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21 April 2023

Mr Joe Dimasi

Tasmanian Economic Regulator
GPO Box 770

Hobart TAS 7001

Dear Mr Dimasi

Submission to Issues Paper on the Inquiry into Sewerage and Trade Waste Charging

TasWater welcome the opportunity to provide a submission to the Tasmanian Economic Regulator
Issues Paper on the Inquiry into Sewerage and Trade Waste Charging and appreciates this
opportunity to make positive changes in the pricing methodologies for Sewerage and Trade Waste
services in Tasmania.

There are a number of alternative pricing structures and changes that TasWater believes should be
considered that will lead to a more simplistic, easier to understand, and cost-reflective charging
methodology to customers.

TasWater strongly supports that any changes to pricing will deliver a revenue-neutral outcome for
TasWater while it continues to deliver on its commitments to improve the current levels of
Sewerage and Trade Waste services.

While the terms of reference excluded category 3 and 4 industrial Trade Waste customers, TasWater
is of the view that regulating category 3 and 4, will provide further customer confidence in trade
waste pricing.

We look forward to working with you and the Office of the Tasmanian Economic Regulator through
the remainder of this Inquiry to ensure that any proposed changes to the charging methods provide
a better outcome for all Tasmanians. We suggest that TasWater’s customer and community
consultation process for our Price and Service Plan 5 (PSP5) submission be leveraged to support any
proposed changes. Appendix 1 attached, details our submission to the Issues Paper.

Should you have any questions or require clarification with our submission, please contact Davide
Palermo, A/Economic Regulation and Pricing Manager, Davide.Palermo@taswater.com.au, or on
0439 632 209.

Yours sincerely j

-

i

George Theo
Chief Executive Officer
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Appendix 1: TasWater’s Response to the Office of the Tasmanian
Economic Regulator Issue Paper on the Inquiry into Sewerage and
Trade Waste Charging

1. Does the equivalent tenement method remain appropriate for calculating
sewerage charges?

TasWater considers that the equivalent tenement (ET) methodology is outdated and no longer fit for
purpose for charging sewerage services in Tasmania.

As outlined in the Jacobs ‘Review of Sewerage and Commercial Trade Waste Report’, TasWater are
the only water utility in Australia using the ET methodology, with many other water utilities adopting
alternative fixed and variable pricing structures. The following issues exist with the current ET
methodology:

° The methodology is not cost reflective — it does not fairly reflect the different residential and
non-residential load/demand on the sewerage system. Additionally, the fixed nature of the
pricing fails to reflect that approximately 24 per cent of sewerage costs are variable.

° The application of the ET pricing structure across different customer types is complex, and
subjective where there are multi-use properties.

° It is onerous on TasWater to continually update customer ET data in situations where there
has been a change in property use, which can often lead to under or overcharging of the
customer.

° It is difficult for customers to understand, including how the calculation of charges is displayed

on the customer’s bill.

TasWater is seeking a fairer and simpler methodology that is easier to explain to customers, has less
complexity in its application, and is a move towards cost-reflective pricing.

As outlined in the Price and Service Plan 4 (PSP4) consultation and Jacobs report (2019), our non-
residential customers stated that the methodology does not fairly reflect different businesses loads
on the sewerage system and that our customers would like a user-pays method that is transparent,
simpler and equitable for all. TasWater agrees with this statement.

2. Is it appropriate to have different sewerage charging methodologies for
different types of non-residential customers?

TasWater does not consider it is appropriate to have different sewerage charging methodologies for
non-residential customers.

All other water corporations in Australia currently utilise the same methodology for charging non-
residential customers for sewerage services. A consistent methodology that allows TasWater to
tailor the pricing based upon the customer type (i.e. office versus plant nursery) would support more
cost-reflective and fair pricing. The presence of multiple methodologies leads to:

° Complexity to administer given the need to establish duplication of systems and processes.
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° Confusion for certain customer-types as they seek to understand the methodology that best
applies to their business type.

Through the outcomes of this inquiry, TasWater would like to transition to a single methodology for
all customers and build processes, systems, and customer communications to support the
implementation of it.

3. Should the use of the discharge factor methodology be extended beyond
offices and caravan parks?

Yes. TasWater considers that, of the different methodologies being used across water utilities in
Australia, the use of discharge factors should be extended beyond offices and caravan parks to all
Tasmanian customers (both residential and business).

The extension of the discharge factor methodology is an option that would allow TasWater to
provide a consistent methodology that can be tailored to for all customers.

The Jacobs report completed in 2019 undertook a robust multi criteria assessment of sewerage
charging. The conclusions of this assessment were:

° Fixed and variable charge (using a discharge factor) was deemed the most-suitable method of
charging. This was against criteria of administrative ease, fairness, cost-reflection,
affordability, and ease of implementation.

° Benefits to TasWater’s customers would outweigh any additional administrative and
implementation cost.

° Recommendation that a small number of the discharge factor categories (4-6) would best
reflect TasWater’s customers’ discharge.

The following benefits associated with the move to a discharge factor through fixed and variable
pricing are:

° Fairer for customers as the bill has a component that is directly linked to usage, meaning
customers have more control over their bill.

° Provides an additional pricing signal to our customer with regards to their water usage
potentially driving increased water efficiency.

° More cost reflective given the ability to align fixed and variable pricing with TasWater’s cost
structures.

4. Do you consider that the application of trade waste charges in addition to
sewerage charges for some non-residential customers results in ‘double
dipping’?

TasWater do not consider the application of trade waste charges as double-dipping.

Liquid waste disposed by trade waste customers is more variable and diverse in volume and strength
than our typical residential customer, resulting in a greater load and degradation rate on the
sewerage system.
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The cost to treat and administer trade waste is higher than for residential sewerage. Each trade
waste customer is assessed to determine the severity of the additional load they are placing on the
sewerage system, through a thorough risk assessment.

Businesses that produce trade waste that is equivalent to domestic strength or less, and pose a low
risk, are Category 0, with zero trade waste fee.

The current trade waste charges account for this additional load with respect to the degradation of
assets, sewage treatment and the administration on TasWater’s sewerage service.

5. Do you consider the current trade waste customer categories to be
appropriate?

No. TasWater does not consider the current trade waste customer categories to be appropriate and
is seeking a simpler categorisation approach that makes it easier for customers to understand the
charges whilst reducing the administrative burden.

The current breakdown of trade waste categories 0, 1, 2A, 2B and 2C is:

° not easily understood by customers (i.e. 2A, 2B and 2C).

° an unnecessary burden on TasWater to effectively administer.

° subjective and could result in being inconsistently applied across all customers.
° based upon risk and doesn'’t fairly reflect the customers impact on the network.

Simplifying and reducing all trade waste categories is recommended.

Furthermore, a categorisation approach that accounts for the strength of trade waste that includes
the current unregulated category 3 and 4 Trade Waste customers should be considered. TasWater
considers that, given there is a limited market for treatment of Trade Waste in Tasmania, it is
appropriate for all categories to be regulated. Regulating category 3 and 4 Trade Waste customers
will:

° Provide a fairer approach to pricing whereby customers will be charged based on a uniformed
approach across Tasmania.

° Be simpler for customers to understand.

° Reduce the administrative effort for TasWater and customers to determine price.

° Provide pricing confidence for industrial category 3 and 4 customers.

This simplification and the re-categorisation of categories 0 to 2C, would allow for all Trade Waste
customers to be under a uniform pricing approach.

6. Do you consider any particular approach applied in other jurisdictions in
relation to sewerage and / or trade waste charging would be more
appropriate for Tasmania?

The review of other water utilities pricing approaches presented in the Jacobs report identify either
a fixed or a fixed and variable to be the most consistent across Australia.
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On assessment of other water utilities, the Jacobs report highlighted risk-rank categorisation as the
preferred approach for trade waste customers. This was often used in conjunction with waste
volume and strength to reflect the load that is discharged to the sewerage network.

We have considered the different examples of other water utilities to outline our preferred charging
approach and is presented in our response to question 7.

7. Do you have a preference as to how sewerage and / or trade waste
charging should be applied? If so, please explain your reasons.

With respect to transitioning to an alternative approach to sewerage and trade waste pricing in
Tasmania, TasWater’s position is that it should be a fair, equitable, cost-reflective, and revenue-
neutral methodology of charging for all customers.

Based on internal analysis and assessment, as well as considering the alternative methodologies that
are administered across other water utilities in Australia, TasWater provides the following position:

° Sewerage charging: For sewerage charging, Tasmania should transition away from the ET
methodology. The preferred pricing approach is a fixed and variable pricing structure for both
residential and non-residential customers, that utilises a discharge factor.

° Trade Waste Charging: The simplification of our current trade waste categories including the
addition of unregulated customers (currently category 3 and 4) into regulated categories is
TasWater’s preferred approach. This categorisation would be based upon trade waste
strength and could incorporate fixed and variable pricing components. This is a shift from our
current ‘risk-based’ approach, which accounts for the potential impact on TasWater’s
sewerage system, to one that is more cost-reflective in operating and maintaining sewerage
services (i.e. charging based upon strength/load of discharge). TasWater’s preference is to
make trade waste charging simpler and easier for customers to understand through a
methodology that can be more consistently applied.

If there was a change to transition away from the existing methodologies for sewerage and trade
waste services, further work will be required to:

° Fully understand the pricing of the alternative methodology and to financially model customer
impacts.

° Determine the level of investment required to change existing processes and systems.

° Provide a customer education program to inform of the changes.

° Develop a responsible implementation timetable to ensure the success of any change.

Should the Tasmania Economic Regulator (TER) wish to consider an alternative, TasWater will work
with the Office of TER to understand and complete the above action.

8. Do you consider that TasWater’s high proportion of fixed sewerage costs
should influence the sewerage charging approach?

TasWater’s sewage charging approach must contain a certain proportion of fixed costs that provide
a specific amount of guaranteed revenue.

The fixed revenue is required to ensure that the business can recover both the capital and operating
costs required to maintain current levels of sewerage services now and into the future. The revenue
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allows TasWater to:

° Meet the renewal demands of aging and poor performing assets.

° Invest to ensure we can provide for growth.

° Be cost effective.

° Ensure environmentally responsible sewerage collection, treatment and disposal (i.e.,

compliant effluent, biosolids) into the future.

As per the TER recommendation from the completion of PSP4, TasWater are in the process of
implementing activity-based costing. This will provide clear indication of the fixed and variable
operational costs associated across TasWater’s wide range of activities and services. If TasWater
were to move to a fixed and variable approach for pricing, activity-based costing will support a more
cost-reflective pricing structure, i.e. ratio of fixed versus variable cost.

9. Are there charging approaches other than those set out in Table 8 that you
think the Regulator should consider? If so, please provide details.

There are no other sewerage charging approaches that we are aware of other than those outlined in
Table 8 of the issues paper, that the Regulator should consider.
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