to achieve price reform in a manner 
that manages the impact of the rate of change of prices for customers whilst also 
addressing competing needs such as improving regulatory compliance. 

Consistent with the “propose and respond” nature of the regulatory framework, the 
Economic Regulator considers that the regulated entity is best placed to develop 
models to support pricing proposals and assess customer impacts as it holds 
detailed customer and usage information. Price constraints must be proposed in line 
with the price reform priorities outlined in section 4.2 and in particular the following 
priorities: 

 transitioning customers paying above the target tariff towards the target tariff; 
and 

 continuing to transition customers under the target tariff towards the target 
tariff. 

The regulated entity is, therefore, required to propose price constraints on annual 
price movements in its proposed price and service plan. Price constraint proposals 
must, however, be based on feedback received as part of a consultation process 
with customers and industry regulators (the Regulator’s consultation expectations 
are outlined in section 7.1). 

The Economic Regulator expects the regulated entity to propose price constraint 
arrangements that balance the conflicting priorities of managing the impact of price 
changes on customers whilst striving to achieve the lower revenue limit. 

The regulated entity’s draft Price and Service Plan must include a tariff structure that 
transitions customers paying above the target tariff as at 30 June 2015 towards the 
relevant target tariff and explain how it intends transitioning customers paying above 
the target tariff as at 30 June 2018 down to the relevant target tariff by 30 June 2020 
(the end of the legislated transition period and the end of the second year of the 
third regulatory period). 

As part of the price determination investigation the Economic Regulator will review 
the regulated entity’s price constraint proposals and may require the regulated entity 
to develop alternative scenarios during the investigation process. 

4.3.1 Outcomes of proposed price constraints 

The regulated entity, in its proposed price and service plan, must specify the 
estimated total regulated revenue and total accounting profit in respect of both 
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regulated and unregulated activities for each financial year of the second regulatory 
period after applying the proposed price constraints. 

The regulated entity is to forecast the customer impacts resulting from the proposed 
price constraints to demonstrate how it will meet the pricing principles by the end of 
the transition period. In doing so, the regulated entity must provide, for each 
financial year from 1 July 2015 until the end of the transition period on 1July 2020: 

1. the percentage of customers whose tariffs are expected to be above the 
target tariffs;  

2. the percentage of customers whose tariffs are on the target tariffs (i.e. their 
tariffs will increase at the rate proposed by the regulated entity for target 
tariffs);  

3. the percentage of customers whose tariffs are below the target tariffs by an 
amount less than the proposed price constraint (i.e. these customers will 
reach the target tariff during the financial year); and 

4. the percentage of customers whose tariffs are below the target tariffs by an 
amount greater than the proposed price constraint and whose annual tariffs 
will be capped at the proposed price constraint limit (i.e. these customers will 
not reach the target tariff during the financial year). 

For water customers, the regulated entity is also required to report the distribution of 
customers relative to the target tariff based on the difference between the amount 
they are paying and the target tariff. This is to be displayed separately for customers 
with 20 mm connections (which includes most residential customers), and all 
connection sizes. This information must be provided for both the fixed water charge 
and the variable water charge. The information required is set out in Table 4.1 and 
Table 4.2.  

For sewerage customers, the regulated entity is also to report the distribution of 
customers relative to the target tariff by the difference between the amount they are 
paying and the target tariff. This must be provided separately for customers 
assessed as less than 1 Equivalent Tenement (ET), 1ET (which includes most 
residential customers) and all other customers. 

For customers assessed as greater than 1ET, the current annual bills for these 
customers (with any price caps applied) should be compared to the assessed 
number of ET’s multiplied by the target tariff to determine the distribution of 
customers relative to the target tariff. The information required is set out in Table 4.3 
and Table 4.4 below. 
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Table 4.1 Distribution of customers around the target tariff – water charges 
(percentage of customers) 

Connection size Year Proportion paying greater than 
the target tariff by:  

Proportion paying less than the 
target tariff by: 

0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 

20 mm 2015-16           

2016-17           

2017-18           

 2018-19           

 2019-20           

All other 
connection 
sizes 

2015-16           

2016-17           

2017-18           

2018-19           

2019-20           

 

Table 4.2 Distribution of customers around the target tariff – water charges (number of 
customers) 

Connection size Year Number paying greater than the 
target tariff by:  

Number paying less than the 
target tariff by: 

0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 

20 mm 2015-16           

2016-17           

2017-18           

 2018-19           

 2019-20           

All other 
connection 
sizes 

2015-16           

2016-17           

2017-18           

2018-19           

2019-20           
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Table 4.3 Distribution of customers around the target tariff – sewerage charges 
(percentage of customers) 

Category  Year Proportion paying greater than 
the target tariff by:  

Proportion paying less than the 
target tariff by: 

0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 

< 1 ET 2015-16           

 2016-17           

 2017-18           

 2018-19           

 2019-20           

1 ET 2015-16           

2016-17           

2017-18           

 2018-19           

 2019-20           

All other 
customers 

2015-16           

2016-17           

2017-18           

2018-19           

2019-20           
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Table 4.4 Distribution of customers around the target tariff – sewerage charges 
(number of customers) 

Category  Year Proportion paying greater than 
the target tariff by:  

Proportion paying less than the 
target tariff by: 

0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 0-

25% 

26-

50% 

51-

75% 

76-

100% 

100%+ 

< 1 ET 2015-16           

 2016-17           

 2017-18           

 2018-19           

 2019-20           

1 ET 2015-16           

2016-17           

2017-18           

 2018-19           

 2019-20           

All other 
customers 

2015-16           

2016-17           

2017-18           

2018-19           

2019-20           

4.3.2 Alternative price constraint proposals 

The Economic Regulator will assess the impacts of the proposed price constraints 
on customers and the progress towards achieving tariff reform in the context of: 

 achieving the price reform objectives outlined in sections 4.2 and 4.3; and  

 achieving the pricing principles by the end of the transition period. 

However, during the price determination investigation the Economic Regulator may 
require the regulated entity to model alternative price constraint scenarios.  
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For each alternative price constraint analysed, the Regulator expects the regulated 
entity to have a model capable of producing the same information in relation to 
customer impacts and financial outcomes as required for the regulated entity’s 
proposed price constraint (as detailed in section 4.3.1).  

4.4 Pricing zones 
A pricing zone is a region where ultimately the prices charged to customers will be 
the same for the same service, i.e. the same sets of prices will apply to each 
customer class. A pricing zone could cover the entire region serviced by the 
regulated entity (which would equate to ‘postage stamp’ pricing) or there could be a 
number of zones within the region (nodal pricing). 

The Pricing Regulations set out the circumstances where pricing zones may be 
included in a proposed price and service plan. Regulation 6 states that different 
pricing zones can only be implemented where there are significant differences in the 
costs of providing regulated services to different areas. 

Even if there are significant differences in the cost of providing services across the 
region, different pricing zones may still not be required if the Economic Regulator 
considers the cost of implementing such zones outweighs the benefits. 

Where material cost differences are identified, or there is insufficient data to assess 
cost variations, and the regulated entity does not propose implementing pricing 
zones, the regulated entity must justify its decision not to implement pricing zones. 

Where material cost differences are identified and the regulated entity proposes 
adopting pricing zones the pricing zones must be clearly identified (for example, via 
maps) and justified on the basis of cost differentials in providing a regulated service. 

4.5 Structure of regulated prices 
In proposing a price structure as part of its price and service plan the regulated 
entity is required by the Economic Regulator to propose and clearly set out in its 
proposed price and service plan for each pricing zone a tariff (or target tariff) for 
each regulated service by customer class, for each financial year of the second 
regulatory period. 

The structure of proposed tariffs (prices) contained in a proposed price and service 
plan must be consistent with the pricing principles under the Industry Act and Pricing 
Regulations or transitioning to achieving those principles, in line with the priority 
price reform objectives (see section 4.2). 

Miscellaneous fees and charges11 must be determined according to the pricing 
principles in the Industry Act and the Pricing Regulations and be included in the 
regulated entity’s proposed price and service plan. 

                                                 
11 All fees and charges that may be charged by a regulated entity and that are not fixed charges, variable charges, 
developer charges or service introduction charges. 
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For simplicity and administrative ease the Regulator expects that the regulated 
entity will propose one price structure.  However this doesn’t preclude different 
prices being proposed for different pricing zones or for different customer classes 
provided the regulated entity justifies its proposal.  

The three existing price structures are reasonably uniform and, as such, the 
regulated entity is required to provide justification for any departure from the current 
approved price structures. Such justification should be provided on the basis of 
furthering achievement of the pricing principles in the Industry Act and be in line with 
the priority price reform objectives.  

The proposed price structure should take account of the proposed customer classes 
as set out in section 4.6. 

4.5.1 Fixed charges 

A fixed charge is a recurrent charge for a regulated service.  A fixed charge does not 
change as the usage of the regulated service changes. A fixed charge is not a 
variable charge or a service introduction charge.  

Under the Pricing Regulations, a fixed charge for a regulated service supplied to 
residential premises on a property can only be imposed on a person who is an 
owner of the residential premises. 

4.5.2 Variable charges 

The Pricing Regulations specify that the regulated entity must charge a variable 
charge (volumetric charges) for water services but has discretion whether or not to 
impose a variable charge for sewerage services.  In setting variable charges for 
water usage, the Pricing Regulations state that variable charges for regulated 
services supplied to residential premises on a property can only be imposed on a 
person who is an owner of the premises. 

Additionally, under Pricing Regulation 16(3), a variable charge for a regulated 
service must be payable for each unit of water delivered to, or sewage removed 
from, the property to which the charge relates.    

The Pricing Regulations also specify that the amount of the variable water usage 
charge for a property must at least cover the cost of delivering water to that 
property. This means that variable charges should ordinarily be set to recover only 
variable costs directly related to providing water to the property. 

However, the Pricing Regulations state that the amount of a variable charge can be 
greater than the cost of delivering water or removing sewerage if: 

 there are constraints on the amount of water supply available to be provided 
by the regulated entity or the capacity of water treatment plants or sewage 
treatment plants; 

 there are constraints on the capacity of the regulated entity’s water and/or 
sewerage infrastructure; 
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 it is desirable to do so to reduce the demand for water and/or sewage 
treatment for a relevant purpose (one example of a relevant purpose may be 
improving regulatory compliance); or 

 the Economic Regulator considers that the rate should be greater than the 
cost to enable the regulated entity to recoup funds that it may not otherwise 
receive. 

Where the regulated entity proposes levying a variable charge greater than the cost 
of delivering water or removing sewage the regulated entity must identify, quantify 
and justify the other costs to be recovered through variable charges in its proposed 
price and service plan. 

The volume of water or sewerage to which a variable charge applies must be 
measured by a meter. Therefore, a regulated entity is unable to apply a variable 
charge until a meter is installed at a property to measure the volume of water 
delivered to the property or sewage removed from the property. Where a meter in 
not installed, the customer will still be liable for the relevant fixed charges. 

4.5.3 Equivalent tenements methodology 

As part of the first price determination investigation in 2012 the previous regulated 
entities proposed determining sewerage charges based on assessed ETs and 
connection sizes. However, at the time the regulated entities had not yet determined 
ETs for all customers. The Economic Regulator approved the proposed use of an 
ET methodology and accepted the entities’ undertaking to complete the calculation 
of ETs on or before a customer’s first quarterly accounting billing cycle of the first 
regulatory period. Customers would be transitioned to the determined ETs in line 
with the proposed price constraints. 

It has become apparent during the first regulatory period that there were differences 
in ET methodologies, accompanying policies and the management of applying price 
caps between the three previous regulated entities.   

It has also become apparent to the Regulator in administering the May 2012 Price 
Determinations that the current ET methodology being used by the regulated entity 
has not been well articulated and, therefore, stakeholders and customers don’t 
appear to fully understand the basis of, and rationale for, the methodology.  

The Regulator therefore requires the regulated entity, in its proposed price and 
service plan, to describe and justify the methodology it intends adopting for 
determining sewerage charges for the second regulatory period.  

If the regulated entity intends continuing with an ET methodology, it must justify 
(including in terms of the resultant ETs being cost reflective), and describe how it 
applies its ET Methodology, including explaining how the number of ETs has been 
determined for each property use type. The Regulator also requires the regulated 
entity to include, in its proposed price and service plan, a schedule of proposed ETs 
for different industries/property use types. 
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As discussed in section 4.5, the regulated entity’s changes to the approved 
regulated price structures must be in line with the priority price reform objectives and 
justified on the basis of achieving the pricing principles in the Industry Act. 

In its proposed price and service plan the regulated entity must provide details of: 

 the ET methodology employed including the basis for the methodology 
adopted;  

 the basis for determining the applicable ET for different types of customers; 
and 

 how it intends to transition ET prices whilst managing customer impacts 
through to the end of the transition period (1 July 2020). 

4.5.4 Revenue protection provision 

The Economic Regulator approved a revenue protection provision as part of the final 
report for the first price determination in May 2012 (see Section 5.4.13.2 of the 
Economic Regulator’s Final Report12) in response to concerns raised by the 
previous regulated entities that customers paying above the target tariff may 
potentially change their connection arrangements, or property title arrangements, 
thereby accessing a relatively lower target tariff and significantly reducing the water 
corporations’ revenue. 

The existing revenue protection provision is very specific and currently a regulated 
entity is only required to move a customer to the target tariff where there has been a 
change in use resulting in a genuine and permanent reduction in water demand 
and/or number and/or size and/or load of sewerage connections. 

However, the Regulator has become aware of instances where the revenue 
protection provision may have been used by a regulated entity to bring customers 
paying less than the target tariff up to the target tariff which appears to be contrary 
to the revenue protection provision’s objective as stated above.  

It also appears to the Regulator that, in certain circumstances, there may be conflict 
between the application of the revenue protection provision and the new 
connections provision (as described in Section 5.4.13.1 of the Regulator’s Final 
Report13). 

Consequently in its proposed price and service plan, the regulated entity is required 
to: 

 justify whether revenue protection provisions are required for the second 
regulatory period, and if so, describe and justify the methodology/criteria it will 
apply in determining if revenue protection provisions apply to a customer; 

                                                 
12 Tasmanian Economic Regulator, 2012 Price Determination Investigation – Regulated Water and Sewerage 
Services in Tasmania, Final Report (May 2012), p.111. 

13 Ibid, pp.109-10. 
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 describe and justify its new connections provision; and 

 provide evidence that there isn’t any conflict between the application of the 
revenue protection and new connection provision. For example, the regulated 
entity could compare and contrast the application of each provision for 
customers above and below the target tariff. 

4.6 Customer classes 
The Economic Regulator requires the regulated entity to describe and justify any 
changes to the customer classes approved by the Economic Regulator during the 
first price determination investigation.  

Different customer classes will be required to reflect the different cost of providing 
regulated services to different groups of customers as follows: 

 differences in customer service levels (for example, customers connected to 
main water supply pipes (wayside customers) may experience more frequent 
service interruptions); or 

 differences in the quality of the product supplied (for example potable versus 
non-potable water); or 

 differences in the fixed costs associated with providing water services or 
sewerage services to a property. 

The end use of the product and/or service provided should not determine customer 
class. For example, a customer class based on whether the customer is a 
residential or non-residential customer does not reflect differing service levels or 
product quality and should not be used to define a customer class.  

Water customers and sewerage customers are considered to be different customer 
classes, reflecting the different costs associated with providing a different service 
and product. Customer classes approved as part of the 2012 Price Determination 
Investigation include: 

 full service customers; 

 limited water quality - customers receiving water from a supply which has a 
permanent boil water alert in place, or customers receiving water from a 
supply the regulated entity has declared to be non-potable; 

 limited water supply - customers that: 

- are connected to a water main that periodically does not contain water 
under positive pressure; or 

- have a connection designed to provide low or intermittent flow, such as 
where the customer has been required to install, operate and maintain 
an individual tank or pump; or 
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- are connected to a non-reticulated water main that is subject to 
significant pressure variations due to either – 

o a pumped supply where the low pressure is below 50 kPa and the 
high pressure is above 500 kPa; or 

o an inlet supply to a trunk reservoir such that when the reservoir 
inlet valve is open the pressure is below 50 kPa; or 

- receive a supply the regulated entity determines to be inadequate; and 

 combined limited water quality and limited water supply. 

Trade waste customers were also approved as a separate customer class with four 
sub classes (Categories 1, 2, 3 and 4) to reflect the level of service provided to 
different trade waste customers. The Economic Regulator decided that each 
regulated entity was to categorise and treat trade waste customers as follows: 

 Category 1 and 2 trade waste customers operating under a standard regulated 
contract (section 60 of the Industry Act); and 

 Category 3 and 4 trade waste customers operating under a section 61 
contract. 

The 2012 Price Determination Investigation also recognised the different costs 
associated with septic tank effluent disposal schemes (STEDs). Customers using 
STED schemes are therefore considered to be a separate customer class. 

In its proposed price and service plan the regulated entity is required to outline 
customer classes that reflect the differential cost of providing regulated services to 
each customer class. Where the regulated entity proposes a change to the existing 
approved customer classes, justification should be provided on the basis of 
furthering achievement of the pricing principles in the Industry Act and be in line with 
the priority price reform objectives. 

4.7 Serviced land 

4.7.1 Background 

Serviced land is land that a regulated entity will permit to be connected to its 
infrastructure. 

The identification of serviced land is important as it determines the regulated entity’s 
obligations to connect and supply customers, the determination of developer 
charges and policies and arrangements with respect to service extension and 
expansion, service charges, service introduction and service replacement. 

4.7.2 Legislative requirements 

Section 56U(1)(b) of the Industry Act requires a regulated entity’s proposed price 
and service plan to include a description of the land it will permit to be connected to 
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the regulated entity’s water or sewerage infrastructure, that is a description of 
serviced land. 

In addition to complying with section 56U(1)(b) of the Industry Act the regulated 
entity must also comply with clause 2.2 of the Code which requires the regulated 
entity to connect a property to its existing infrastructure if: 

(a) the property is within 30 metres of that infrastructure; and 

(b) the person requests the regulated entity to connect the property to the 
infrastructure; and 

(c) the person has paid, or has agreed to pay, all applicable fees for 
connection; and 

(d) the person has complied with all reasonable terms and conditions of 
connection imposed by the regulated entity; and  

(e) the connection is required to be made by the provisions of the code, a 
customer charter made in accordance with the code, or a policy contained 
in an approved price and service plan of the regulated entity; and 

(f) the physical characteristics or location of the property are not such as to 
require the application of unusual or unusually costly infrastructure, design, 
or installation techniques in order for the connection to be made; and 

(g) no plan of subdivision, or other instrument of a type approved by the 
Regulator, specifies that connection to the regulated entity’s infrastructure, 
or provision of regulated services by the regulated entity, will not occur. 

4.7.3 Describing and identifying serviced land 

The description of serviced land provided in a proposed price and service plan must 
be sufficiently detailed to identify individual titles (noting that a serviced land 
boundary may cross a property, i.e. only part of the property is within serviced land).  

The Economic Regulator proposes that serviced land be identified as in Table 4.5 
noting that the Table should be read having regard to the factors and considerations 
listed in section 4.7.4 below. 

Table 4.5 Serviced land 

Serviced land Not serviced land 

Land associated with existing connections Land without an existing connection and within 30 
metres of existing infrastructure, but one or more 
of the requirements of clause 2.2 of the Code are 
not met 

Land without an existing connection and within 
30 metres of existing infrastructure and all the 
requirements of clause 2.2 of the Code are met 

Land without an existing connection which is 
greater than 30 metres from existing infrastructure 
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4.7.4 Identifying serviced land - factors and considerations 

In terms of meeting the requirements of the Code, in particular Clauses 2.2(f) and 
2.2(g) of the Code, the following factors may be relied upon by the regulated entity 
in determining and justifying whether land is serviced land: 

 geographical and hydrological factors; 

 network capacity; 

 system capacity (i.e. treatment plants);  

 relevant planning considerations; and 

 other justifications based on technical considerations. 

4.7.5 Serviced land and approval of price and service plan 

As a condition of approval of the regulated entity’s price and service plan the 
regulated entity is also required to: 

 publish separate descriptions of serviced land for water services and 
sewerage services; 

 continue to make descriptions of serviced land for both water and sewerage 
services publicly available (e.g. on the entity’s website, at a fixed address, by 
phone); and 

 ensure that the description of serviced land is updated and published on a 
regular and ongoing basis (i.e. at least on a monthly basis or when serviced 
land boundaries change). 

Serviced land should also be identified separately for water and sewerage services 
and should identify different levels of service provision in the serviced land area. 

4.7.6 Connecting properties outside serviced land 

As outlined above, a regulated entity does not have an obligation to connect a 
property to the regulated entity’s infrastructure if that property is outside serviced 
land. However, at the same time, there is nothing preventing the regulated entity 
from entering into an arrangement with a property owner to connect a property 
outside serviced land. Depending on the nature of the connection, the terms and 
conditions of the agreement to connect the property will be based on the regulated 
entity’s extension and expansion policy (referred to in section 4.8.6), developer 
charges policy (see section 4.8.4) and/or service introduction policy (see 
section 4.8.7). 

4.8 Customer contract and policies  
Division 4 of the Industry Act requires the regulated entity to develop a customer 
contract for regulated services. The regulated entity must include the customer 
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contract that it proposes using during the second regulatory period in its proposed 
price and service plan for review and approval by the Economic Regulator. 

The Industry Act also specifies that a price and service plan submitted by a 
regulated entity must include policies for extensions to water and sewerage 
infrastructure, connections and service charges. The Pricing Regulations require 
policies to be developed for developer charges and for service introduction charges. 

In addition to the legislated requirements specified above, the Economic Regulator 
requires the regulated entity to develop a sub-metering policy outlining the regulated 
entity’s procedure for sub-metering of properties connected to the regulated entity’s 
infrastructure, and to develop a trade waste charges policy outlining how trade 
waste customers are categorised and treated. 

All policies outlined above must be included in the regulated entity’s proposed price 
and service plan as attachments. The regulated entity must also explain and justify 
any differences between its current policies and the policies it is proposing for the 
second regulatory period.14 The requirements for the development of policies for 
connections, service charges, sub-metering, developer charges, trade waste 
charges, extensions and expansions and service introductions charges are outlined 
below. 

In addition to the policies specified in Attachment 1 of the Guideline, the regulated 
entity must include in its proposed price and service plan, all approved policies that 
relate to interactions with customers and potential customers. 

4.8.1 Connection policy  

Section 56U(1)(a) of the Industry Act requires a regulated entity’s proposed price 
and service plan to include a connection policy setting out the circumstances in 
which a connection, or relocation or adjustment to a connection, to the regulated 
entity’s water or sewerage infrastructure will be permitted. 

For existing connections (which will fall within serviced land), there is an obligation 
on the regulated entity to continue providing water and sewerage services, in line 
with the provisions of the Code. 

For currently unconnected properties within serviced land, the regulated entity is 
obligated to connect those properties in line with the Code provided the 
requirements listed in section 4.7 of this Guideline are met.  On the basis that the 
requirements in section 4.7 of this Guideline are met, the Economic Regulator 
considers that there is a strong argument for standard connection charges to apply 
(based on connection size) to unconnected properties within serviced land.  

                                                 
14 Under the provisions of the Water and Sewerage Corporation Act 2012 the price determinations and price and 
service plans developed as part of the 2012 Price Determination Investigation continue to apply to the new 
regulated entity for the duration of the first regulatory period. 
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In line with the above, the regulated entity must, in its proposed price and service 
plan, specify in its connection policy the connection charges to apply to properties 
within serviced land. 

4.8.2 Service charge policy 

A service charge is a charge levied on a property which is within serviced land but 
which is not connected to the regulated entity’s infrastructure. 

Consistent with section 68A of the Industry Act, the regulated entity must include in 
its proposed price and service plan: 

 a policy that sets out the circumstances in which the regulated entity will 
impose a service charge in relation to serviced land; and 

 the amount of, or method of determining the amount of, the service charge. 

As noted in the first point above, the Industry Act restricts the application of a 
service charge to properties in serviced land. 

The Economic Regulator notes that there are currently some inconsistencies in the 
application of service charges across the state largely arising from differences in 
how serviced land was classified by the three previous regulated entities. 

The service charge policy proposed by the regulated entity must specifically address 
the application of service charges to different customer classes (discussed in 
section 4.6).  

The Economic Regulator will assess the proposed service charge policy in terms of 
the description of serviced land and the requirements of section 68A, the pricing 
principles in section 68 of the Industry Act and Regulations 3, 9 and 13 of the Pricing 
Regulations. 

4.8.3 Sub-metering policy 

As noted in section 4.5.2 variable charges must reflect the costs to the regulated 
entity of delivering a volume of water to, or removing a volume of sewage from, the 
property to which the charges relate. 

As outlined in Section 3A of the Industry Act, strata title lot owners are considered 
customers of the regulated entity, even if their lot does not have a direct connection 
to the regulated entity’s infrastructure but rather access water and sewerage 
services via interposing pipes situated on the strata title property. Therefore, as a 
customer of the regulated entity, the strata title lot owner is liable for fixed and 
variable charges.  However, as there is only generally one meter located at the 
connection point to a property, sub-metering may be required to measure the 
volume of water used by each dwelling or area on that property to enable the 
calculation of variable charges for each dwelling or area on a property. 

Consequently, the regulated entity must include in its proposed price and service 
plan: 
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 a discussion of its current approach to sub-metering; and  

 a sub-metering policy. 

The sub-metering policy must address: 

 the circumstances in which the regulated entity will offer sub-metering of strata 
titled properties; 

 the process for strata title owners to follow in deciding whether or not to 
proceed with sub-metering; and 

 alternative billing arrangements for boundary meters versus sub-meters.  

4.8.4 Developer charges policy  

Developer charges include headworks charges, assets gifted by developers, and 
cash payments made by developers to a regulated entity for the construction of new 
reticulation works.  

Regulation 19 of the Pricing Regulations specifies that a regulated entity may 
impose developer charges that relate to the installation, alteration or utilisation of 
assets by the regulated entity so as to enable the provision by the entity of regulated 
services for the purposes of a new development. 

Regulation 8 of the Pricing Regulations requires a price and service plan to contain 
a developer charges policy that covers arrangements for developers gifting assets 
or paying cash for the construction of new reticulation works and for setting 
headworks charges. The developer charges policy must be consistent with the 
requirements of the Industry Act and Regulation 20 of the Pricing Regulations and 
requires the regulated entity to estimate the amount of the developer charge and 
explain how it has been calculated. 

As part of the 2012 Price Determination Investigation the Economic Regulator 
approved the previous regulated entities’ developer charges policies which specified 
that the entities would adopt a net present value (NPV) methodology for determining 
headworks charges. During the 2012 Price Determination Investigation the 
Regulator considered that a NPV methodology for determining headworks charges 
was appropriate as it considered that this approach satisfied the pricing principles 
(referred to in section 4.1). 

The key principle of the NPV methodology is that the cost of providing water and 
sewerage services for a specific development area is fully recovered from the 
development through a combination of upfront charges and future periodic charges 
without placing an additional burden on existing customers. This includes full cost 
recovery from new customers regardless of whether the development is a green 
field site or redevelopment of a brown field site.  

Therefore, applying this approach, two similar areas may have different developer 
charges based on whether the water and sewerage system in each area has spare 
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capacity to accommodate the increased demand that will result from the 
development. 

The NPV methodology requires a regulated entity to identify geographical areas, 
called headworks zones. The value of the assets required to service the specific 
area is identified as is the amount the regulated entity will receive in periodic 
charges in excess of operating requirements. Using the NPV methodology, the costs 
and revenues are reconciled to a single value by discounting them to today’s dollars. 
The headworks charge is calculated as the difference between the value of the 
assets required to service the headworks zone and the amount to be funded by 
periodic charges over a specified time period (as calculated by the present value of 
the periodic charges).   

This can be written as an equation as follows: 

Cost of providing assets  = Upfront charge 
(headworks charge) + 

Present value of amount 
recovered through periodic 

bills 

This equation can be rearranged to determine the headworks charge as follows: 

Upfront charge 
(headworks charge) = Cost of providing 

assets - 
Present value of amount 

recovered through periodic 
bills 

The headworks charge is calculated on an ET15 basis for each headworks zone.  

The Economic Regulator is not proposing any particular methodology to be adopted 
for determining headworks charges. However, should the regulated entity propose 
adopting a different methodology to that approved under the current determinations, 
it must justify how the different methodology better satisfies the pricing principles in 
the Industry Act. The different methodology must also align with the priority price 
reform objectives. 

If the regulated entity proposes to apply a NPV methodology for calculating 
headworks charges, the proposed price and service plan must: 

 describe and justify the NPV methodology it intends adopting for the second 
regulatory period; 

 include assessments of alternative approaches; 

 identify and justify the headworks zones within each region to which different 
proposed headworks charges will apply based on relative costs; and 

 propose and justify the headworks charge per ET for each proposed 
headworks zone. 

                                                 
15 An ET (Equivalent Tenement) is a measure of the demand that a development will place on infrastructure in terms 
of water consumption and sewage discharge, compared to a standard residential allotment. 
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Given that the headworks component of developer charges provides a locational 
price signal for potential developments, it is important that developers can ascertain 
estimates of potential developer charges prior to commencing a proposed 
development. In addition, the Economic Regulator considers it important that the 
developer charges policy promotes transparency and provides certainty for 
developers. As such, the developer charges policy must include the following 
undertakings: 

 the developer charges policy will describe the methodology for determining 
developer charges; and 

 the developer charges policy will be published on the regulated entity’s 
website and be made available to the public on request. 

In the Final Report16 for the 2012 Price Determination Investigation, and in 
accordance with Regulation 8 of the Pricing Regulations, the regulated entity was 
required, on or before 1 July 2015, to provide a mechanism for developers to obtain 
estimates of the developer charges associated with potential developments and how 
the amount of the charge was determined. One way to meet the above requirement 
would be for the regulated entity to develop a web-based calculator so developers 
can, without additional assistance from the regulated entity: 

 estimate the number of ETs that relate to their potential development;  

 ascertain the headworks charge per ET for each headworks zone; and 

 estimate the value of reticulation assets that would need to be gifted or paid 
for by the developer. 

The proposed developer charges policy is to include a mechanism for developers to 
obtain estimates of the developer charges associated with potential developments. 

The Economic Regulator recognises that developer charges may apply within 
serviced land. Therefore, in its proposed price and service plan the regulated entity 
must outline under what circumstances developer charges will apply within serviced 
land.  

In the past, the previous regulated entities used the locational nature of developer 
charges to justify postage stamp pricing for standard customer charges. If the 
regulated entity is proposing to depart from locational pricing for developer charges, 
it will need to consider how this will impact on any proposal to have one pricing zone 
for fixed and variable charges.  

                                                 
16 Tasmanian Economic Regulator, 2012 Price Determination Investigation – Regulated Water and Sewerage 
Services in Tasmania, Final Report, May 2012, p. 121. 
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4.8.5 Trade waste charges policy  

The definition of “sewage” under section 3 of the Industry Act includes trade waste, 
Therefore the removal, treatment and disposal of trade waste is a regulated service. 
Trade waste means all liquid waste that is not domestic sewage.  

Currently, trade waste services are provided via regulated tariffs to customers with 
low grade or low volumes of trade waste (Category 1 and 2 trade waste customers) 
and the obligations of these trade waste customers are covered by the relevant 
customer contract. 

The treatment of higher grades and/or volumes of trade waste (Category 3 and 4 
trade waste customers) are currently addressed through contracts negotiated under 
section 61 of the Industry Act. 

The regulated entity must provide, in its proposed price and service plan, its trade 
waste charges policy which includes how the policy satisfies the pricing principles 
explained in section 4.1 of this Guideline. In addition, if the regulated entity proposes 
to depart from the arrangements currently in place, the regulated entity is required to 
outline how the proposed arrangements better meet the pricing principles. 

The Economic Regulator also requires that each regulated entity include an 
undertaking in its trade waste charges policy that prices negotiated with Category 3 
and 4 trade waste customers will reflect a reasonable transition period recognising 
the time it would take for a trade waste customer to implement appropriate 
pre-treatment if it intended to do so. 

4.8.6 Extension and expansion policy 

Section 56J of the Industry Act requires the regulated entity to include in its 
proposed price and service plan an extension and expansion policy that sets out the 
circumstances in which it will extend and expand its water infrastructure and 
sewerage infrastructure. 

The extension and expansion policy must: 

 distinguish between expansion and an extension; 

 set out the circumstances in which the regulated entity will extend and expand 
its water infrastructure and sewerage infrastructure, including the 
circumstances in which it will extend or expand its water infrastructure or 
sewerage infrastructure at the request of a person; 

 include the terms and conditions that will apply to such an extension or 
expansion; 

 explains how extensions and expansions will be paid for; and 

 be consistent with the pricing principles outlined in section 4.1 of this 
Guideline. 



46 TASMANIAN WATER AND SEWERAGE INDUSTRY – PRICE AND SERVICE PLAN GUIDELINE 

As noted in section 4.7 the connection of serviced land to a regulated entity’s 
infrastructure must be described in the connection policy developed under 
section 56U(1)(a) of the Industry Act. 

The regulated entity’s approach to connecting land that is outside serviced land to a 
regulated entity’s infrastructure must be described in the regulated entity’s extension 
and expansion policy.  

A regulated entity’s extension and expansion policy must therefore take into account 
serviced land as discussed in section 4.7 and the connection policy developed 
under section 56U(1)(a) of the Industry Act. 

An extension and expansion policy must also be consistent with the developer 
charges policy prepared in accordance with Regulation 8 of the Pricing Regulations 
and this Guideline. 

4.8.7 Service introduction charges policy 

Service introduction refers to the construction of water infrastructure and/or 
sewerage infrastructure to provide reticulated water and/or sewerage services in 
areas not previously receiving reticulated water services and/or sewerage services. 

A service introduction charge is a temporary charge (in addition to fixed and variable 
charges) levied on properties to help recover some of the capital cost of extending 
or expanding the water and/or sewerage infrastructure to that property.   

Service introduction charges are distinct from developer charges in that service 
introduction charges are levied on existing developments whereas developer 
charges are levied for the purpose of a new development. If it does not intend 
levying service introduction charges the regulated entity must justify this in its 
proposed price and service plan. 

However, if the regulated entity intends levying service introduction charges during 
the second regulatory period then it must include in its proposed price and service 
plan a service introduction charges policy. The policy must be consistent with the 
requirements of the Pricing Regulations and specify how the regulated entity will 
determine and apply service introduction charges consistent with the pricing 
principles under the Industry Act and the Pricing Regulations. 

A proposed price and service plan must include an undertaking by the regulated 
entity that it will calculate and publish proposed service introduction charges per 
property, per service, prior to undertaking community consultation on any intended 
service extension that will be subject to service introduction charges.   

4.9 Service replacement proposals  
Service replacement involves replacing reticulated services with other 
arrangements, most commonly replacing reticulated water supply with water tanks. 
The Economic Regulator considers that it is important to provide a framework for a 
regulated entity to follow when considering whether to replace a service. 
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This section outlines the process that the Economic Regulator expects a regulated 
entity to follow when the regulated entity proposes replacing an existing service. 

As discussed in section 4.7, a regulated entity’s serviced land area will be assessed 
and approved as part of the price determination investigation process. The 
Economic Regulator proposes that any reductions in serviced land due to service 
replacement proposals will need to be approved by the Economic Regulator prior to 
that service replacement taking place and, consequently, the serviced land 
boundary changing.  

Furthermore, service replacement will only be permitted where: 

 there are environment or public health issues that need to be addressed; and 

 the cost of addressing those concerns through upgrades to the reticulated 
system is considered uneconomical. 

In the absence of specific guidance, the Economic Regulator does not intend 
assessing a serviced land reduction proposal, arising from service replacement, 
from a wider socio-economic or public benefit perspective. Rather, the Economic 
Regulator’s assessment will be based on whether the regulated entity has followed 
an appropriate process and whether the proposal has appropriate support as 
outlined in the dot points below. 

The Economic Regulator will only approve a service replacement proposal if it is 
satisfied that: 

 the proposal involves the replacement of the current reticulated service with 
another form of service provision; 

 the regulated entity has examined options other than service replacement, but 
that they were technically not possible or were impractical due to the costs 
involved (noting that costs can be determined in a number of ways, for 
example, capital cost per connection); 

 the service replacement proposal has been discussed with, and is supported 
by, all relevant industry regulators, including the EPA, Director of Public Health 
and the Tasmania Fire Service and relevant planning authorities; 

 the regulated entity has consulted with affected customers (particularly any 
customers identified by the regulated entity under the requirements of the 
Code as being special needs customers) and the proposal has broad 
community support; and  

 the proposal is consistent with any relevant legislative or regulatory obligations 
or government policy. 

The Economic Regulator does not intend specifying limits for what might constitute 
an ‘uneconomical cost’ or ‘broad community support’, in terms of the requirements 
above, as these may vary in different circumstances. Rather, the Economic 
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Regulator considers that it is the regulated entity’s responsibility to justify its position 
as part of any service replacement proposal. 

Furthermore, the Economic Regulator expects that the regulated entity will outline 
the community consultation process it has undertaken, including what actions it has 
taken to respond to community concerns and to present evidence of broad 
community support. 

The Economic Regulator will not require service replacement proposals to be 
submitted for approval as part of the regulated entity’s proposed price and service 
plan.  

However, the Economic Regulator expects that a regulated entity’s proposed price 
and service plan will identify areas where it has undertaken preliminary analysis and 
community consultation in respect to the potential replacement of an existing service 
and to provide information in line with the above considerations, where it has that 
information.  

The regulated entity must also include in its proposed price and service plan, a copy 
of the contract that it proposes using when entering into a service replacement 
arrangement with a customer during the second regulatory period. 

4.10 Forecasts of demand, customers and miscellaneous services 
The price determination is by its nature forward looking. However, so as the 
Economic Regulator is able to compare forecasts in relation to the second 
regulatory period to baseline data from the first regulatory period, the following data 
is required to be submitted in the regulated entity’s proposed price and service plan 
in respect of each financial year of the first regulatory period: 

 actual customer numbers; 

 actual water demand; and 

 actual number of transactions for which a miscellaneous fee applied (for 
example, water meter testing fee). 

Revenue forecasts for in each financial year of the second regulatory period should 
be underpinned by forecasts of: 

 customer numbers; 

 water demand; and 

 number of transactions for which a miscellaneous fee applies (for example, 
water meter testing fee). 

The regulated entity must include in its proposed price and service plan for each 
proposed water and sewerage tariff: 

 forecasts of water demand for each financial year of the second regulatory 
period; and 
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 forecasts of customer numbers for each financial year of the second 
regulatory period. 

For each proposed miscellaneous services fee the regulated entity must include in 
its proposed price and service plan forecasts of the estimated number of 
transactions for each financial year of the second regulatory period. 

In addition the regulated entity must include in its proposed price and service plan 
the key assumptions that underlie these forecasts. The same forecasts must be 
used for both revenue estimates and for future capital expenditure. 

4.11 Development and reconciliation of transitional revenue paths 
As discussed in Chapter 3, the Economic Regulator will calculate three revenue 
limits (lower, statutory and upper revenue limits) for the regulated entity. The three 
limits provide a point of reference for assessing how revenue is expected to 
transition over the second regulatory period. 

The Economic Regulator will compare the regulated entity’s forecast revenue in 
each financial year of the second regulatory period (expected revenue) against the 
three revenue limits. 

To enable this comparison, the proposed price and service plan must include:  

 forecast revenue for each regulated service for each financial year of the 
second regulatory period; and  

 forecast total revenue in each financial year of the second regulatory period 
(based on the forecast revenue for each regulated service). 

Forecast revenue should be based on prices after the application of the proposed 
price constraints outlined in section 4.3. 
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5  SETTING CUSTOMER SERVICE 
STANDARDS 

5.1 Regulation of customer service standards  
Under the Industry Act the Economic Regulator is required to develop and issue a 
customer service code to apply to the Tasmanian water and sewerage sector. On 
1 July 2010 the Economic Regulator published Version 1 of the Code, specifying 
minimum standards and conditions of service and supply with which a regulated 
entity must comply in providing certain regulated services to customers. 

Following a review of the Code, the Economic Regulator published Version 2 of the 
Code in April 2013 setting out a revised customer service standards framework for 
the second and subsequent regulatory periods. 

The Economic Regulator’s approach to regulating the standards and conditions for 
the supply of water and sewerage services is to: 

 develop the Code; 

 establish minimum service standard targets within the Code; 

 require a regulated entity to develop a customer charter; 

 require a regulated entity to develop transitional customer service standard 
proposals as part of its proposed price and service plan to move towards the 
minimum service standard targets within the Code; and 

 establish a performance reporting framework that, among other things, 
monitors performance against approved transitional service standards and 
minimum service standard targets. 

5.2 Minimum and transitional customer service standards 
The Code, as presently drafted, specifies that a regulated entity must achieve the 
minimum service standards detailed in the Code within the second regulatory 
period, i.e. by 30 June 2018. However, as part of the Economic Regulator’s Code 
review, it was resolved that a regulated entity will have to achieve the new minimum 
service standard targets, set on a differential basis, before the conclusion of the third 
regulatory period. The regulated entity is responsible for proposing, in its proposed 
price and service plan, the new differential minimum service standard targets that 
will be included in the Code.  Amendments to the relevant clauses of the Code, 
along with a series of other consequential amendments to the minimum service 
standards provisions, will be progressed as part of this price determination 
investigation process.  
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The Code was, however, amended to reflect outcomes of the review with reference 
to minimum service standards and now provides that: 

 minimum service standards, developed to reflect the different costs of 
delivering regulated services to different geographical areas, will be applicable 
in the second price determination (i.e. differential service standards are to 
apply); and 

 minimum service standards will continue to be set as part of each Price 
Determination, taking into account community expectations and preferences in 
relation to price and regulated service levels, and taking account of the more 
detailed cost and service level data that is expected to be available at that 
time.  

A regulated entity must, therefore, develop and propose new differential service 
standards in its proposed price and service plan for each financial year of the 
second regulatory period (transitional service standards pathway) and demonstrate 
how it intends to achieve those standards before the conclusion of the third 
regulatory period which is scheduled to commence on 1 July 2018. During the 
review of the Code the Economic Regulator and the previous regulated entities 
agreed that differential service standards would be based on a metropolitan and 
non-metropolitan basis. As such, as part of its proposed price and service plan the 
regulated entity is required to determine and provide maps of the relevant 
metropolitan and non-metropolitan areas. 

The Economic Regulator will consider and, when satisfied, approve the proposed 
new minimum service standard targets and proposed transitional service standards 
during the second price determination investigation.   

Consistent with the structure of minimum service standards in the Code, the new 
service standard targets set on a differential basis should be the average service 
levels for the defined area, i.e. metropolitan or non-metropolitan.  

The regulated entity may also propose different service standards for different 
classes of customers (see discussion in section 4.6). In these cases, a proposed 
price and service plan must identify the class of customer to which different service 
standards apply.   

The delivery of services, relative to agreed transitional service standards, will 
continue to be monitored through the performance reporting framework on the basis 
of the agreed differential service standards.  

5.3 Approach to assessing transitional service standards  
A regulated entity must propose transitional customer service standard targets in its 
proposed price and service plan for each financial year of the second regulatory 
period to demonstrate how it intends to transition towards the minimum service 
standard targets it proposes to be included in the Code. 
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As part of the price determination investigation, the Economic Regulator will assess 
whether the transitional service standards: 

 are consistent with the definition of minimum service standard targets to be 
included in the Code; 

 set a service transition path that will result in the minimum service standard 
targets being met prior to the end of the third regulatory period; 

 are consistent with available information on actual performance; 

 reflect the impact of proposed expenditure programs; and 

 reflect customer preferences (especially any identified priorities for service 
standard improvement). 
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6  REGULATORY COMPLIANCE 
IMPROVEMENT 

6.1 General approach 
One of the main drivers of the industry reform process was to improve regulatory 
compliance. Improvements in regulatory compliance are usually achieved through 
capital expenditure, but may also be achieved through achieving efficiency in 
operating and maintenance expenditure. Therefore expenditure on regulatory 
compliance improvement over the second regulatory period needs to underpin the 
regulated entity’s pricing proposals. 

Each individual industry regulator is responsible for enforcing the regulated entity’s 
compliance with regulatory obligations. The regulated entity is responsible for 
consulting with each industry regulator to ensure that compliance improvement 
outcomes over the second regulatory period meet the expectations of each industry 
regulator. The proposed capital, operating and maintenance expenditure contained 
in the proposed price and service plan must, therefore, reflect these agreed 
compliance improvement outcomes. 

6.2 Approach to reviewing compliance improvement 
The appropriateness of expenditure proposals in the proposed price and service 
plan, and the resultant compliance improvement outcomes, will be reviewed as part 
of the price determination investigation. 

The Economic Regulator will consult with other industry regulators prior to the 
release of the draft report and draft price determination to ensure that the 
compliance improvement outcomes agreed between the regulated entity and 
industry regulators are reflected in the regulated entity’s proposed price and service 
plan. The Economic Regulator may recommend changes to the price and service 
plan to ensure that the statutory responsibilities of industry regulators are 
appropriately addressed. Any proposed changes will be subject to public 
consultation following the release of the draft report and draft price determination. 

The Economic Regulator will consult again with industry regulators after public 
consultation on the draft report and draft price determination, and prior to the 
release of the final report and final price determination. Additionally, Capex incurred 
during the first regulatory period (including Capex for compliance improvement 
purposes), will be reviewed as part of the second price determination investigation 
to ensure that Capex included in the RAB reflects efficient levels of expenditure.  

Regardless of the price determination outcomes, compliance enforcement will 
remain each individual regulator’s responsibility. 
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7  INVESTIGATION PROCESS  

7.1 Consultation expectations  
In preparing a proposed price and service plan, the Economic Regulator expects a 
regulated entity to consult with stakeholders on: 

 the timing of regulatory compliance implementation; 

 establishing different services and different classes of customers; 

 proposed differential service standards and the methodology for determining  
appropriate service standards; 

 the transition towards improving customer services standards; 

 the nature, timing and extent of price reforms; 

 proposals to improve product quality (for example, moving from untreated to 
treated water supply); and 

 any proposals to introduce or replace reticulated water and/or sewerage 
services. 

The Economic Regulator requires the regulated entity to adopt accepted industry 
practices when undertaking consultation with stakeholders on its proposed price and 
service plan. The proposed price and service plan should also specify issues 
consulted on, the consultation methods used and how consultation outcomes are 
reflected in the proposed price and service plan.   

The regulated entity’s proposed price and service plan (and any supporting 
consultation information) must be written in plain English so that it is easily 
understood by a wide range of stakeholders. 

7.2 Process and timetable  
The following table summarises the proposed timetable for the second water and 
sewerage price determination investigation. 
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Table 7.1 Proposed timetable for the second price determination investigation 

Action Due date 

Consultation on draft Price and Service Plan Guideline September 2013 

Publish final Price and Service Plan Guideline and issue notice requiring a 
regulated entity to submit its proposed price and service plan 

November 2013 

Regulated entity to submit proposed price and service plan, attachments and 
populated data template to Economic Regulator 

29 August 2014 

Draft report and draft price determination released for public consultation November  2014 

Consultation on draft report and draft price determination closes End of January 2015 

Consultation with the regulated entity on draft final report and draft final 
determination 

Early March 2015 

Final report published and final price determination gazetted April 2015 

Regulated entity to submit revised 2015-18 Price and Service Plan reflecting 
Price Determination and Final Report 

Early May 2015 

Regulator approves Price and Service Plan Late May 2015 

Second price determination commences 1 July 2015 
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ATTACHMENT 1  –  STRUCTURE OF PRICE 
AND SERVICE PLAN 

A Price and service plan should adopt the following structure: 

1. EXECUTIVE SUMMARY 

2. INTRODUCTION 

2.1 About [the regulated entity] 

2.2 Corporate vision, mission and values 

2.3 Geographic area 

2.4 Corporate governance 

2.5 Key business activities 

2.5.1 Water supply systems 

2.5.2 Sewerage systems 

2.5.3 Unregulated services (irrigation/reuse/biosolids) 

2.6  Context of submission 

2.6.1 Regulatory framework overview 

2.6.2 Key assumptions 

2.6.3 Shareholder expectations 

2.6.4 Key themes/intentions 

3. CUSTOMER CONSULTATION 

3.1 General consultation on draft submission 

3.2 Targeted consultation 

3.3 Key issues from customer surveys 

4. SERVICE OBLIGATIONS 

4.1 Introduction and overview 

4.2 Industry regulatory obligations 

4.2.1 Public health 

4.2.2 Environmental 
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4.2.3  Dam safety 

4.2.4  Customer service standards – new minimum differential 
service standards and transitional standards 

4.3 Consultation with regulators 

4.4 Customer hardship policy 

5 REVENUE REQUIREMENTS 

5.1 Introduction and overview 

5.2 Operating expenditure 

5.2.1 Summary 

5.2.2 Allocation of operating expenditure items by business 
segments (regulated water services and regulated sewerage 
services) and, within business segments, between activity 
areas 

5.2.3 Productivity initiatives 

5.2.4 Forecasts of operating expenditure (taking into account the 
proposed labour productivity factor and economies of scale 
arising out of the amalgamation of the previously regulated 
entities) 

5.3 Capital expenditure 

5.3.1 Summary 

5.3.2 Capital planning process and prioritisation 

5.3.3 Asset management 

5.3.4 Key drivers of capital expenditure 
(growth/renewal/improvements/compliance) 

5.3.5 Water capital expenditure by key driver 

5.3.6 Sewerage capital expenditure by key driver 

5.4 Depreciation 

5.4.1 Assumptions 

5.5 Regulated asset base 

5.5.1 Summary 

5.5.2 Exclusion of assets associated with unregulated activities 
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5.5.3 Exclusion of third party capital contributions (developer 
charges, service introduction charges and government grants) 

5.5.4 Opening value of RAB - split between water and sewerage 

5.5.5 Projected average assets values (roll-forward of RAB) - 
calculated separately for water and sewerage 

5.6 Return on capital (WACC) – WACC to apply to assets transferred to 
the previous regulated entities before 1 July 2011 and WACC to 
apply to new assets (i.e. assets purchased or constructed since 1 
July 2009) 

5.7 Asset annuity (for lower revenue limit calculation) calculated 
separately for water and sewerage 

5.8 Lower revenue limit (sustainability) 

5.9 Upper revenue limit (full cost recovery) 

6 DEMAND FORECASTING 

6.1 Summary 

6.2 Key characteristics of customer base 

6.3 Customer classes 

6.4 Customer growth assumptions 

6.5 Water supply planning framework 

6.6 Water volume forecasts 

6.7 Sewage volume forecasts 

6.8 Trade waste forecasts 

6.9 Lot growth forecasts 

6.10 Demand management initiatives - split between water and sewerage 

7 PRICING AND CUSTOMER IMPACT ANALYSIS 

7.1 Summary 

7.2 Regulatory pricing framework 

7.3 Rationale behind structure of regulated services and tariffs 

7.3.1 Regulated services 

7.3.2 Unregulated services 

7.3.3 Pricing zones 
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7.3.4 Regulated tariff structure 

7.4 Pricing transition objectives and price constraints 

7.5 Water tariffs (including fire service charge and justification of 
proportion of fixed and variable charges relative to fixed and variable 
costs) 

7.6 Sewerage tariffs 

7.7 Customer transition impacts (including alternative price constraint 
scenarios) 

7.8 Pricing for different customer classes 

7.9 Trade waste charges 

7.10 Developer charges 

7.11 Service introduction charges 

7.12 Service charges 

7.14 Miscellaneous fees and charges  

8 CALCULATION OF TRANSITIONAL REVENUE PATHS 

 

9 ATTACHMENTS 

(a) OTTER data sheets (to be included with Price and Service Plan 
Guideline) 

(b) Customer contract 

(c) Description of serviced land 

(d) Connection policy 

(e) Service charges policy 

(f) Water sub-metering policy 

(g) Developer charges policy 

(h) Trade waste charges policy 

(i) Extension and expansion policy 

(j) Service introduction charges policy 

(k) All other approved policies relating to the regulated entity’s interactions 
with customers and potential customers 
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(l) List of areas where preliminary analysis and community consultation has 
been undertaken in respect to the potential replacement of an existing 
service 

(m) Service replacement contract 

(n) Schedule of tariffs 

(o) Developer charges methodology including an explanation of NPV 
methodology 

(p) Explanation of ET methodology and basis for determining all ETs 

(q) Schedule setting out ETs for different industries/property use types 

(r) Explanation of the operation of the revenue protection provision and the 
new connection provision 
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