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1 EXECUTIVE SUMMARY

1.1 OVERVIEW
Ben Lomond Water (BLW) was formed on 1 July 2009 with responsibility to invest the funds
necessary to improve drinking water quality and to overcome the environmental damage
caused by ageing wastewater treatment plants.

To do this, BLW needs to increase the amount of money it gets from its customers for
supplying water and removing sewage.  In doing so BLW believes that all customers should
ultimately be charged the same price for the same service.

This Price and Service Plan proposes that annual prices for the fixed charge for standard
domestic water and sewerage services be increased by a maximum of 10% or $100 (i.e. $50
per service), whichever is the greater, until a customer’s bill aligns to the target tariff.

A standard domestic water service is 20mm and a standard domestic sewerage service is 1
equivalent tenement.  Non-standard connections are calculated as multiples of the standard
domestic connection charges for water and sewerage.

Annual prices for the fixed charge for non-standard water and sewerage services will be
increased by a maximum of 10% or $100 (i.e. $50 per service) multiplied by the number of
standard connections, whichever is the greater, until the customer’s bill aligns to the target
tariff. Water usage charges (potable water variable charges) will increase by 10% per
annum until a customer’s usage charge per kilolitre aligns to the target tariff.

Customers who are currently charged above the target tariff will have their charges frozen
until 2013/14 and then reassessed with a view to, where appropriate, reducing the charge.

The target tariffs applying for 2011/12 and for the years covered by this Price and Service
Plan (2012/13 to 2014/15) are:

TARGET TARIFFS
 Factors

(2DP) 2011/12 2012/13 2013/14 2014/15
20 mm connection 1.00 $270.00 $286.00 $303.00 $322.00
25 mm connection 1.56 $421.00 $446.00 $473.00 $502.00
32 mm connection 2.56 $691.00 $733.00 $777.00 $823.00
40 mm connection 4.00 $1,080.00 $1,145.00 $1,213.00 $1,286.00
50 mm connection 6.25 $1,688.00 $1,789.00 $1,896.00 $2,010.00
75 mm connection 14.06 $3,796.00 $4,024.00 $4,265.00 $4,521.00

100 mm connection 25.00 $6,750.00 $7,155.00 $7,584.00 $8,039.00
150 mm connection 56.25 $15,188.00 $16,099.00 $17,065.00 $18,088.00

2011/12 2012/13 2013/14 2014/15
Potable Water Variable Charge (per kL) $0.9000 $0.9270 $0.9550 $0.9830
Non-Potable Water Variable Charge (per kL) $0.7000 $0.7210 $0.7430 $0.7650

 Factors
(2DP) 2011/12 2012/13 2013/14 2014/15

Residential - Developed (= 1 Equiv Tenement) 1.00 $450.00 $477.00 $506.00 $536.00
Residential - Undeveloped 0.60 $270.00 $286.00 $303.00 $322.00
Non-residential Based on equivalent tenements (ETs)

Water Fixed Charges
(including vacant blocks)

Sewerage Charges

Water Variable Charges

The ratio of the number of standard connections for water services greater than 20mm are
shown in the table as factors rounded to 2 decimal places. Further, vacant land charges
reflect a separate variable charge for water and an inclusive (variable and fixed) charge for
sewerage.
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Miscellaneous fees and charges, other than those set by legislation, will be increased by 3%
per annum.  Charges to be applied for developer charges and liquid trade waste are cost
reflective.

BLW’s Financial Hardship Policy and Customer Assistance Program are in place to assist
customers who have the intent but not the short term capacity to make payments in
accordance with BLW’s terms.

1.2 BACKGROUND
Upon releasing its “Tasmanian Water And Sewerage - State Of The Industry Report
2009/10” on 9 March 2011 the Tasmanian Economic Regulator stated:
In summary, the Tasmanian water and sewerage industry is characterised by substandard
environmental and public health outcomes that have resulted from sustained under investment across
the State.  Mr Appleyard said, “The framework is in place to resolve the widespread challenges
currently facing the industry.  However, these problems have been allowed to develop over a number
of years, if not decades, and will take a similar time period to resolve".

The House of Assembly Select Committee’s Interim Report into the Tasmanian Water and
Sewerage Corporations, released in April 2011, noted that the task of achieving the reform
goals is a very difficult one exacerbated by the State Government’s temporary 5% price cap:
3.1 The task of bringing water and sewerage assets up to a standard that meets not only pre-existing
license requirements but current contemporary standards as well, will be a significant challenge both
environmentally and financially.

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

In response, the Government, in handing down its 2011/12 State Budget on 16 June 2011,
moved to phase out the 5% price cap revenue support.  This meant that instead of receiving
nearly $8 million in 2011/12 BLW will instead receive about $1 million in 2011/12 and about
$0.5 million in 2012/13 with the revenue support ceasing at the end of that financial year.
(The 5% price cap had the effect of compounding the gap between the actual and subsidised
charge, was unsustainable for the State budget and unless removed gradually would have
imposed a severe price shock on customers.)

This is the background to which this Price and Service Plan, covering the period 1 July 2012
to 30 June 2015, has been prepared.  This Plan delivers the following:
 major infrastructure improvements – investment in capital projects to fix poor water

quality and sewage pollution;
 commencement of the transition to equitable pricing – customers pay the same price for

the same service;
 revenue increases – to fund capital works and ensure financial viability; and
 minimise price shocks – price increases are transitioned over time.

Tasmanian Water & Sewerage Corporation (Northern Region) Pty Ltd (ACN 133 655 062)
trading as “Ben Lomond Water” (BLW) was formed on 1 July 2009 to provide water and
sewerage services to the northern and north-eastern region of Tasmania.  With 190
employees and $750 million of assets, BLW services a population of 142,000 people across
a total area of nearly 20,000 km². BLW’s challenges include:

 replacing ageing infrastructure by investing $250-$300 million over a period of at least ten
years, principally to improve drinking water quality and to overcome the environmental
damage caused by ageing wastewater treatment plants; and

 addressing low revenue levels (under price regulation) in the sector by increasing prices
by tolerable increments to full cost recovery levels (whilst also unwinding cross subsidies)
in order to fund ongoing infrastructure works and ensure long-term sustainability.
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The principal objectives of BLW, as set down in Section 7 of the Water and Sewerage
Corporations Act 2008, are:

 to promote the efficient delivery of water supply and provision of sewerage services;
 to encourage water conservation, demand management of water and the re-use of water

on an economic and commercial basis;
 to be a successful business, and, to this end:
 to operate its activities in accordance with good commercial practice; and
 to maximise sustainable returns to its members.
 BLW is owned in equal shares by the eight Councils in its region – Break O’Day Council,

Dorset Council, Flinders Council, George Town Council, Launceston City Council,
Meander Valley Council, Northern Midlands Council and West Tamar Council.  The
owner Councils receive dividends, income tax equivalents and loan guarantee fees from
BLW, apportioned in accordance with an Order issued by the Treasurer.

Further, BLW’s owner Councils have communicated their “high-level performance
expectations and strategic priorities” through a formal Shareholders’ Letter of Expectation
which communicates expectations regarding appropriate governance, planning, service
delivery, risk management, financial and reporting arrangements. Of particular ongoing and
significant financial impact is the owner Councils’ dividend expectation, consistent with full
cost recovery principles, that:
“Broadly, the owners expect the Corporation to achieve returns that are comparable to alternative
investments of similar risk and pay dividends that appropriately reflect these returns.”

1.3 REGULATORY FRAMEWORK
Industry regulation is established through the Water and Sewerage Industry Act 2008, which
put in place a regulatory framework similar to utility regulatory frameworks in other Australian
states.  The framework of Tasmanian industry regulators is:
 Tasmanian Economic Regulator
 Director of Public Health
 Director, Environmental Protection Authority
 Council Environmental Health Officers
 Department of Primary Industries, Parks Water and Environment
 Ombudsman

1.4 KEY OBJECTIVES OF THE PLAN
In summary, BLW operates in a difficult environment where it must balance the capital
expenditure costs of replacing ageing infrastructure, the costs of improving service delivery
and regulatory compliance, owner Councils’ expectations of a steady dividend stream, the
need to move to equitable pricing and the capacity of customers to pay the full price
(managed by minimising price shocks).

To this end, the key objectives of this Price and Service Plan are to:
 deliver on our customer service standards – one of the key drivers of the industry reform

process is to improve services to customers. This Plan commences the transition to
meeting the Economic Regulator’s minimum customer service standards;

 deliver on the capital expenditure program – to address under-investment in the industry
and bring infrastructure up to standard through a prioritised approach negotiated with the
industry regulators;

 move towards achieving a commercial return – this commences the path to full cost
recovery, business sustainability and meets owners’ minimum dividend expectations;

 set price paths which minimise price shocks to customers – we need to balance
delivering all other key objectives against making price increases tolerable to customers,
as they are facing a range of cost of living pressures; and

 move towards the achievement of equitable pricing – we need to commence the removal
of cross-subsidies and the transition to a consistent pricing structure.  This will take time.
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These key themes/intents of this Plan can be simply illustrated:

From a stakeholder perspective, these challenges can, in addition to ensuring sustainability
of the business, be summarised as follows:
 for our customers: minimise price shocks; achieve equitable pricing; improve services;
 for our industry regulators: invest to bring infrastructure and services up to contemporary

standards; and
 for our owner Councils: achieve a fair rate of return on assets and provide a steady

dividend stream.

Whilst the gap from current revenue levels to full cost recovery is substantial, BLW has
decided that minimising price shocks to customers is the key driver in ultimately achieving all
of the key objectives. This means that price increases will occur over time with a price
transition path that comprises tolerable regular price increases that will incrementally move
all customers to their correct target tariff.

This price transition path is based on side-constraints (price caps) of $100 ($50 per service)
or 10% (whichever is the greater) and 10% on variable charges applying to a standard
customers’ bill.  Non-standard customers’ prices will be increased by respective multiples of
the standard price increase. The price transition path is discussed in more detail later.

1.5 FINANCIAL HARDSHIP POLICY
BLW has a Financial Hardship Policy which applies to customers suffering financial hardship
and who, as a consequence, are having difficulty or expect in the future to have difficulty in
paying their account.  The Policy is based on the following values:
 all customers will be treated with dignity and respect;
 all customers will be treated in a non-judgmental way;
 all customers will be assisted to meet their financial commitments to BLW in a supportive

environment; and
 by its actions BLW will not add to the customer’s burden.

The Policy recognises customers may experience times of financial hardship due to changes
in circumstances beyond their control and affirms BLW’s commitment to helping customers
who have the intent, but not the short term capacity, to make payments in accordance with
the terms outlined on BLW’s accounts. The Policy is supported by a Customer Assistance
Program providing a range of payment and assistance options so customers may stay
connected to water and wastewater services.

Minimise Price
Shocks

Achieve Equitable
Pricing

Capex Program

Service Delivery

Achieve Return on
Assets/ Dividends
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1.6 CONSULTATION WITH CUSTOMERS & INDUSTRY REGULATORS
This Price and Service Plan has been developed to respond appropriately to the customer,
commercial, community and environmental objectives of BLW.  The Economic Regulator
expects that appropriate consultation will be conducted by BLW with relevant stakeholders,
including industry regulators, customers and other industry stakeholders.

Consultation has been severely hampered by factors which have all contributed significantly
to the uncertain environment in which the Plan has been developed, specifically:

 uncertainty surrounding the State Government’s 5% price cap revenue support which
was not finalised until the State Budget on 16 June 2011, with removal of the cap and
revised revenue support arrangements of approximately $1M in 2011/12, $0.5M in
2012/13 and thereafter nothing;

 corresponding amendments to the Interim Price Order as ultimately reflected in a new
Order issued on 1 July 2011, affecting the 2011/12 “starting point” for assessments of
revenues to be determined through this Plan;

 delays in finalising the Water and Sewerage Industry (Pricing And Related Matters)
Regulations 2011, which were ultimately released on 22 September 2011; and

 a corresponding delay in release of Price and Service Plan Guidelines which set out the
essential requirements of this Plan, and which must be based on the Pricing Regulations.
Draft Guidelines were issued for public comment on 23 September 2011 and finalised on
21 October 2011.  Note that this Plan is required to be submitted to the Economic
Regulator on or before 31 October 2011.

Residential customers’ views were sought through focus groups in Burnie, Hobart and
Launceston and commercial customers' views were taken through in-depth interviews of
business customers in Burnie, Hobart and Launceston. This research concluded that action
was needed to address infrastructure problems and reforms should, among other things,
deliver consistency in services and pricing structures.

BLW has formed a Customer Reference Group from members of the community, selected
after a public advertisement and subsequent interview process.  The Group is a forum for
open discussion with the aim of incorporating the community voice into decision making
processes.  Whilst consultation was severely hampered by the uncertainties previously
outlined, in specifically discussing proposed price impacts on customers the Group
considered the price increases proposed in this Plan to be tolerable.

BLW and the industry regulators have liaised closely regarding legal compliance, regulation,
priority capital works, operational improvements, customer service levels, performance
reporting, tariffs and pricing, customer financial impacts and programming of activities.

In particular, BLW has, as required by the Compliance Implementation Plan (CIP), developed
a Drinking Water Quality Management Plan and a Wastewater Management Plan based on
priorities provided by the Department of Health and Human Services and the Environment
Protection Authority.  These have been incorporated into an Asset Management Plan, as
also required by the CIP. Other plans required by the CIP include compliance plans for non-
compliant drinking water and fluoridation systems.

These various Plans provide a framework for managing BLW’s infrastructure to:

 improve drinking water quality to deliver reliable and safe drinking water supplies to the
community; and

 overcome the environmental damage caused by ageing wastewater treatment plants
thereby improving the health of our rivers, oceans and beaches.

1.7 CAPITAL EXPENDITURE PROGRAM
The capital expenditure program for regulated activities totals $35.223m in 2012/13,
$30.133m in 2013/14 and $31.380m in 2014/15, on top of capital expenditure of more than
$15m in 2009/10, more than $17m in 2010/11 and more than $38m budgeted in 2011/12.



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 10

As can be seen from the schedule and graph below, BLW’s main driver for all capital works
for regulated activities over the life of this Plan is regulatory compliance.  In fact compliance
and improvement works account for more than 85% of the capital expenditure program.

Compliance 25.975 24.790 24.270 75.035 77.6%
Growth 0.150 1.050 3.935 5.135 5.3%
Improvements 5.481 1.464 0.550 7.495 7.7%
Renewals 3.617 2.829 2.625 9.071 9.4%
Total 35.223 30.133 31.380 96.736 100.0%

Total Capex by Driver
2012-13

$m
2013-14

$m
2014-15

$m
Total
$m Percent

77.6%

5.3%

7.7%

9.4%

Total Capex by Driver
(FY2013-2015 $96.736M)

Compliance

Growth

Improvements

Renewals

BLW regularly meets on a formal basis with its Owners’ Representatives to discuss its
operations.  As part of this process the Owners’ Representatives review quarterly reports and
annual strategic plans.  In addition, there is an open line of communication between BLW’s
Chief Executive Officer and owner Councils’ General Managers.  Further, open lines of
communication exist between BLW and the Local Government Association of Tasmania.

Customer and stakeholder consultation was facilitated by the public release on, 19 July
2011, of the Executive Summary of this Plan (in earlier draft form) for a four week period of
public feedback.

The release received extensive television, radio and newspaper coverage and some welfare
and community organisations sought and received individual briefings with the Chief
Executive Officer.

Ultimately, only eleven individuals, sports associations and community organisations
submitted feedback within the feedback period. None of this feedback specifically criticised
the direction set out in this Plan in relation to the transition to full cost recovery, nor were any
alternatives proposed.

1.8 SERVICE OBLIGATIONS
The need to improve levels of customer service was one of the drivers of the industry reform
process. Improvements in customer service standards and regulatory compliance underpin
capital and operating expenditure and flow through to tariffs and prices.
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The Economic Regulator has issued a Customer Service Code (July 2010) which establishes
a number of minimum service standards that underpin service standards and price outcomes
during the first pricing period.

The Code stipulates that BLW must achieve the minimum service standards during the
second pricing period, currently scheduled to commence on 1 July 2015.

Transitional service standards have been developed setting out how, within this timeframe,
BLW will achieve the minimum service standards:
WATER
Transitional Customer Service Standards -
Average across all of BLW

2nd

Pricing
Period

Minimum Service Standards - Water

Customer
Service

Code
Minimum
Standard 2012/13 2013/14 2014/15

After
2014/15

Unplanned water supply interruptions (per 100km
of water main) 32 40 36 32 32
Average time taken to attend bursts and leaks –
Priority 1* (m inutes) 30 60 45 30 30
Average time taken to attend bursts and leaks –
Priority 2* (m inutes) 120 120 120 120 120
Average time taken to attend bursts and leaks –
Priority 3* (m inutes) 1,440 1,440 1,440 1,440 1,440

Average frequency of unplanned water supply
interruptions (total number of customers affected
by each interruption/number of water customers) 0.10 0.25 0.20 0.15 0.10

Average frequency of planned water supply
interruptions (total number of customers affected
by each interruption/number of water customers) 0.10 0.25 0.20 0.15 0.10
Average unplanned customer m inutes off water
supply (m inutes) 20 20 20 20 20
Average planned customer m inutes off water
supply (m inutes) 15 15 15 15 15
Average duration of unplanned water supply
interruption (m inutes) 100 100 100 100 100
Average duration of planned water supply
interruption (m inutes) 180 300 240 180 180
Unplanned water supply interruptions restored
within 5 hours (per cent) 98 75 85 90 98
Planned water supply interruptions restored
within 5 hours (per cent) 95 75 85 90 95
Number of customers receiving more than 5
unplanned water supply interruptions in a
financial year (number) 0 0 0 0 0
Unaccounted for water (per cent) 10 25 25 20 10

1st Pricing Period

* Priority 1: is a b urst or leak  that causes, or has potential to cause, sub stantial dam age or harm  to custom ers, water quality,
flow rate, property or environm ent.

*Priority 2: is a b urst or a leak  that causes, or has the potential to cause, m inor dam age or harm  to custom ers, water quality,
flow rate, property or environm ent.

*Priority 3: is a b urst or leak  that causes no discernab le im pact on custom ers, property or the environm ent.
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WASTEWATER (SEWERAGE)
Transitional Customer Service Standards -
Average across all of BLW

2nd

Pricing
Period

Minimum Service Standards - Sewerage

Customer
Service

Code 2012/13 2013/14 2014/15
After

2014/15
Sewer breaks and chokes (and spills) (per
100km of sewer main) 28 28 28 28 28
Average time to attend sewer spills, breaks and
chokes (m inutes) 41 45 43 41 41

Average sewerage service interruption (m inutes) 150 240 180 150 150
Sewerage spills contained within 5 hours (per
cent) 99 95 97 99 99
Customers receiving more than 3 sewerage
service interruptions per year 0 0 0 0 0

CUSTOMER COMPLAINTS/RESPONSE
Transitional Customer Service Standards -
Average across all of BLW

2nd

Pricing
Period

Minimum Service Standards - Customers

Customer
Service

Code 2012/13 2013/14 2014/15
After

2014/15
Total water and sewerage complaints (per 1000
properties) 9 9 9 9 9
W ater and sewerage complaints to Ombudsman
(per 1000 customers) 0.50 0.50 0.50 0.50 0.50
Percentage of calls answered by an operator
within 30 seconds 90 70 80 90 90

1st Pricing Period

1st Pricing Period

These transitional service standards are in some cases subject currently to some uncertainty
and in other cases are dependent upon investment in monitoring equipment and
development of more refined systems.

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

 efficient operational, maintenance and administrative costs;
 depreciation (return of capital); and
 a commercial risk-adjusted return on capital, calculated using a weighted average cost of

capital (WACC) (return of capital).

Consistent with the National Water Initiative, BLW should recover revenues that are at least
equal to the “lower bound limit” (sustainability) which is the amount of revenue required to
meet:

 efficient operational, maintenance and administrative costs;
 debt servicing costs; and
 an allowance for the cost of asset refurbishment, replacement and future augmentation

(asset renewal annuity).

Further, a statutory limit was introduced during 2011. Amendments made in mid 2011 to the
Water and Sewerage Industry Act 2008 specified a nominal 3% maximum return on equity
for assets contributed by Councils upon the formation of BLW.  This has resulted in a
differential Weighted Average Cost of Capital for the Regulated Asset Base on 1 July 2009



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 13

and for subsequent additions to the Regulated Asset Base.  This has, in effect, introduced a
third cap, referred to throughout this Plan as the statutory limit.

However, the Economic Regulator’s Draft Price and Service Plan Guideline issued on
23 September 2011 specified a real WACC of 5.32% and a real EXISTING WACC (for the
statutory limit) of 2.74%.  These WACCs have been applied in this Plan.

This Plan has established that BLW’s revenue recovery limits are as follows:
2012/13 2013/14 2014/15

Lower Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Interest 3,349 4,400 4,892
Asset Replacement/Renewal 26,716 26,394 26,082
$Real 2012 Revenue Limit 69,565$ 70,035$ 70,405$
Nominal Revenue Limit 71,652$ 74,301$ 76,933$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 89% 93% 96%
Gap to Nominal Revenue Limit 7,625$ 4,841$ 2,708$

2012/13 2013/14 2014/15
Statutory Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Return on Capital - RAB(old) x WACC 18,456 17,896 17,352
Return on Capital - RAB (new) x WACC 4,429 5,879 7,159
Return of Capital - RAB x Depreciation Rate 21,916 21,751 21,552
$Real 2012 Revenue Limit 84,300$ 84,767$ 85,495$
Nominal Revenue Limit 86,829$ 89,929$ 93,423$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 74% 77% 79%
Gap to Nominal Revenue Limit 22,802$ 20,469$ 19,198$

2012/13 2013/14 2014/15
Upper Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Return on Capital - RAB(old) x WACC 35,834 34,746 33,692
Return on Capital - RAB (new) x WACC 4,429 5,879 7,159
Return of Capital - RAB x Depreciation Rate 21,916 21,751 21,552
$Real 2012 Revenue Limit 101,678$ 101,617$ 101,834$
Nominal Revenue Limit 104,729$ 107,806$ 111,277$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 61% 64% 67%
Gap to Nominal Revenue Limit 40,702$ 38,346$ 37,052$

It is significant to note that over the period of this Plan BLW’s revenues will transition from
89% through to 96% of the lower bound limit.

Nevertheless, in accordance with National Water Industry pricing principles and the Water
and Sewerage Industry Act 2008 there is a need to continue to transition revenues towards
the upper bound limit.  It is also relevant that continued investment in infrastructure
improvements will cause the upper, statutory and lower bounds to rise.
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1.10 PRICING OBJECTIVES
Fixing water quality and pollution (ie. achieving regulatory compliance) by investing to
replace ageing infrastructure means BLW must increase revenue by increasing prices over
time to full cost recovery levels.

In accordance with National Water Industry pricing principles and the Water and Sewerage
Industry Act 2008 increasing revenue through price reform requires BLW to meet what can
been referred to as long term or ultimate pricing objectives, as follows:

 achieve full cost recovery levels of revenue;
 achieve a full commercial risk adjusted rate of return on assets;
 unwind all cross subsidies between customer classes; and
 achieve fully cost reflective prices.

The overall revenue base transferred from Councils was significantly below full cost recovery
levels and the impact of immediately achieving the ultimate pricing objectives would result in
large price shocks for a significant proportion of customers.

Further, to immediately unwind existing cross subsidies (where one customer pays more
than they should and another customer pays less than they should) in order to achieve more
fully cost reflective prices would further compound the impact felt by some customers
through price increases. Accordingly, BLW cannot immediately meet the ultimate pricing
objectives – they must be achieved in the long term.

The only reasonable approach is for BLW to commence the transition by applying price caps
to limit increases to tolerable levels, to not increase the level of cross-subsidies (that at some
stage will need to be unwound) and to generate sufficient revenues to remain financially
viable and make returns to the Owners.

In commencing the transition to the ultimate pricing objectives BLW will meet what can been
referred to as immediate pricing objectives, as follows:

 achieve a level of revenue that supports the viability of the business;
 commence the transition of revenue to lower bounds limits;
 fully achieve two part pricing for water by having all customers metered by 1 July 2012;
 move customers to a rational price structure (ie. consistent with NWI pricing principles but

not necessarily fully cost reflective);
 prevent any increases in the extent of current cross subsidies; and
 manage the impact of price changes upon customers by applying price caps.

The achievement of these immediate pricing objectives will be delivered through a pricing
structure that has:

 postage stamp pricing by region (but with potential for differential service standards eg.
response time for repairing a pipe break in urban areas is shorter than the response time
for repairs in rural areas);

 no free water allowance – all water is paid for with two part pricing and full metering in
place;

 pricing relative to demand on system through water connection size (larger connection,
larger fixed charge) or a sewerage equivalent tenement (one household is one equivalent
tenement; all other customers assessed for number of equivalent tenements); and

 an indefinite speed of transition – time is the greatest variable; individual customers will
move to the required revenue levels in individual time frames driven by the side-
constraint (price cap).

1.11 FIXED, USAGE AND MISCELLANEOUS CHARGES – POSTAGE STAMP PRICING
BLW believes that postage stamp pricing is, in the circumstances, the fairest and most
practical pricing approach and one which will deliver the greatest benefits to the greatest
number of customers. Postage stamp pricing is effectively an average price across the
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entire BLW service area which means that once fully implemented every customer receiving
the same service will pay the same price.

Tariff structures transferred to BLW for fixed charges, usage charges and miscellaneous fees
and charges varied not only in the level of the charges but in structure and basis and this,
along with other complications, makes the transition to a single tariff structure problematic.

However, in this Plan customer charges will be increased by steady increments (price
capped to minimise price shocks) until the charge aligns with BLW’s postage stamp target
tariffs.  Over time this approach will deliver postage stamp pricing of like service for like price
across the region.

1.12 DEVELOPER CHARGES – COST REFLECTIVE ZONAL PRICING
Price signals for development will be delivered through zonal developer charges (including
headworks charges).  Developer charges are usually levied on a per-block basis in a
subdivisional development to recover from the developer the proportional costs (ie. relating
to the proposed development) of providing infrastructure to a new development.

New developments consume installed excess capacity in the system such as treatment
plants, reservoirs, trunk mains and outfalls.  They may also necessitate expansion of
infrastructure to support the new development.  Payment by the developer for the economic
burden imposed by the new development is fair to existing and new customers, and
ultimately the developer.

The recovery of these costs is essential to efficient roll-out and funding of network capacity.
Should developer charges not be applied then BLW would have no incentive to install excess
capacity, which in turn would mean more frequent augmentation of current infrastructure at a
higher cost to customers when development does occur.

Prior to the formation of the Corporation, owner Councils had differing approaches to the
levying of Developer Charges.  BLW has honoured any permits issued and agreements
made with Councils prior to 1 July 2009, and has developed appropriate policies to provide
clarity to developers regarding the application of developer charges.

In particular, BLW has formulated a Developer Charge Pricing Policy which essentially
requires:

 all in-subdivision infrastructure to be provided by the developer at the developer’s cost
and passed to BLW;

 all external infrastructure solely required to service the development to be provided at the
developer’s cost; and

 the infrastructure contribution (developer charge) to be paid by the developer prior to the
issuing of the Certificate for Registration of Legal Document.  The contribution will be
calculated by BLW and be based on the economic burden the development places on the
infrastructure.

In calculating developer charges BLW has adopted the NSW Independent Pricing and
Regulatory Tribunal endorsed developer charge methodology (refer Developer Charges
Guidelines for Water Supply, Sewerage and Stormwater, Department of Land and Water
Conservation), which allows for the recovery of the cost of previously installed capacity that
is utilised by a development. This is a sound and well-established methodology for
calculating cost-reflective developer charges for water supply and sewerage infrastructure.
The calculation is based on the replacement cost of assets servicing the development and is
usually presented as a cost per equivalent tenement.

The value of assets or cash contributed by developers for subdivisional reticulation works
does not reduce developer charges for headworks, but is netted off the regulated asset base.
This netting off ensures that customers only pay a return of (ie. depreciation) and a return on
(ie. calculated on the weighted average cost of capital) the regulated asset base exclusive of
amounts contributed by developers. Amounts contributed by developers are, in essence,
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ultimately paid for by the property purchasers.  These property purchasers then become
water and sewerage customers of BLW and they should not have to pay again for the
developer’s contribution.

1.13 LIQUID TRADE WASTE – COST REFLECTIVE PRICING
Sewerage system infrastructure is primarily designed to transport and treat domestic strength
wastewater using mostly biological systems for treatment.  Liquid trade waste exceeds the
strength and/or volume of domestic liquid wastewater and places additional burden and risk
on the sewerage system.

The acceptance of liquid trade waste requires careful management and planning to ensure
that wastewater received from all sources can be safely transported and treated to a
standard that prevents environmental and operational harm. Liquid trade waste is, according
to the risk the activity presents in the particular wastewater catchment, assessed as falling
into one of four risk categories with fees set accordingly.  The pricing framework covers the
following charges, which are not applicable to domestic sewerage connections:

 Application Fee - An application fee is levied to recover the costs associated with
processing the Liquid Trade Waste Application.

 Annual Management Fee - An annual management fee is levied to recover the costs of
administering and managing the consent or agreement.

 Usage Charge - The usage charge is based on the actual or assumed volume and mass
load of contaminants in the liquid trade waste received.

 Non-Compliance Charges - The Corporation reserves the right to apply exceedance
charges (ie. penalties) and recover other costs associated with the customer failing to
comply with the conditions of an agreement or consent, or failing to obtain approval for
discharge of liquid trade waste to sewer.

 Community Asset Contribution Charge - In addition to the above standard charges, new
customers requesting the treatment of liquid trade waste or existing customers requesting
to alter the nature or increase the approved volume or mass load of liquid trade waste
discharged, may be subject to Community Asset Contribution Charges.

 Developer Charges - In addition to the above standard charges, new customers
requesting the treatment of liquid trade waste or existing customers requesting to alter
the nature or increase the approved volume or mass load of liquid trade waste
discharged may be subject to Developer Charges. (Refer Attachment 9 - Developer
Charges Policy and Attachment 16 - Service Extension & Expansion Policy for more
information.)

1.14 REGULATED TARIFF STRUCTURE
BLW’s regulated tariff structure is:

Water

 Postage stamp pricing: postage stamp fixed (service) and variable charges across the
whole region.  Locational price signals delivered through developer charges.  Potential for
differential service standards;

 Cross subsidies (commence unwinding): no price discrimination based on end-use by
residential and non-residential customers.  The residential and non-residential customer
classification will be retained for customer management purposes;

 Fixed charges relative to demand on system: fixed charges based on connection size.  A
larger connection size means a larger potential demand on the system therefore a larger
fixed charge;

 No free water allowance: a variable charge will apply to all consumption, from the first
litre.  Two part pricing and full metering is implicit;

 One variable charge to apply to each customer – no stepped usage charges;
 Variable charge may be on a postage stamp basis across each region;
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 Different charges (potentially both fixed and variable) based on whether supplying
potable or non-potable water;

 Dedicated fire service connections charged separately based on a standard reduced tariff
(with these connections to be metered and charged for usage).

Sewerage (non-trade waste)

 Postage stamp pricing:  postage stamp fixed (service) charges across the whole region.
Locational price signals delivered through developer charges.  Potential for differential
service standards;

 Cross subsidies (commence unwinding): no price discrimination based on end-use by
residential and non-residential customers.  The residential and non-residential customer
classification will be retained for customer management purposes;

 Flat fixed charge: The flat fixed charge (inclusive of any “volumetric” component), for a
residential customer is considered to be one sewerage equivalent tenement.  That is, one
household is one sewerage equivalent tenement.  All other customers will be assessed
for the applicable number of equivalent tenements.  The Water Services Association of
Australia (WSAA) Sewerage Code provides a methodology for the estimation of
equivalent tenements – a measure, for system design purposes, equivalent to one
standard single occupancy lot.  The method requires the collection of various property
attributes including the number of lots, building and land size and number of
occupants/visitors for customers such as pubs, schools, shops, general public
entertainment facilities and available beds for hospitals.  Work is currently underway
developing an equivalent tenement value for each customer.  The work will be completed
during 2011/2012 and implemented from commencement of the first pricing period.

Liquid Trade Waste

 Cost reflective – a generic low level trade waste charge will apply, but above that each
customer will be assessed on a case-by-case basis to determine cost attribution
depending upon the volume and composition of trade waste.

Developer Charges

 Calculated based upon the development’s impact with relevant contribution towards
headworks, augmentation and reticulation infrastructure.

Miscellaneous Fees and Charges

 Postage stamp pricing of miscellaneous fees and charges across each region.

Unconnected Serviced Land

 Water: BLW will in accordance with its Service Charge Policy (Attachment 12) apply a
service charge (ie. minimum water fixed charge) where a property owner has the ability to
access a water service, even if there is no physical connection to the infrastructure. The
service charge is made to all potential customers along the network route in order to
make the average cost of water services more affordable. It also reflects the value by
which the property or land is improved by having access to a reticulated water service.

 Sewerage: BLW will in accordance with its Service Charge Policy (Attachment 12) apply
a service charge (ie. 1 Equivalent Tenement sewerage fixed charge) where a property
owner has the ability to access sewerage services, even if there is no physical
connection to the infrastructure. The service charge is made to all potential customers
along the network route in order to make the average cost of sewerage services more
affordable. It also reflects the value by which the property or land is improved by having
access to a reticulated sewerage service. For unconnected vacant land BLW has applied
a factor of 60% of the connected charge (which is structured inclusive of volume) to
reflect that there is no volume being discharged.
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New Customers & Changes of Ownership

 BLW’s customer base changes through new customers and through changes of
ownership.  Prices for these customers will immediately align to the applicable water and
sewerage target tariffs.

1.15 STRATA TITLES
All new strata title properties are to be connected with an individual meter at the main for
each strata title.  However, where strata developments are of a significant size a master
meter and individual sub-meters may be agreed by BLW, with the master meter charge and
net usage billed to the Body Corporate.

Existing metered strata title properties, which have in the past been connected by many
different metering arrangements, will have the status quo continue.

Existing unmetered strata title properties will have individual meters installed at the main or a
single master meter billed to the Body Corporate or split across the strata title properties.
Further, new sub-meters and a master meter may be installed with an additional annual
meter charge, at 50% of the fixed target tariff, applying for the master meter.

1.16 OWNER/TENANT BILLING
In accordance with the Water and Sewerage Industry (Pricing and Related Matters)
Regulations 2011, BLW will bill the residential property owner for all fixed and variable water
and sewerage charges.

1.17 TRANSITION PATH TO FULL COST RECOVERY
BLW will move all customers, over time, to full cost recovery with the transition managed
incrementally, as follows:
 customer’s charges will be increased by set side-constraints (price caps) until all of the

individual charges on the bill align with BLW’s target tariffs;
 the target tariffs will be increased each year (at a rate less than the price caps) until the

target tariff aligns with full cost recovery.  These target tariffs reflect the transition point on
the move to full cost recovery; and

 over time, all customers will eventually move from their existing charges to the target
tariffs and then to full cost recovery.

The price caps in this Plan transition customer’s charges to full cost recovery by applying the
following price caps:
 for each equivalent standard connection, a price increase capped as follows:

o fixed (service) charges capped at 10% or $100 (whichever is the greater)(i.e. $50
per service) per annum, until a customer’s bill aligns to the target fixed tariff.  Any
customer that is below the respective target tariff but would go above when the
increase is applied goes to the target tariff.  Any customer whose bill is already
charged above the respective target tariff is continued to be charged at that
amount until the target tariff is reached (to be reviewed in 2013/14).

o volumetric or usage charges capped at 10% per annum until a customer’s tariff
aligns to the target volumetric tariff.  Any customer that is below the respective
target tariff but would go above when the increase is applied goes to the target
tariff.  (There are no customers currently charged above the target tariff.)

 and, for other charges:
o developer charges and service introduction charges – these are calculated based

upon a pre-determined cost-reflective methodology.
o liquid trade waste - existing agreements will be honoured and negotiation of new

agreements will be in accordance with the Liquid Trade Waste Policy, which
applies a cost-reflective risk-based methodology.  Once established, new cost-
reflective liquid trade waste agreements are anticipated to increase at 6% per
annum through the pricing period.  It is noted that there may be a connection
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between sewerage charges (ie. particularly those based on assessed annual
values) and liquid trade waste charges and that some re-balancing may be
necessary when new agreements are negotiated; and

o miscellaneous fees and charges – miscellaneous charges, other than those set by
legislation, will be increased at 3% per annum.

This Plan moves customer charges towards BLW's target tariffs in accordance with these
price caps, increasing year on year until they align with those target tariffs. Those customers
who are currently charged above the target tariff will have their charges frozen until 2013/14
and then reassessed with a view to, where appropriate, commencing a reduction.

The target tariffs are, over time, transitioning incrementally to full cost recovery.  Fixed
charge tariffs are being increased at 6% per annum as a balance between the need to
transition as quickly as possible and the need to moderate the impact on customers.
Variable (volumetric) charge tariffs are being increased at 3% per annum. These tariffs are
in excess of long run marginal cost, but any reduction in variable water charges from existing
levels would, all things being equal, require a compensatory increase in fixed charges.

Setting the variable potable (ie. treated) water price at around the extrapolated long run
marginal cost level of $0.37 per kilolitre is problematic, with the following unsatisfactory
outcomes for customers:
 an extensive rebalancing of charges and tariffs to recover, through fixed charges, the

revenue lost through a grossly reduced variable charge;
 as a consequence, side-constraints would need to be increased to accommodate the

rebalancing;
 customers who are already largely conditioned to such usage charges would have less

“control” over their bill through managing their water usage;
 a higher potential for a significant increase in water usage;
 a consequential impact on infrastructure capacity through the increased demand; and
 the potential for revision of the capital expenditure program to cater for this “growth”.

Accordingly, the target tariffs in this Plan, shown including the year prior to commencement
of this Plan, are as follows:

TARGET TARIFFS
 Factors
(2DP) 2011/12 2012/13 2013/14 2014/15

20 mm connection 1.00 $270.00 $286.00 $303.00 $322.00
25 mm connection 1.56 $421.00 $446.00 $473.00 $502.00
32 mm connection 2.56 $691.00 $733.00 $777.00 $823.00
40 mm connection 4.00 $1,080.00 $1,145.00 $1,213.00 $1,286.00
50 mm connection 6.25 $1,688.00 $1,789.00 $1,896.00 $2,010.00
75 mm connection 14.06 $3,796.00 $4,024.00 $4,265.00 $4,521.00

100 mm connection 25.00 $6,750.00 $7,155.00 $7,584.00 $8,039.00
150 mm connection 56.25 $15,188.00 $16,099.00 $17,065.00 $18,088.00

2011/12 2012/13 2013/14 2014/15
Potable Water Variable Charge (per kL) $0.9000 $0.9270 $0.9550 $0.9830
Non-Potable Water Variable Charge (per kL) $0.7000 $0.7210 $0.7430 $0.7650

 Factors
(2DP) 2011/12 2012/13 2013/14 2014/15

Residential - Developed (= 1 Equiv Tenement) 1.00 $450.00 $477.00 $506.00 $536.00
Residential - Undeveloped 0.60 $270.00 $286.00 $303.00 $322.00
Non-residential Based on equivalent tenements (ETs)

Water Fixed Charges
(including vacant blocks)

Sewerage Charges

Water Variable Charges
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1.19 CUSTOMER IMPACTS
The price caps mean that the majority of customers (ie. standard residential customers) will
have their fixed charges increased by $100 per annum (ie. $50 per service) and their usage
charge increased by 10%. The same target tariff arrangement applies for non-standard
residential customers and non-residential customers, except that target tariffs and maximum
increases are for each equivalent standard connection. Accordingly, the transition paths in
this Plan have the following customer impacts:

Residential – Water: Annual fixed charge for customers below the target tariff will be
increased by the maximum of 10% or $50 per connection.  Annual fixed charge for
customers above the target tariff for the respective connection size will be frozen until
2013/14 and then reassessed with a view to, where appropriate, commencing a reduction.
The fully treated usage charge (potable water variable charge) will increase by 10% per
annum until it aligns to the target tariff.

Residential – Sewerage: Annual fixed charge for customers below the target tariff will be
increased by the maximum of 10% or $50 per service.  Annual fixed charge for customers
above the target tariff will be frozen until 2013/14 and then reassessed with a view to, where
appropriate, commencing a reduction.  The target sewerage tariff for a single residential
property will, by definition, be equal to one equivalent tenement.

Non-residential – Water: Annual fixed charge for customers below the target tariff will be
increased by 10% or $50 per equivalent standard connection (whichever is the greater).  The
factors (ie. multiples) of the standard domestic water connection are set out in the Target
Tariff table above for each larger connection size.  Annual fixed charge for customers above
the target tariff for the respective connection size will be frozen until 2013/14, and then
reassessed with a view to, where appropriate, commencing a reduction.  The fully treated
usage charge (potable water variable charge) will increase by 10% per annum until it aligns
to the target tariff.

Non-residential – Sewerage: The annual fixed charge for customers below the target tariff
will be increased by the maximum of 10% or $50 per equivalent tenement until the relevant
equivalent tenement charge is reached.  Annual fixed charge for customers above the target
tariff for the respective equivalent tenement factor will be frozen until 2013/14, and then
reassessed with a view to, where appropriate, commencing a reduction.  All non-residential
connections will have an equivalent tenement calculation completed prior to 2012/13 and
each connection will be charged in multiples of the equivalent tenement charge.  (Liquid
trade waste charges are separate and additional.)

The overall impact is that the majority of customers will have their fixed charges increased by
$100 per annum (ie. $50 per service), as most customers have only one standard (ie. 20mm)
water connection and one standard (ie. 1 equivalent tenement) sewerage connection. The
following graph shows, for these standard customers, the impact of the price increases
proposed in this Plan as year-on-year increases from 2011/12 to 2014/15:
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1.20 CALCULATION OF TRANSITIONAL REVENUE PATHS
The transitional regulated revenue path, incorporating the price caps and target tariff paths,
is as follows:

Regulated Revenue (nominal) 2012-13 2013-14 2014-15
Transitional Revenue Paths $'000 $'000 $'000
Water & Sewerage Fixed Charges 49,700.60 54,355.72 58,506.99
Water & Sewerage Volumetric Charges 12,121.77 12,687.29 13,100.80
Trade Waste 1,763.45 1,939.80 2,133.78
Other Income 366.17 402.19 457.43
Interest 75.00 75.00 26.00
Total Regulated Revenue 64,027.00$ 69,460.00$ 74,225.00$
Lower Revenue Limit (nominal) 71,652.00$ 74,301.00$ 76,933.00$
Percentage of Limit 89% 93% 96%
Gap to Limit 7,625.00$ 4,841.00$ 2,708.00$
Statutory Revenue Limit (nominal) 86,829.00$ 89,929.00$ 93,423.00$
Percentage of Limit 74% 77% 79%
Gap to Limit 22,802.00$ 20,469.00$ 19,198.00$
Upper Revenue Limit (nominal) 104,729.00$ 107,806.00$ 111,277.00$
Percentage of Limit 61% 64% 67%
Gap to Limit 40,702.00$ 38,346.00$ 37,052.00$

The relationship of the transitional revenue path to the three revenue limits is best
represented as follows:

This transitional regulated revenue path is sufficient to ensure sustainability of the business,
as well as deliver the following key objectives:
 for our customers: minimise price shocks; achieve equitable pricing; improve services;
 for our industry regulators: invest to bring infrastructure and services up to current

standards; move revenues on a path towards full cost recovery; and
 for our owner Councils: achieve a fair rate of return on assets and provide a steady

dividend stream.
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2 BEN LOMOND WATER PROFILE

2.1 ABOUT BEN LOMOND WATER
Tasmanian Water & Sewerage Corporation (Northern Region) Pty Ltd (ACN 133 655 062)
trading as “Ben Lomond Water” (BLW) has, since 1 July 2009, provided regional
management and delivery of water and sewerage services to the northern and north-eastern
region of Tasmania.

BLW is owned in equal shares by the eight Councils in its region – Break O’Day Council,
Dorset Council, Flinders Council, George Town Council, Launceston City Council, Meander
Valley Council, Northern Midlands Council and West Tamar Council. In accordance with
National Competition Policy principles, BLW is required to pay income tax equivalents,
guarantee fees and dividends to the owner Councils.

BLW’s vital statistics are:

Service Area 19,900 km²
Population serviced 142,430
Number of Water Connections 57,275
Number of Sewerage Connections 49,987
Employee Positions (at 1 July 2011) 188
Water Supplied 19,158 megalitres
Total Asset Value (Replacement, Written Down) $750 million

The principal objectives of BLW, as set down in Section 7 of the Water and Sewerage
Corporations Act 2008, are:

 to promote the efficient delivery of water supply and provision of sewerage services;
 to encourage water conservation, demand management of water and the re-use of water

on an economic and commercial basis;
 to be a successful business, and, to this end-
 to operate its activities in accordance with good commercial practice; and
 to maximise sustainable returns to its members.

BLW was formed to address under-investment and under-charging in the water and
sewerage sector across Tasmania by:

 investing $250-$300 million over ten years, principally to upgrade or replace non-
compliant urban water and sewerage infrastructure; and

 under price regulation, increasing prices by tolerable increments to full cost recovery
levels (whilst also unwinding cross subsidies) in order to ensure long-term sustainability
and fund ongoing infrastructure works to improve drinking water quality and to overcome
the environmental damage caused by ageing wastewater treatment plants.

Achieving these reforms was complicated by the State Government’s removal of its 5% price
cap subsidy, a matter addressed in the Interim Report of the House of Assembly Select
Committee into the Tasmanian Water and Sewerage Corporations, released in April 2011:
3.1 The task of bringing water and sewerage assets up to a standard that meets not only pre-existing
license requirements but current contemporary standards as well, will be a significant challenge both
environmentally and financially.

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

This is BLW’s first Price and Service Plan.  It deals with financial years 2012/13, 2013/14 and
2014/15 and commences the challenging process of moving to full cost recovery, bringing
infrastructure up to standard, paying dividends to Councils and transitioning out of the State
Government’s 5% price cap – all without imposing intolerable price shocks on customers.
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2.2 CORPORATE VISION, MISSION AND KEY VALUES
BLW’s Vision and Mission are the ultimate aims of the business, to be achieved through
appropriately valuing our staff, our customers, our environment and our reputation.

Vision

 To be recognised as a leader in the efficient delivery of sustainable regional water
services.

Mission

 To deliver high quality, cost effective water and waste water services to the region.

Our Values

 Staff – We value our staff, their safety and well being and we acknowledge the
importance of balancing work and family life.

 Customers – We value our customers, their safety, their need for high quality cost
effective service delivery and their opinions.

 Environment – We value the environment and acknowledge our role in ensuring our
services are delivered sustainably.

 Reputation – We value our reputation and we accept that as a new organisation we need
to demonstrate our integrity, professionalism, innovation and leadership to our customers
and to the wider community.

2.3 GEOGRAPHIC AREA
BLW operates across the northern and north-eastern region of Tasmania, with its area
defined by the boundaries of the eight owner Councils, as outlined in the following map:
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The physical features of the region vary from rugged terrain on the edge of the central
plateau to broad beaches on the East Coast. Population is centred on the city of Launceston
and the Tamar Valley, although a large number of towns and townships are also located
throughout the region. Further, the populations of the holiday destinations of Bridport,
St Helens and Scamander swell tremendously as visitors arrive in the summer months.

2.4 CORPORATE GOVERNANCE
BLW’s rights, powers, responsibilities and obligations are similar to other privately owned,
large proprietary limited companies. In particular, it operates under the direction of an
independent expert Board selected and appointed by the owners. An overview of BLW’s
governance structure is:

The essential structure for the Tasmanian water and sewerage industry is a local council
owned regional model, formalised under the Water and Sewerage Corporations Act 2008.
This Act established four Corporations within the industry in Tasmania:

 Tasmanian Water and Sewerage Corporation (Northern Region) Pty Ltd, trading as Ben
Lomond Water;

 Tasmanian Water and Sewerage Corporation (North-Western Region) Pty Ltd, trading as
Cradle Mountain Water;

 Tasmanian Water and Sewerage Corporation (Southern Region) Pty Ltd, trading as
Southern Water; and

 Tasmanian Water and Sewerage Corporation (Common Services) Pty Ltd, a shared
services subsidiary of the three regional Corporations, trading as Onstream.

The Water and Sewerage Corporations Act 2008 prescribes several important governance
features, including:

 Ownership structure;
 Principal objectives of each Corporation;
 Roles and powers of owner Councils;
 Composition, roles and powers of Owners’ Representatives;
 Composition, roles and responsibilities of the (directors’) Selection Committee ;
 Appointment and removal of directors;
 Composition, duties and powers of the Boards;

Assets Service
Delivery

Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 24

The physical features of the region vary from rugged terrain on the edge of the central
plateau to broad beaches on the East Coast. Population is centred on the city of Launceston
and the Tamar Valley, although a large number of towns and townships are also located
throughout the region. Further, the populations of the holiday destinations of Bridport,
St Helens and Scamander swell tremendously as visitors arrive in the summer months.

2.4 CORPORATE GOVERNANCE
BLW’s rights, powers, responsibilities and obligations are similar to other privately owned,
large proprietary limited companies. In particular, it operates under the direction of an
independent expert Board selected and appointed by the owners. An overview of BLW’s
governance structure is:

The essential structure for the Tasmanian water and sewerage industry is a local council
owned regional model, formalised under the Water and Sewerage Corporations Act 2008.
This Act established four Corporations within the industry in Tasmania:

 Tasmanian Water and Sewerage Corporation (Northern Region) Pty Ltd, trading as Ben
Lomond Water;

 Tasmanian Water and Sewerage Corporation (North-Western Region) Pty Ltd, trading as
Cradle Mountain Water;

 Tasmanian Water and Sewerage Corporation (Southern Region) Pty Ltd, trading as
Southern Water; and

 Tasmanian Water and Sewerage Corporation (Common Services) Pty Ltd, a shared
services subsidiary of the three regional Corporations, trading as Onstream.

The Water and Sewerage Corporations Act 2008 prescribes several important governance
features, including:

 Ownership structure;
 Principal objectives of each Corporation;
 Roles and powers of owner Councils;
 Composition, roles and powers of Owners’ Representatives;
 Composition, roles and responsibilities of the (directors’) Selection Committee ;
 Appointment and removal of directors;
 Composition, duties and powers of the Boards;

Owner Councils

Owners' Representatives

Board

Chief Executive Officer

Service
Delivery

Corporate
Services

Business
Performance

Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 24

The physical features of the region vary from rugged terrain on the edge of the central
plateau to broad beaches on the East Coast. Population is centred on the city of Launceston
and the Tamar Valley, although a large number of towns and townships are also located
throughout the region. Further, the populations of the holiday destinations of Bridport,
St Helens and Scamander swell tremendously as visitors arrive in the summer months.

2.4 CORPORATE GOVERNANCE
BLW’s rights, powers, responsibilities and obligations are similar to other privately owned,
large proprietary limited companies. In particular, it operates under the direction of an
independent expert Board selected and appointed by the owners. An overview of BLW’s
governance structure is:

The essential structure for the Tasmanian water and sewerage industry is a local council
owned regional model, formalised under the Water and Sewerage Corporations Act 2008.
This Act established four Corporations within the industry in Tasmania:

 Tasmanian Water and Sewerage Corporation (Northern Region) Pty Ltd, trading as Ben
Lomond Water;

 Tasmanian Water and Sewerage Corporation (North-Western Region) Pty Ltd, trading as
Cradle Mountain Water;

 Tasmanian Water and Sewerage Corporation (Southern Region) Pty Ltd, trading as
Southern Water; and

 Tasmanian Water and Sewerage Corporation (Common Services) Pty Ltd, a shared
services subsidiary of the three regional Corporations, trading as Onstream.

The Water and Sewerage Corporations Act 2008 prescribes several important governance
features, including:

 Ownership structure;
 Principal objectives of each Corporation;
 Roles and powers of owner Councils;
 Composition, roles and powers of Owners’ Representatives;
 Composition, roles and responsibilities of the (directors’) Selection Committee ;
 Appointment and removal of directors;
 Composition, duties and powers of the Boards;

Human
Resources



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 25

 Requirements for corporate plans for each Corporation;
 Requirements for Shareholders’ Letters of Expectation for each Regional Corporation.

BLW is controlled by a Board of management consisting of a Chairperson and five Directors.
The Chairperson and three of the Directors also sit on the Boards of Cradle Mountain Water
and Southern Water. The Board reports to three Owners’ Representatives appointed by the
eight owner Councils who, in turn, report to those Councils. A Shareholders’ Letter of
Expectation (see separate section) has been issued to BLW by the owner Councils in
accordance with the Water and Sewerage Corporations Act 2008.

BLW’s Board has established two permanent Board Committees: the Audit and Risk (AAR)
Committee and the Safety, Human Resources, Environment and Public Health (SHREP)
Committee.  The BLW Board has reserved the oversight of dam safety as its responsibility
and has delegated the management of certain other risks to the SHREP Committee.

The AAR Committee assists the Board to fulfil its responsibilities relating to:

 Integrity of the BLW’s financial accounting and reporting practices
 Adoption of appropriate risk management strategies
 Compliance with all legal and statutory obligations.

The SHREP Committee assists the Board in fulfilling its responsibilities relating to:

 Establishment and ongoing maintenance of the highest standards in workplace safety;
 Management, engagement and development of staff;
 Compliance with water quality and public health obligations; and
 Compliance with environmental obligations.

The Water and Sewerage Industry Act 2008 requires that owners and operators of water and
sewerage infrastructure used for the provision of water or sewerage services be licensed.
BLW operates under a Water and Sewerage Licence issued by the Minister in June 2011.

2.5 KEY BUSINESS ACTIVITIES

2.5.1 Water Supply Systems
BLW operates potable water infrastructure to extract, treat and distribute drinking water.
Treatment levels currently vary across the region from full treatment to disinfection only
(requiring occasional temporary boil water alerts) to untreated (requiring permanent boil
water alerts).

BLW’s water supply systems provide treated drinking water to the bulk of the customer base
at a standard consistent with Australian Drinking Water Guidelines (ADWG).  The disinfected
and untreated water systems provide a water supply that is not consistently compliant with
the ADWG, thereby requiring imposition of boil water alerts.

BLW is currently working to improve services by undertaking significant capital expenditure
to connect and/or convert several disinfected and untreated water supplies to treated water
supplies.

Key water supply system data and parameters are:

Length of Water Pipelines (km) 1925
Water mains (km) 1569
Water Supplied (Megalitres) 19,158
Water Treatment Plants providing full treatment 13
Water Treatment Plants providing only disinfection 6
Pumping stations 56
Distributions storages 97
Customers serviced 57806
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BLW’s thirteen water treatment plants delivering full water treatment are:

1. Chimney Saddle Water Treatment Plant: Constructed: 1976; Capacity: 28 ML/day.
2. Distillery Creek Water Treatment Plant: Constructed: 2010; Capacity: 30 ML/day.
3. Reatta Road Water Treatment Plant: Constructed: 1962; Capacity: 20 ML/day.
4. Mount Leslie Water Treatment Plant: Constructed: 1996; Capacity: 20 ML/day.
5. Longford Water Treatment Plant: Constructed: 2004; Capacity: 12 ML/day.
6. Deloraine Water Treatment Plant: Constructed: 2001; Capacity: 3.8 ML/day.
7. Bridport Water Treatment Plant: Constructed: 1989; Capacity: 1.5 ML/day.
8. Scottsdale Water Treatment Plant: Constructed: 1966; Capacity: 4.6 ML/day.
9. St. Helens Water Treatment Plant: Constructed: 1988; Capacity: 6.9 ML/day.
10. St. Marys Water Treatment Plant: Constructed: 1999; Capacity: 0.5 ML/day.
11. Bell Bay Water Treatment Plant: Constructed: 1983; Capacity: 20 ML/day.
12. Scamander Water Treatment Plant: Constructed: 2011; Capacity: 0.7 ML/day.
13. Campbell Town Water Treatment Plant: Under construction; Capacity: 2.7 ML/day.

A brief description of each treatment plant, its source of extraction, treatment standard,
technology, area serviced, number of customers and volume of water supplied is provided in
Attachment 1 Water Treatment Plants – Full Treatment.

BLW operates six water treatment plants delivering only disinfection (and in one instance
also fluoridation), but not full water treatment. These water treatment plants are:

1. Westbury Chlorination and Fluoridation: Constructed: 1997; Capacity: 3 ML/day.
2. Avoca Chlorination: Constructed: 2000 (estimated); Capacity: 0.3 ML/day.
3. Exton Chlorination: Constructed: 2000 (estimated); Capacity: 0.4 ML/day.
4. Bracknell Chlorination: Constructed: 2000 (estimated); Capacity: 0.7 ML/day.
5. Conara Chlorination: Constructed: 2000 (estimated); Capacity: 0.9 ML/day.
6. Epping Forest Chlorination: Constructed: 2000; Capacity: 0.2 ML/day.

A brief description of each treatment plant, its source of extraction, treatment standard,
technology, area serviced, number of customers and volume of water supplied is provided in
Attachment 2.

As of 30 June 2011 sixteen water schemes were subject to permanent boil water alerts.
During 2010-11 temporary boil water alerts were applied to six areas at the request of the
Director of Public Health.

Historically, these temporary alerts have been applied whenever there have been two
consecutive microbiological test failures; however, BLW has taken a proactive approach by
recommending to the Health Regulator that an alert be applied whenever a chlorinated
supply has become contaminated.

At 30 June 2011, the water schemes supplying the following towns were subject to
permanent boil water alerts:

Pioneer Gladstone

Ringarooma Herrick

Legerwood Derby

Winnaleah Branxholm

Fingal Mathinna

Cornwall Rossarden

Mole Creek Whitemark

Lady Barron Lilydale
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During 2010-11 temporary boil water alerts were applied to the following water schemes or
areas:

Scamander Conara

Avoca Campbell Town / Ross

Cressy Bracknell

The remaining systems have multiple water treatment processes to address public health
risks posed by the source water quality.  These require effective operation and ongoing
maintenance to ensure the water treatment processes are appropriate and adequate.

Furthermore, other barriers beyond treatment are required throughout the drinking water
supply system to ensure the water is not re-contaminated.  Examples of such barriers are
roofs on reservoirs, good operational procedures to reduce recontamination during mains
repairs and installation of backflow prevention devices.

2.5.2 Sewerage Systems
BLW operates sewerage infrastructure to collect, treat and discharge wastewater through
systems that variously have Level 2 and Level 1 plants and mainly secondary but some
tertiary treatment.

Key sewerage system data and parameters are:

Length of Sewer Main (km) 1470
Level 2 Wastewater treatment plants 2 tertiary treatment;

25 secondary treatment
Level 1 Wastewater treatment plants 8 secondary treatment
Pumping stations 203
Customers 50,429

Level 2 wastewater treatment plants are those plants with a minimum daily throughput
volume of 100 kilolitres.  These plants specifically require EPA approval to operate.

Level 1 wastewater treatment plants are those plants with a daily throughput volume of <100
kilolitres.  Whilst not requiring EPA approval to operate, these plants must be operated to
comply with the Environmental Management and Pollution Control Act 1994.

The three categories of sewage treatment, which indicate the degree to which sewage is
treated, are:

 Primary treatment: essentially involves screening of solids and allowing a proportion of
suspended solids and organic matter to settle from the wastewater.

 Secondary treatment: takes primary treated effluent and, with the aid of mechanical
biological processes, breaks down a further proportion of the dissolved or suspended
organic matter to a form that reduces its environmental impact if discharged.

 Tertiary treatment: takes secondary treated effluent and further treats it using techniques
such as flocculation, coagulation, clarification and filtration to remove nutrients
(ie. nitrogen and phosphorus) and further reduce the remaining organic material and
harmful microorganisms.

Whilst the majority of the sewerage system is designed to collect, transport, treat and
discharge wastewater only, a combined sewerage and stormwater system services the inner
suburbs of the city of Launceston.

In this system sewage and stormwater are both conveyed in the same pipe system, which
complicates the regulatory arrangement as sewerage is regulated and stormwater is not –
see discussion in next section.
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BLW is currently working to improve services by planning significant capital expenditure to
overcome the environmental damage caused by ageing wastewater treatment plants, as
Regulatory non-compliance of wastewater treatment plants is a major issue.

In addition to effluent discharge limits, most wastewater treatment plant licences have
conditions relating to flow measuring, frequency of effluent monitoring, frequency of
reporting, provision of documents such as operational management plans, sludge
management plans, emergency management plans and other investigations or studies
required e.g. inflow/infiltration and/or reuse.

Even when compliant with effluent discharge limits, most treatment plants are non-compliant
in regards to at least one other condition (and have been for a number of years). Given the
number of non-compliances with licence conditions this is likely to remain the case for some
time. BLW is urgently working to address those matters.

A number of treatment plants have similar licence conditions with which they are non
compliant and these conditions will be addressed across BLW, rather than treatment plant by
treatment plant. This will allow BLW to include other treatment plants where a particular
licence condition does not currently apply, as well as Level 1 wastewater treatment plants if
applicable.

Further, significant resources have been invested in the development of a Greater
Launceston Sewerage Strategy which provides a “road map” for future management of
wastewater in the greater Launceston area through assessing a range of potential options to
provide the optimal outcomes.

The Strategy involves assessment of the sewerage systems and seven wastewater
treatment plants located throughout the greater Launceston area and development of a
framework for the future management of wastewater in that area for the next 50 years.

Across the board improvements are already being delivered through improved operation of
the plants and significant operational expenditure is occurring on ambient monitoring to
establish environmental baselines.

Level 2 Tertiary Treatment Wastewater Treatment Plants
BLW operates two Level 2 tertiary treatment wastewater treatment plants:

1. St. Helens Wastewater Treatment Plant: Constructed: 2009; Capacity: 1.5 ML/day.
2. Westbury Wastewater Treatment Plant: Constructed: 1972; Capacity: 600 kL/day.

A brief description of each treatment plant, its location, area serviced, technology, regulatory
level, treatment level, number of customers and volume of wastewater treated is provided in
Attachment 3 Wastewater Treatment Plants – Level 2 Tertiary Treatment.

Level 2 Secondary Treatment Wastewater Treatment Plants
BLW operates twenty-five Level 2 secondary treatment wastewater treatment plants:

1. Ti-Tree Bend Wastewater Treatment Plant: Constructed: 1972; Capacity: 25 ML/day.
2. Hoblers Bridge Wastewater Treatment Plant: Constructed: 1959; Capacity: 4.12 ML/day.
3. Norwood Wastewater Treatment Plant: Constructed: 1978; Capacity: 4.05 ML/day.
4. Newnham Wastewater Treatment Plant: Constructed: 1968; Capacity: 3.92 ML/day.
5. George Town Wastewater Treatment Plant: Constructed: 1992; Capacity: 3.6 ML/day.
6. Scottsdale Wastewater Treatment Plant: Constructed: 1969; Capacity: 3.2 ML/day.
7. Longford Wastewater Treatment Plant: Constructed: 1965; Capacity: 2.7 ML/day.
8. Riverside Wastewater Treatment Plant: Constructed: 1968; Capacity: 1.9 ML/day.
9. Prospect Vale Wastewater Treatment Plant: Constructed: 1972; Capacity: 1.4 ML/day.
10. Bridport Wastewater Treatment Plant: Constructed: 1978; Capacity: 1.4 ML/day.
11. Carrick Wastewater Treatment Plant: Constructed: 1973; Capacity: 624 kL/day.
12. Deloraine Wastewater Treatment Plant: Constructed: 1972; Capacity: 600 kL/day.
13. Legana Wastewater Treatment Plant: Constructed: 1981; Capacity: 540 kL/day.
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14. Beauty Point Wastewater Treatment Plant: Constructed: 1981; Capacity: 540 kL/day.
15. Perth Wastewater Treatment Plant: Constructed: 1973; Capacity: 450 kL/day.
16. Beaconsfield Wastewater Treatment Plant: Constructed: 1980; Capacity: 400 kL/day.
17. Evandale Wastewater Treatment Plant: Constructed: 1976; Capacity: 375 kL/day.
18. Cressy Wastewater Treatment Plant: Constructed: 1976; Capacity: 375 kL/day.
19. Campbell Town Wastewater Treatment Plant: Constructed: 1978; Capacity: 325 kL/day
20. Scamander Wastewater Treatment Plant: Constructed: 1991; Capacity: 240 kL/day.
21. St. Marys Wastewater Treatment Plant: Constructed: 1984; Capacity: 190 kL/day.
22. Exeter Wastewater Treatment Plant: Constructed: 1984; Capacity: 150 kL/day.
23. Lilydale Wastewater Treatment Plant: Constructed: 1975; Capacity: 135 kL/day.
24. Fingal Wastewater Treatment Plant: Constructed: 1984; Capacity: 125 kL/day.
25. Stieglitz Wastewater Treatment Plant: Constructed: 1991; Capacity: 110 kL/day.

A brief description of each treatment plant, its location, area serviced, technology, regulatory
level, treatment level, number of customers and volume of wastewater treated is provided in
Attachment 4 Wastewater Treatment Plants – Level 2 Secondary Treatment.

Level 1 Secondary Treatment Wastewater Treatment Plants
BLW operates eight Level 1 secondary treatment wastewater treatment plants:

1. Ross Wastewater Treatment Plant: Constructed: 1978; Capacity: 120 kL/day.
2. Western Junction Wastewater Treatment Plant: Constructed: 1982; Capacity: 100 kL/day.
3. Bell Buoy Beach Wastewater Treatment Plant: Constructed: 2006; Capacity: 57 kL/day.
4. Kalangadoo Wastewater Treatment Plant: Constructed: 1986; Capacity: 30 kL/day.
5. Conara Wastewater Treatment Plant: Constructed: 1968; Capacity: 30 kL/day.
6. Ansons Bay No. 2 Wastewater Treatment Plant: Constructed: 2004; Capacity: 25 kL/day.
7. Nile Wastewater Treatment Plant: Constructed: 1992; Capacity: 20 kL/day.
8. Ansons Bay No. 1 Wastewater Treatment Plant: Constructed: 2004; Capacity: 4 kL/day.

A brief description of each treatment plant, its location, area serviced, technology, regulatory
level, treatment level, number of customers and volume of wastewater treated is provided in
Attachment 5 Wastewater Treatment Plants – Level 1 Secondary Treatment. The status of
these treatment plants is under ongoing review reviewing following installation of flow meters.

2.5.3 Unregulated Services
The assets and related operating costs of unregulated activities are excluded from any
calculations of the Regulated Asset Base and the corresponding regulated revenue
requirement.

Under the Water and Sewerage Industry Act 2008 a "regulated service" means the provision
of a water service or a sewerage service by a regulated entity. This includes any ancillary
activities such as are charged through miscellaneous fees and charges.

Further, under Section 31 of the Act the Minister may specify any activity to be or not to be a
regulated activity and, accordingly, the Minister has issued Water and Sewerage Industry
Declaration Order 2011 which in Clause 3 states:
 The activity of providing a service for the collection or use of stormwater is declared to not be a

regulated activity.
 The activity of providing a service for the recycling of water is declared to not be a regulated

activity
 The activity of providing a service for the re-use of water is declared to not be a regulated activity.
 Subclauses (1), (2) and (3) apply in relation to a service whether or not the service is provided

through infrastructure that is used for the collection of sewage.

Other than the activities specifically declared by the Minister to “not be regulated activities”,
unregulated activities are essentially those undertaken in a competitive environment
providing a similar or equivalent service.

BLW’s unregulated activities are:
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 Stormwater service – delivered through the Launceston combined sewerage and
stormwater system;

 Untreated water to wayside customers – delivered through the system infrastructure to a
small number of incidental wayside customers;

 Irrigation water – delivered through the system infrastructure to a small number of
irrigation customers;

 Treatment services to waste carters – “tankered” waste is accepted from third party
service providers at some wastewater facilities;

 Treated water to water carters – compliant drinking water is supplied to third party water
carters who provide “tankered” water to customers outside of BLW’s serviced areas; and

 Re-use schemes – are specifically declared by the Minister to be an unregulated activity.
However, whilst re-use schemes are operated by BLW they are fundamentally operated
not for profit, but as the lowest cost means of disposal of treated effluent.

It is noted that should BLW undertake the activities of trucking water to and sewage away
from sites then it would be engaging in an unregulated activity as water cartage and sewage
cartage vehicles are not "infrastructure" as defined in the Water and Sewerage Industry Act
2008.

Launceston Combined System (Stormwater Component)
BLW owns and operates a combined sewerage and stormwater system in the central area of
Launceston that dates from the 1860’s. The Minister’s Order makes it clear that the
stormwater service component of the combined system is not a regulated service, however,
the sewerage service component is a regulated service.

Accordingly, the stormwater component needs to be separated from the combined system in
order to determine the correct sewerage Regulated Asset Base. But the assets of the
combined system are substantially indivisible as sewage and stormwater are conveyed from
customers to treatment facilities in the same pipes.

As it is impossible to undertake true separation on an asset by asset basis a theoretical
approach must be applied. The separation basis is theoretical “optimisation” – effectively,
the combined system must be optimised to determine the asset requirements to service only
regulated sewerage customers.

This work has been undertaken and the total value of the combined system is $134.68M,
valued at depreciated optimised replacement cost.  The optimised sewerage asset value as
a component of this total is $58.90M and this has been included in the Regulatory Asset
Base.

The remaining asset value (ie. stormwater asset value) of $75.78M and relevant costs and
returns are to be recouped from stormwater customers of the combined system. As
stormwater is an unregulated service this will, in the absence of regulatory amendment,
occur outside the scope of price regulation by the Economic Regulator.

Untreated Water to Waysider Customers
BLW makes an untreated water supply accessible to a small number of wayside customers,
usually located upstream of water treatment facilities.  The basis of the supply is untreated
(ie. non-potable) water not for drinking, with appropriate notices provided to customers.

This supply is incidental to BLW’s normal operations.

Irrigation Water
BLW earns a small amount of revenue from irrigation water supplied to certain customers
under limited circumstances and with no surety of supply.

There is no separate irrigation infrastructure as the supply is made available from BLW’s
water supply treatment and distribution infrastructure.
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Treatment Services to Sewage Carters
BLW may accept waste from third party sewage carters for treatment and disposal at certain
wastewater facilities. There is a competitive environment for such services, including
acceptance of such waste at landfills.

Whilst BLW permits sewage carters to dispose of sewage, this is conducted solely by third
parties and access to infrastructure is solely at BLW’s discretion.

Treated Water to Water Carters
BLW supplies water to third party water carters for purposes such as road construction.

The market into which this water is sold is competitive as these users have other means of
sourcing water, including through securing their own extraction rights and from other water
corporations.

Whilst BLW permits water carters to purchase water, this is conducted solely by third parties
and access to infrastructure is solely at BLW’s discretion

Re-use Schemes
Assessment of the viability of re-use schemes as a first option is a requirement of the
Environment Protection Authority’s approval process for wastewater treatment.

BLW has thirteen re-use schemes that were established by Councils from Commonwealth
funds, often with a small contribution from land owners.  The schemes’ assets variously
include small dams, pumps, pipes, tanks and pivot sprinklers.

There are varying degrees of formality in the contractual relationships established by the
agreements, with some not being formalised at all. The re-use scheme assets are often
constructed on the land owner’s property and in a number of instances ownership will revert
to the landowner on completion of the agreement.

The remaining lives of the agreements vary and as a consequence BLW is managing a
degree of risk in relation to the ongoing operation of the schemes.

BLW operates the following disposal re-use schemes:
Disposal Re-use Schemes

Scheme Infrastructure End use Operation Expiry
Annual Fee

$
Volumetric Rate

$
Capacity

ML/annum
Beauty Point Pump & pipes Farm Full 2018 nil $36.02/ML 252
Exeter Dam on private land Golf course Partial 2017 nil $40.38/ML 48
Legana Dam on private land Farm Full 2022 nil $37.13/ML 196
Riverside Small dam Golf Partial open ended nil nil As required
Stieglitz Travelling irrigator Bush block Full open ended nil nil ~50
Scamander Spray system Golf Full 2027 nil nil 48-76
St Marys Dam & pivot Farm Full no agreement nil nil 25-40

Bridport Tanks at golf course Golf course Partial 2012 nil nil As required

Cressy nilnil 63+/-50%Dam & pivot Full
Perth nilnil 140+/-50%Dam & pivot Full
Evandale nilnil 70+/-50%Dam & pivot Full
Campbell Town nilnil 70+/-50%Dam & pivot Full

Lilydale $44.25ML$2,823pa2028 37Dam at WWTP Full

2023
2022
2021
2024

Farm

Farm
Farm
Farm
Farm

These re-use schemes do not generate a profit as there is little or no market for the re-used
water and it is delivered to the recipient free of charge or for a nominal amount.  The primary
purpose for these re-use schemes is land disposal of treated effluent.

Accordingly, the re-use schemes are fundamentally “disposal” schemes and the revenues,
expenses and assets are all part of the delivery of regulated sewerage services.
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2.6 CONTEXT OF SUBMISSION

2.6.1 Regulatory Framework Overview
The following is an illustrative overview of the regulatory framework applying to BLW:

The Water and Sewerage Industry Act 2008 provides a regulatory framework covering the
provision of water and sewerage services and is similar to utility regulatory frameworks in
place in other jurisdictions.

The Regulators are:
 Tasmanian Economic Regulator
 Director of Public Health
 Director, Environmental Protection Authority
 Council Environmental Health Officers
 Department of Primary Industries, Parks Water and Environment
 Ombudsman

Tasmanian Economic Regulator
The Economic Regulator's primary functions under the Industry Act are to:
 administer the licensing of the water and sewerage corporations;
 monitor and report to the Minister on compliance with licence conditions and obligations;
 establish and administer the Customer Service Code;
 regulate prices, terms and conditions for regulated services;
 monitor and report on the performance of the water and sewerage industry; and
 undertake inquiries in relation to the regulation of the water and sewerage industry.
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Director of Public Health
The functions of the Director of Public Health, as administered by the Department of Health
and Human Services in relation to the provision of drinking water services, are to:
 protect public health with respect to the supply of drinking water and to develop and

implement strategies to promote and improve public health;
 establish drinking water quality performance standards;
 monitor performance against standards and the Public Health Act 1997 (and its

associated Tasmanian Drinking Water Quality Guidelines 2005), Fluoridation Act 1968,
Fluoridation Regulations 1999 and Australian Drinking Water Guidelines 2004; and

 report on and enforce compliance.

Director, Environment Protection Authority
The functions of the Tasmanian Environment Protection Authority (EPA) in relation to the
water and sewerage sector include the assessment and regulation of significant wastewater
treatment plants.  These are defined as Level 2 wastewater treatment plants, being plants
with a capacity of at least 100 kL of an average dry-weather flow per day of sewage or
wastewater. EPA’s responsibilities in relation to these plants include:
 undertaking environmental impact assessments in relation to proposals for new plants or

significant changes to existing plants;
 developing legally binding environmental conditions for approved plants, which are

included as part of the planning permit or as a stand-alone environment protection notice;
and

 ensuring compliance with environmental conditions, largely through collection and
evaluation of data on specified discharge limits and the impacts on the receiving
environment.

Council Environmental Health Officers
Councils are responsible for regulating smaller Level 1 WWTPs as well as on-site treatment
systems including septic tanks and the sewerage reticulation network.  This is managed
through Councils’ Environmental Health Officers.

Department of Primary Industries, Parks, Water and the Environment
The Urban Water Policy Unit in the Department of Primary Industries, Parks, Water and the
Environment was established to develop and coordinate policies relating to the regulation of
the water and sewerage industry and to support the Minister in fulfilling functions required
under the Industry Act. The Minister’s responsibilities under that Act include:
 making declarations regarding what is not a regulated service;
 granting interim exemptions from the requirement to be licensed;
 setting penalties and annual licence fees;
 issuing emergency directions in order to deal with serious risks to public health or safety,

or to deal with the likelihood of environmental harm arising from the provision of a
regulated activity;

 declaring a regulated entity to be the “reserve supplier” for a particular area of operation;
and

 directing the Regulator to conduct inquiries, review codes and report on matters for which
the Minister requires a report.

The Water Resources Division within the Department plays an important water management,
planning and regulatory role for the State’s water resources, including the administration and
enforcement of the Water Management Act 1999.

The functions of the Division, with regard to the water and sewerage sector, include the
assessment, regulation and enforcement of water allocation licensing and dam permits to
ensure the sustainable and equitable use of Tasmania’s water resources.
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Ombudsman
Under the new regulatory framework, a customer who is not satisfied with the outcome of his
or her complaint under the regulated entity‟s customer complaints process may make a
complaint about that outcome to the Ombudsman under the Ombudsman Act 1978.

Under section 77 of the Industry Act, it is a condition of a regulated entity's licence, under
which a regulated entity provides regulated services to customers, that the regulated entity
comply with any recommendations made by the Ombudsman relating to a complaint
involving the regulated entity and a customer.

2.6.2 Key Assumptions
This Plan has been prepared based on a number of assumptions applied to various financial
models. The key assumptions applied are:
 General Costs:  Costs will increase in line with a Consumer Price Index (CPI) of 3.0% per

annum;
 Opex Efficiency Factor:  Operational expenditure will increase at CPI minus 1%,

reflecting a cumulative real 1% annual productivity gain. (Operational expenditure
excludes depreciation and finance costs);

 Labour costs:  Employment costs will increase by 4% per annum;
 Electricity costs: Electricity costs will increase by 10% in 2011/12, 5% in 2012/13 and 3%

in 2013/14;
 Regulatory costs: Regulatory compliance costs will significantly increase with additional

licence fees and testing and monitoring costs;
 Average Domestic Water Consumption:  Water consumption for a standard 20mm

domestic connection is assumed to be 200 kilolitres (ie. 200,000 litres) per year;
 Customer Growth:  Growth in residential connections is forecast to be 0.62% in 2012/13,

0.61% in 2013/14 and 0.60% in 2014/15 (consistent with forecasts used by the
Demographic Change Advisory Council);

 Third Party Contributions: Revenue from customer contributions and developer charges
will remain variable and is dependent on the level of development activity (ie. represented
by customer growth);

 Cost of Debt: Interest costs including the Government Guarantee Fee is assumed to be
8.5% per annum, in line with Tasmanian Public Finance Corporation forecasts; and

 Depreciation: Depreciation on the Regulated Asset Base is on a straight line basis
applied to the average balance of the Regulated Asset Base.

2.6.3 Shareholders’ Letter of Expectation (SLE)
BLW’s eight owner Councils have communicated their “high-level performance expectations
and strategic priorities” to BLW through a formal Shareholders’ Letter of Expectation (SLE).

The SLE reiterates the principal objectives of BLW as set down in the Water and Sewerage
Corporations Act 2008 (see Section 2.1 of this Plan) and specifies an additional expectation
that BLW will:
“... uphold the original principles of structural reform in order that it maintains a capability and
governance structure to manage the water resource, the water supply and sewerage services in a
sustainable manner, taking account of economic, environmental and social benefits including the
improvement of drinking water quality across the region”.

The SLE sets out the owner Councils’ expectations regarding BLW establishing appropriate
governance, planning, service delivery, risk management, financial and reporting
arrangements. Of particular ongoing and significant financial impact is the owner Councils’
dividend expectation that:
“22.2.  As a benchmark, the Corporation should adopt a dividend distribution target of at least 50 per
cent of net profit after tax.”
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Also, the attachment to the SLE entitled “Dividend Policy Guidelines for Water and Sewerage
Corporations” states that:
“Broadly, the owners expect the Corporation to achieve returns that are comparable to alternative
investments of similar risk and pay dividends that appropriately reflect these returns.

It is important to note that whilst the Water and Sewerage Corporations Act 2008 also provides for the
payment of guarantee fees and income tax equivalents, these are expenses incurred by the
Corporation that are paid on the basis of competitive neutrality principles and therefore do not
represent nor constitute a return on the owners’ equity investment.  Thus, dividends are viewed in
isolation of these expenses when assessing the annual performance of a Corporation.”

And further, in relation to dividend smoothing:
“As dividends are an important source of revenue for owners, Corporations are expected to manage
transitory changes in earnings such that a reasonably stable stream of dividends is achieved

For the purposes of recommending a dividend, and in recognition of the fact that reported profit is not
always supported by cash flows, there may be times when it is considered appropriate by the Board to
adopt a dividend smoothing arrangement...

Dividend smoothing, by nature, may occasionally require a Corporation to pay dividends in excess of
current year profits, which would be met through dividends previously retained.”

BLW has attempted to balance these expectations with its obligations to customers,
regulators and other stakeholders and has established a dividend distribution target of at
least 50% of after tax profit, adjusted to reflect any abnormal profit items including
Government Grants and assets contributed by third parties.

Further, it should be noted that the SLE requires that BLW honour any concessions granted
to not for profit organisations for a period of three years from 1 July 2009 until 30 June 2012.
Should these concessions be discontinued the amounts being paid as concessions would
flow back to Owner Councils through dividends. Accordingly, as provided for by the SLE,
BLW is considering the removal of concessions.

2.6.4 Key Themes/Intentions
The key themes/intents of this Plan can be illustrated as:

Minimise Price
Shocks

Achieve
Equitable

Pricing

Capex
Program

Service
Delivery

Achieve Return
on Assets/
Dividends
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Accordingly, the key objectives of this Price and Service Plan are to:
 deliver on our customer service standards – one of the key drivers of the industry reform

process is to improve service delivery to customers through operational and capital
improvements.  This Plan commences the transition to meeting the Economic Regulator’s
minimum customer service standards;

 deliver on the capital expenditure program – to bring infrastructure up to standard through
a prioritised approach negotiated with the industry regulators in order to improve drinking
water quality and to overcome environmental damage caused by ageing wastewater
treatment plants;

 commence the transition towards achieving a commercial return on assets – achieving a
commercial return is key to achieving full cost recovery and business sustainability and to
meeting owners’ minimum dividend expectations;

 minimise price shocks to customers – it is critical to set price paths which balance
delivering all other key objectives against making price increases tolerable to customers,
who are dealing with a range of cost of living pressures; and

 commence the transition towards equitable pricing – equitable pricing is not just postage
stamp pricing, but also includes the removal of significant cross-subsidies and the
transition to a consistent pricing structure.  This will take some time.

Every action undertaken by BLW in any area requires consideration of the effects of that
action on all of the other areas. In minimising price shocks the effect of that minimisation
(i.e. lower revenues) must be carefully balanced against the competing imperatives of
improving service delivery, fulfilling the capital expenditure programme and returning
dividends to owner Councils.

Whilst the gap from current revenue levels to full cost recovery is substantial (see Section 5),
BLW has, based on feedback and input, decided that the key driver is minimising price
shocks to customers. This means establishing a price transition path comprising tolerable
regular price increases that will, over time, move all customers to their correct target tariff
(discussed in detail in Section 7) whilst managing to balance all other competing demands.
The key variable underlying this approach is time.

The decision that minimising price shocks to customers is the key driver has been made in
response to input from customers, significant public feedback/input, submissions to the
Regulator, submissions to the Treasurer and input from owner Councils.

It is clear that should any one of the other four key themes/intents be given priority then the
impact on customers would be substantial and intolerable price increases (price shocks) with
corresponding damage to our reputation and the social wellbeing of our community.
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3 CUSTOMER CONSULTATION

3.1 CONSULTATION ON DRAFT SUBMISSION
BLW has consulted with relevant stakeholders including customers, industry regulators,
owner Councils, developers, welfare and community organisations, the Tasmanian
Government and the general community.

This section deals with consultation with all stakeholders except for consultation with
regulators, which is dealt with separately at Section 4.3.

Consultation has been severely hampered by factors which have all contributed significantly
to the uncertain environment in which the Plan has been developed, specifically:

 uncertainty surrounding the State Government’s 5% price cap revenue support which
was not finalised until the State Budget on 16 June 2011, with removal of the cap and
revised revenue support arrangements of approximately $1M in 2011/12, $0.5M in
2012/13 and thereafter nothing;

 corresponding amendments to the Interim Price Order as ultimately reflected in a new
Order issued on 1 July 2011, affecting the 2011/12 “starting point” for assessments of
revenues to be determined through this Plan;

 delays in finalising the Water and Sewerage Industry (Pricing And Related Matters)
Regulations 2011, which were ultimately released on 22 September 2011; and

 a corresponding delay in release of Price and Service Plan Guidelines which set out the
essential requirements of this Plan, and which must be based on the Pricing Regulations.
Draft Guidelines were issued for public comment on 23 September 2011 and finalised on
21 October 2011.  Note that this Plan is required to be submitted to the Economic
Regulator on or before 31 October 2011.

The following communication and consultation activities were variously undertaken to ensure
customers/stakeholders are appropriately consulted:

 release of information for public consultation and feedback;
 consultation with Customer Reference Group;
 radio interviews;
 media releases and associated coverage in local newspapers paper;
 question and answer fact sheets;
 briefings with owner Councils;
 website information;
 customer surveys; and
 customer consultation.

In particular, on 19 July 2011 the Executive Summary of this Plan (in earlier draft form) was
released for a four week period of public feedback.

The release received extensive television, radio and newspaper coverage and some welfare
and community organisations sought and received individual briefings with the Chief
Executive Officer.

Ultimately, however, only eleven individuals, sports associations and community
organisations submitted feedback within the feedback period.

The following table summarises BLW’s consultation with customers and other stakeholders
(excluding industry regulators) on this Plan setting out the information provided, how it was
provided, timelines applying and actions that followed:
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Customer/Stakeholder Consultation
Information Provided Stakeholder Name Method Provided/Accessibility Timeliness Time Given to

Respond
Action

Taken/Response
Executive Summary of
Draft Price and Service
Plan (PSP) and
Frequently Asked
Questions information
brochure

All stakeholders -
residential customers,
business customers,
developers, general
community, community
organisations,
government, regulators,
staff, owners.

Information was made available on
BLW's website and by contacting
BLW directly.  The release of the Draft
PSP Summary was accompanied by
a media release and print and
electronic media interviews.
Advertisements were placed in The
Examiner advising of the
commencement of a 4 week public
feedback period.  Information
sessions and discussions were held
with representatives of the Tasmanian
welfare and not for profit sector and
with BLW's Customer Reference
Group

BLW aimed to provide
interested parties
sufficent time to review
and respond to the
content of the Executive
Summary of the Draft
PSP Plan by releasing it
on 19 July 2011 and
taking feedback until 16
August 2011.  This
provided time to review
the Draft PSP prior to its
submission to the
Economic Regulator by
30 September 2011
(since amended to 31
October 2011).  (Note -
the State Government
did not release final
Pricing Regulations until
September 2011).

Four weeks: 19
July 2011 until
16 August 2011

All feedback was
reviewed by
management, the Board
and the Customer
Reference Group and it
was considered that the
points raised were
substantially familiar
ones to BLW and had
already been taken into
account in development
of this Plan.  Further,
the general content and
the small number of the
submissions was
indicative of a general
acceptance of the Plan
by the broader
community.
Accordingly, no
substantial amendment
was made to the Plan.

Pricing methodology for
developer charges

Developers Letters; briefings; meetings; telephone
calls; web access to policy.

As policy was
developed

Advice Only Two-way feedback and
discussion.

Various detailed briefings
on all aspects of BLW,
including its operations,
assets, pricing
proposals

Owner's
Representatives,
Council General
Managers, Local
Government Association
of Tasmania

Meetings, briefings, hearings,
discussions, emails, letters, phone
discussions, submissions.

As important issues
have arisen; as
requested; as required;
ad hoc.

Dependent on
the issues.

Two-way feedback was
considered and acted
upon as appropriate.

Discussions/briefings on
intended directions
regarding pricing.

Community
Organisations

Discussions/briefings with CEOs. As requested by
Community
Organisations.

Mainly an
information
gathering
session.

Two-way feedback and
discussion.

Sought customers'
views on a range of
issues.

Customers/Community Customer Surveys During 2010 Mainly an
information
gathering
session.

We listened to and
applied the feedback.

Responses to various
queries regarding
pricing, billing etc

Customers/Community Call centre Immediate response. Calls were
responded to.

Details recorded and
considered.

3.2 TARGETED CONSULTATION
Targeted consultation also occurred with focus groups and BLW’s Customer Reference
Group:

Focus Groups

In early 2010 Sweeney Research was engaged by Ben Lomond Water, Cradle Mountain
Water and Southern Water to undertake qualitative research to, among other things, inform
decisions in relation to pricing strategies and transition plans. Research on the views of
residential customers was undertaken through the conducting of two focus groups in each of
Burnie, Hobart and Launceston.

Research on the views of commercial customers was undertaken through in-depth interviews
of business customers in Burnie (2), Hobart (3) and Launceston (4).  It was a criterion that all
participants had to have had some general level of familiarity with the water and sewerage
reforms.

Key issues identified from the research were:

 Community and business strongly believed that ‘someone’ needed to step in to address
infrastructure problems, as they weren’t being addressed by Councils.  Councils had let
the problems grow, had failed to take responsibility and had used the revenue for other
purposes;
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 Recognition that the Corporations are accountable for addressing and resolving issues
they have inherited and that there is a narrow window of opportunity where they will
receive some latitude to transition and address the problems;

 Whilst there is some optimism and hope that the Corporations will provide the leadership
required, there is also a considerable amount of anxiety and frustration;

 To deliver on the reforms the Corporations need to:
o clearly demonstrate their commitment to managing the water and sewerage needs

of the community and the pricing of the services;
o consolidate services to avoid duplication; and
o provide consistency in services and pricing structures.

These issues were taken into account in the development of this Plan.

Customer Reference Group

Consultation occurred with BLW’s Customer Reference Group, formed from members of the
community selected after a public advertisement and subsequent interview process.

The Group is a forum for open discussion between BLW, the appointed community
representatives and other interested parties with the aim of incorporating the community
voice into decision making processes.

In anticipation of the public release of the Executive Summary of this Plan (in earlier draft
form), BLW discussed with the Group the background issues affecting the Plan’s
development, the key themes/issues of the Plan and the tensions that exist between:
 investing to replace ageing infrastructure (capital expenditure);
 the costs of improving service delivery and regulatory compliance;
 owner Councils’ expectations of a steady dividend stream;
 the need to move to equitable pricing; and
 the capacity of customers to pay the full price (managed by minimising price shocks).

The Group considered these matters in detail and considered the approach set down in this
Plan to be reasonable and appropriate.  With specific reference to minimising price shocks,
the Group considered the price increases to be tolerable.

3.3 KEY ISSUES FROM CUSTOMER SURVEYS
Whilst the release of the Executive Summary received extensive media coverage only eleven
individuals, sports associations and community organisations submitted feedback.

Significantly, none of this feedback specifically criticised the direction set out in this Plan in
relation to the transition to full cost recovery, nor were any alternatives proposed.

The following major points were variously made:

General

 water is an essential service and must remain affordable;
 there is a need for improvements in service and infrastructure, particularly converting

non-potable supplies to potable supplies;
 current customers should not have to pay for the underinvestment of past decades;
 other councils had allowed infrastructure to fall in to disrepair and it is unfair for residents

of the submitter’s council to be forced to pay more as a result;
 improvements are really possible only through increasing revenue; and
 region-wide (ie. postage stamp) target tariffs are fair and equitable.

Cost Control/Efficiency

 not enough has been done to reduce costs to limit price increases; and
 charges would not need to increase if BLW was more efficient, particularly if billing

occurred in a timelier and more efficient manner.
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Pricing/Capacity to Pay

 price increases are because of the introduction of the Federal Government’s carbon tax;
 proposed charges for vacant land are exorbitant;
 bowls clubs with relatively high water usage and an ageing demographic should be given

special consideration in pricing policies;
 customers have only a limited ability to reduce bills through behaviour changes as a

result of the structure of the fixed and variable charges;
 low income earners and other welfare recipients may not be able to absorb the increased

costs;
 concern at removal of the concessionary compensation provided by the State

Government; and
 annual increases of 10% are too high when applied on top of the increases set by the

Interim Price Order.

Dividends to Councils

 dividends should not be paid to councils, particularly when prices are rising and
significant investment is needed to bring services and infrastructure to levels that meet
regulatory requirements.

This feedback was reviewed by management, the Board and the Customer Reference Group
and it was considered that the points raised were substantially familiar to BLW and had
already been taken into account in development of this Plan.

Further, the general content and the small number of the submissions was assessed as
indicative of a general acceptance of the Plan by the broader community.

A late submission was received from Northern Midlands Council providing feedback that the
Council had passed a resolution, also reported in the press, “that any future increase to fixed
or variable charges for water and sewerage services should be linked to CPI price rises”.

Again, this feedback had already been considered in depth by BLW in the development of
this Plan.  The impact on customers is a significant consideration, but it must be balanced
against the funding required to deliver regulatory compliance and replace ageing assets and
ensure the ongoing viability of the industry.  BLW believes it has achieved the correct
balance.
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4 SERVICE OBLIGATIONS

4.1 INTRODUCTION AND OVERVIEW
BLW’s primary objective is to improve standards of service and supply to our customers to a
level which meets or exceeds parameters set out in the Customer Service Code issued by
the Office of the Tasmanian Economic Regulator in July 2010. BLW is required to achieve
the Customer Service Code’s minimum service standards within the second pricing period,
currently scheduled to commence on 1 July 2015.

In this Plan, improvements in customer service standards and regulatory compliance
underpin operating and capital expenditure and flow through to revenues derived from tariffs
and prices. Transitional customer service standards have been developed to underpin
service standards and price outcomes during this first regulatory period.

4.2 INDUSTRY REGULATORY OBLIGATIONS

4.2.1 Public Health
The Health Regulator has issued the Tasmanian Drinking Water Quality Guidelines under
the Public Health Act 1997 which, among other things, requires:
 each water authority to have a current copy of the Australian Drinking Water Quality

Guidelines;
 appropriate sampling and testing regimes;
 notification to the Director in circumstances where a drinking water supply may be a

threat to public health;
 where appropriate, issuing of boil water alerts;
 preparation of a Drinking Water Quality Management Plan, to be reviewed and updated

annually; and
 preparation of an annual drinking water quality report.

The Health Regulator expects BLW to achieve full compliance with all requirements of the
Public Health Act 1997 and the Fluoridation Act 1968 and, until this is achieved, to develop
and implement strategies to deal with non-compliance. To this end a Compliance
Implementation Plan (CIP) (Attachment 5) was signed with all regulators in October 2009.

Section 7 of the CIP specifically deals with compliance implementation with health regulation
and required preparation of a number of reports and management plans in relation to the
non-compliant drinking water schemes and non-compliant fluoridation systems. In particular,
BLW has developed a Drinking Water Quality Management plan which outlines areas of high
risk and proposes projects and mitigation measures to address these risks.

Under Section 7, the Health Regulator has developed a public health risk priority project list
to provide guidance to BLW in determining project priorities. The public health risk priority
project list is one of the key drivers to BLW’s capital expenditure program.

Management of all water systems is undertaken using the risk management principles of the
Australian Drinking Water Guidelines (ADWG). The risk management approach is based on
the completion of a comprehensive risk assessment which assesses the entire system.
Performance is verified through a comprehensive testing program.

Regulatory compliance of drinking water and fluoridation systems requires significant capital
investment. Refer to Section 5.3.5 for discussion and detail relating to BLW’s water capital
expenditure programme.

4.2.2 Environmental
The Tasmanian Environment Protection Authority (EPA) administers and enforces the
provisions of the Environmental Management and Pollution Control Act 1994 (EMPCA) to
prevent, reduce and remediate environmental harm.
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EMPCA, the State Policy on Water Quality Management 1997 and the Emission Limit
Guidelines for Sewage Treatment Plants that Discharge Pollutants into Fresh and Marine
Waters 2001 require that wastewater treatment plants in Tasmania comply with the
requirements for best practice environmental management and move toward implementing
accepted modern technology.

It is BLW’s objective, through close consultation with EPA, to achieve full compliance with
these requirements.  However, the timeframe for compliance of individual wastewater
treatment plants will vary as full regulatory compliance of wastewater systems requires
significant operational and capital investment.

The objectives of the Water and Sewerage Industry Act 2008 (which established BLW),
EMPCA and the State Policy on Water Quality Management are:

Water and Sewerage Industry Act 2008:
Part 2 Section 5
“To protect the long term interests of customers and to provide for the safe, environmentally
responsible, efficient and sustainable provision of reliable and secure water services and sewerage
services to the Tasmanian community.”

Environmental Management and Pollution Control Act 1994, Schedule 1 Part 2 (selected
list):
 to prevent environmental degradation and adverse risks to human and ecosystem health ...;
 to regulate, reduce or eliminate the discharge of pollutants and hazardous substances to air, land

or water consistent with maintaining environmental quality;
 to require persons engaging in polluting activities to make progressive environmental

improvements ...;
 to provide for the monitoring and reporting of environmental quality on a regular basis;
 to adopt a precautionary approach when assessing environmental risk ...; and
 to co-ordinate all activities as are necessary to protect, restore or improve the Tasmanian

environment.

State Policy on Water Quality Management 1997, Part 2, Section 6:
 focus water quality management on the achievement of water quality objectives which will

maintain or enhance water quality ...;
 ensure that diffuse source and point source pollution does not prejudice the achievement of water

quality objectives and that pollutants discharged to waterways are reduced as far as is reasonable
and practical by the use of best practice environmental management;

 ensure that efficient and effective water quality monitoring programs are carried out and that the
responsibility for monitoring is shared by those who use and benefit from the resource, including
polluters, who should bear an appropriate share of the costs arising from their activities, water
resource managers and the community;

 facilitate and promote integrated catchment management ...; and
 apply the precautionary principle to Part 4 of this Policy.

In its Environmental Policy (see Attachment 14) BLW states its objective is:

... to protect the environment by conducting all operations in accordance with the principles
of its policies and procedures, Environmental Management System, operating licences and
environmental legislation and regulations. The Corporation’s policy on the Environment is
“No Harm”.

Further, BLW states its commitment to complying with relevant statutory and agreed
environmental requirements, operating in a manner that minimises pollution and
environmental impacts, continually improve environmental management and to involve
stakeholders in projects that have environmental impact or risk. To this end, and recognising
that due to the extent of issues to be addressed full compliance cannot be achieved in the
immediate term, BLW has prepared and implemented a Wastewater Management Plan in
consultation with the EPA. The Wastewater Management Plan includes:

 flow metering and inflow screening at multiple sites;
 capital and operational improvements to pump stations;
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 development of Pump Station, Biosolids Management and Blue Green Algae
Management Plans;

 development of the Greater Launceston Wastewater Strategy;
 improvement options assessment for Beaconsfield Wastewater Treatment Plant;
 various site reviews;
 emergency power supply at Ti - Tree Bend Wastewater Treatment Plant;
 electronic control and switchboard improvements; and
 approvals process for upgrade works at Deloraine Wastewater Treatment Plant.

Regulatory compliance of wastewater systems requires significant capital investment.  Refer
to Section 5.3.6 for detail relating to BLW’s wastewater (sewerage) capital expenditure

4.2.3 Dam Safety
Dams are defined as those structures covered by the Tasmanian Water Management (Safety
of Dams) Regulations 2003, which are administered by the Dam Safety Section of the Water
Resources Division of the Department of Primary Industries, Parks, Water and Environment.

Under the Regulations owners of existing dams are required to ensure dam safety through
ongoing structured programs of safety management, as required by the Water Management
Act 1999 and the Regulations, incorporating the national Guidelines on Dam Safety
Management developed by the Australian National Committee on Large Dams (ANCOLD).

The ANCOLD Guidelines require owners for each of their dams, and their dam portfolio, to:
 operate and maintain dams in a safe manner;
 determine and regularly review Dam Hazard Categories;
 implement appropriate dam surveillance programs;
 prepare and test dam safety emergency plans;
 where relevant, provide warning information and inundation maps to appropriate

emergency agencies to assist their downstream emergency planning;
 engage suitably qualified and experienced personnel for dam inspections and works;
 put in place suitable corporate governance structures and internal reporting processes;
 undertake dam safety reviews at appropriate times; and
 ensure risk profiles are available and risks are addressed on a priority and urgency basis.

BLW‘s Dam Safety Management Plan applies the ANCOLD Guidelines to the portfolio of
dams managed by BLW. BLW has seventy dam sites of which thirty-four are related to
sewerage treatment, thirty-five are water supply related and one, Margaret St Detention
Basin, is a stormwater detention basin in the combined sewerage area of Launceston. The
hazard rating profile of BLW’s dam portfolio is:
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 development of Pump Station, Biosolids Management and Blue Green Algae
Management Plans;

 development of the Greater Launceston Wastewater Strategy;
 improvement options assessment for Beaconsfield Wastewater Treatment Plant;
 various site reviews;
 emergency power supply at Ti - Tree Bend Wastewater Treatment Plant;
 electronic control and switchboard improvements; and
 approvals process for upgrade works at Deloraine Wastewater Treatment Plant.

Regulatory compliance of wastewater systems requires significant capital investment.  Refer
to Section 5.3.6 for detail relating to BLW’s wastewater (sewerage) capital expenditure
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Dams are defined as those structures covered by the Tasmanian Water Management (Safety
of Dams) Regulations 2003, which are administered by the Dam Safety Section of the Water
Resources Division of the Department of Primary Industries, Parks, Water and Environment.

Under the Regulations owners of existing dams are required to ensure dam safety through
ongoing structured programs of safety management, as required by the Water Management
Act 1999 and the Regulations, incorporating the national Guidelines on Dam Safety
Management developed by the Australian National Committee on Large Dams (ANCOLD).

The ANCOLD Guidelines require owners for each of their dams, and their dam portfolio, to:
 operate and maintain dams in a safe manner;
 determine and regularly review Dam Hazard Categories;
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The two dams with High C ratings are:

Name Size (ML) Risk

Curries Dam, Bell Bay 12,000.0 High C (HTC)

Westbury Storage Dam 230.0 High C (Entura)

The BLW Dam Safety Management Plan establishes a program of rolling dam safety
compliance activities, predicated on allocating a higher priority to dams with higher hazard
categories, larger storage volumes and/or known deficiencies. The major dam safety
management activities undertaken by BLW include:
 in-service dam monitoring;

 safety reviews;

 5 yearly comprehensive surveillance reports;

 ongoing risk assessments;

 improved operations and maintenance processes;

 education and training of staff;

 proper keeping of records (including drawings and plans) and management of
information; and

 preparation of dam safety and emergency management plans.

Regulatory compliance of dams requires ongoing review, maintenance, operational and
capital spending. Also refer to Section 5.3.7.

4.2.4 Customer Service Standards
The need for improved levels of customer service was one of the key drivers of the industry
reform process and to this end the Economic Regulator, on 1 July 2010, issued the
Tasmanian Water and Sewerage Industry Customer Service Code. Whilst the Code is
applicable from 1 July 2010, the “Commencement” section specifies that certain Clauses are
to apply from 1 July 2011.  These Clauses acknowledge the difficulty in implementing a
regional billing system and relate to meter reading, billing processes, some of the content of
bills, presentation of customer usage, security deposits, dishonoured payments and service
and billing history.

The Code specifies the minimum standards and conditions of service and supply with which
BLW must comply in providing regulated services to customers.  It requires that BLW:
 meet the customer-related standards, procedures, practices and conditions as set out in

the Code;
 develop and comply with a Customer Charter issued in accordance with the Code; and
 include within the Customer Charter transitional service standards approved by the

Economic Regulator.

In normal circumstances minimum service standards are developed through consultation
with customers. However, due to the lack of data on customer service levels in Tasmania,
the Economic Regulator adopted an alternative approach and determined the standards
using benchmarking based on existing service standards within Victoria. These are set down
in Schedule 1 of the Customer Service Code.

It should be noted that these minimum service standards represent an average service level
outcome, with a review by the Economic Regulator in 2013 to examine the scope to adopt
differential service standards.

The Customer Service Code acknowledges that BLW will take time to meet the minimum
service standards and requires BLW to use its best endeavours to achieve them as soon as
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possible. Irrespective, BLW must comply with the minimum service standards within the
second pricing period scheduled to commence on 1 July 2015.

In the interim, BLW is required to establish transitional service standards demonstrating how
each of the minimum service standards will be achieved.  The minimum service standards
set by the Economic Regulator in the Customer Service Code are set out below with BLW’s
proposed transitional customer service standards:
WAT ER
T ransitional Customer Serv ice  Standards -
Average across all of BLW

2nd

Pricing
Period

M inimum Serv ice  Standards - Water

Customer
Serv ice

Code
M inimum
Standard 2012/13 2013/14 2014/15

After
2014/15

Unplanned water supply interruptions (per 100km
of water m ain) 32 40 36 32 32
Average tim e taken to attend bursts and leaks –
Priority 1* (m inutes) 30 60 45 30 30
Average tim e taken to attend bursts and leaks –
Priority 2* (m inutes) 120 120 120 120 120
Average tim e taken to attend bursts and leaks –
Priority 3* (m inutes) 1,440 1,440 1,440 1,440 1,440

Average frequency of unplanned water supply
interruptions (total num ber of custom ers affected
by each interruption/num ber of water custom ers) 0.10 0.25 0.20 0.15 0.10

Average frequency of planned water supply
interruptions (total num ber of custom ers affected
by each interruption/num ber of water custom ers) 0.10 0.25 0.20 0.15 0.10
Average unplanned custom er m inutes off water
supply (m inutes) 20 20 20 20 20
Average planned custom er m inutes off water
supply (m inutes) 15 15 15 15 15
Average duration of unplanned water supply
interruption (m inutes) 100 100 100 100 100
Average duration of planned water supply
interruption (m inutes) 180 300 240 180 180
Unplanned water supply interruptions restored
within 5 hours (per cent) 98 75 85 90 98
Planned water supply interruptions restored
within 5 hours (per cent) 95 75 85 90 95
Num ber of custom ers receiving m ore than 5
unplanned water supply interruptions in a
financial year (num ber) 0 0 0 0 0
Unaccounted for water (per cent) 10 25 25 20 10

1st Pricing Period

* Priority 1: is a b urst or leak  that causes, or has potentia l to cause, sub stantia l dam age or harm  to custom ers, water quality,
flow rate, property or environm ent.

*Priority 2: is a b urst or a leak  that causes, or has the potentia l to cause, m inor dam age or harm  to custom ers, water quality,
flow rate, property or environm ent.

*Priority 3: is a b urst or leak  that causes no discernab le im pact on custom ers, property or the environm ent.
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WAST EWAT ER (SEWERAG E)
T ransitional Custome r Se rv ice  Standards -
Av e rage  across all of BLW

2nd

Pricing
Pe riod

M inimum Se rv ice  Standards - Se we rage

Custome r
Se rv ice

Code 2012/13 2013/14 2014/15
Afte r

2014/15
Sewer breaks and chokes (and spills ) (per
100km  of sewer m ain) 28 28 28 28 28
Average tim e to attend sewer spills , breaks and
chokes  (m inutes ) 41 45 43 41 41

Average sewerage service interruption (m inutes ) 150 240 180 150 150
Sewerage spills contained w ithin 5 hours (per
cent) 99 95 97 99 99
Cus tom ers receiving m ore than 3 sewerage
service interruptions  per year 0 0 0 0 0

CUST O M ER CO M PLAINT S/RESPO NSE
T ransitional Custome r Se rv ice  Standards -
Av e rage  across all of BLW

2nd

Pricing
Pe riod

M inimum Se rv ice  Standards - Custome rs

Custome r
Se rv ice

Code 2012/13 2013/14 2014/15
Afte r

2014/15
Total water and sewerage com plaints (per 1000
properties ) 9 9 9 9 9
W ater and sewerage com plaints to O m budsm an
(per 1000 cus tom ers ) 0.50 0.50 0.50 0.50 0.50
Percentage of calls answered by an operator
w ithin 30 seconds 90 70 80 90 90

1st Pricing Pe riod

1st Pricing Pe riod

Performance will be reviewed against these defined transitional customer service standards
and targets with a view to assessing the extent to which additional expenditure is required to
maintain or improve existing services and/or to assess whether apparent efficient cost gains
are being achieved at the expense of service standards to customers.

The Code states that the review of minimum service standards by 30 June 2013 will examine
scope for differential service standards, either between or within regions, to reflect different
customer expectations and the different cost of service delivery across geographical areas.
This is consistent with BLW’s “postage stamp pricing” philosophy which, in addition to nodal
price signals for development being delivered through developer and headworks charges,
will reflect nodal pricing differences for service provision through differential service levels
rather than differential prices.

Further, for purposes of the compliance with the Customer Service Code, BLW’s minimum
flow rate is the flow rate that applied to a customer at the time of transferring to BLW, subject
to ongoing assessment and review of system capability and to improvements that are being
made to the system on an ongoing basis.

4.2.5 Service Introduction
Service extension, service expansion and service introduction are the different ways in which
BLW will facilitate the provision of and connection to water and sewerage services.  These
terms are sometimes used interchangeably, however there are important distinctions:
 Service Extension means the lengthening of water or sewerage infrastructure to allow

connection, with the subsequent connection able to be catered for by current system
capacity (ie extension can only occur within Serviced Land);

 Service Expansion means development of a property or development requiring
augmentation of water and sewerage infrastructure which cannot be catered for by
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current system capacity.  Subdivisional works or significant change of use is classed as
requiring infrastructure expansion; and

 Service Introduction means the introduction of new water and/or sewerage services to
towns or localities with only onsite services, e.g. septic tanks, rainwater tanks.

BLW has different terms and conditions for customers depending on whether the
circumstances are of the water and sewerage infrastructure being an extension within
serviced land, expansion within serviced land, expansion outside serviced land or a new
service to areas with only on-site services. These are set out in detail in BLW’s Service
Extension and Expansion Policy (refer Attachment 11). (Related policies are the Customer
Connection Policy (refer Attachment 10) and Developer Charges Policy (Attachment 9)).

It is noted that service introduction must occur in accordance with the Tasmanian
Government’s Service Extension Policy, if developed. However, if there is no Government
policy in place requiring service introduction, BLW will assess the introduction of services in
accordance with the Service Extension and Expansion Policy.

In summary (refer to the Policy for detail) BLW will, among other things, only introduce the
service where it is commercially viable (with or without third party funding), where the
absence of the service means environmental harm and/or public health issues of a high
impact or on a wide scale and where community consultation achieves majority support.

4.3 CONSULTATION WITH INDUSTRY REGULATORS
BLW consulted extensively with industry regulators including the Environment Protection
Authority, Department of Health and Human Services, Department of Primary Industries,
Parks, Water and the Environment, the Economic Regulator and the Department of Treasury
and Finance. Consultation with industry regulators underlies the capital expenditure program
set out in this Plan.

The industry regulators and the corporations recognise that, due to competing priorities and
limited resources, full regulatory compliance is not immediately achievable and that
compliance risk must be managed by applying limited resources to the highest priorities. To
this end, a condition of the Interim Licence issued to BLW in June 2009 (subsequently
replaced, effective 1 July 2011, with a Water and Sewerage Licence) was development of a
Compliance Implementation Plan.

The Compliance Implementation Plan, addressing compliance with legislative, regulatory and
licence obligations, was subsequently developed in consultation with Economic Regulator,
the Director of Public Health and the Director, Environment Protection Authority and focuses
on specific compliance strategies, to be undertaken in accordance with a range of
management plans to be prepared within set timelines.

Significant effort has been made to form a cooperative relationship with all industry
regulators, both on a formal and informal basis, and to ensure clear and open lines of
communication. BLW has an “open door” policy regarding dealings with the Regulators and
will continue to respond to all queries in a prompt and complete manner. Extensive high
level (regulator to CEO) and officer level consultation with industry regulators was
fundamental to the development of the various plans required as input to the detailed
development of this Plan.  Consultation focussed, in particular, on water and wastewater
capital works prioritisation.

A Regulatory Implementation Committee (RIC) has been formed comprising all industry
regulators and the CEOs of BLW, Cradle Mountain Water and Southern Water. The RIC
meets regularly and is a key forum for consultation and, in particular, the Terms of Reference
include “discuss cross-sectoral priorities for infrastructure capital expenditure as required.”

Further, BLW is also a member of the Regulatory Implementation Committee Working Group
(RICWG), formed of officers of the parties comprising the RIC, which builds on the RIC
consultation by cooperatively researching and sounding out issues.
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Significant consultation has occurred with the Economic Regulator in relation to the form,
content and approach of this Price and Service Plan, particularly as reflected in the key
themes, objectives and pricing principles. The following table summarises BLW’s
consultation with industry regulators on this Plan setting out the information provided, how it
was provided, timelines applying and actions that followed:
Consultation with Industry Regulators
Information Provided Stakeholder Name Method Provided/Accessibility T imeliness Time Given to

Respond
Action

Taken/Response
Executive Summary of
Draft Price and Service
Plan (PSP) and
Frequently Asked
Questions information
brochure

All stakeholders -
residential customers,
business customers,
developers, general
community, community
organisations,
government, regulators,
staff, owners.

Information was made available on
BLW 's website and by contacting
BLW  directly.  The release of the Draft
PSP Summary was accompanied by
a media release and print and
electronic media interviews.
Advertisements were placed in The
Examiner advising of the
commencement of a 4 week public
feedback period.  Information
sessions and discussions were held
with representatives of the Tasmanian
welfare and not for profit sector and
with BLW 's Customer Reference
Group

BLW  aimed to provide
interested parties
sufficent time to review
and respond to the
content of the Executive
Summary of the Draft
PSP Plan by releasing it
on 19 July 2011 and
taking feedback until 16
August 2011.  This
provided time to review
the Draft PSP prior to its
submission to the
Economic Regulator by
30 September 2011
(since amended to 31
October 2011).  (Note -
the State Government
did not release final
Pricing Regulations until
September 2011).

Four weeks: 19
July 2011 until
16 August 2011

All feedback was
reviewed by
management, the Board
and the Customer
Reference Group and it
was considered that the
points raised were
substantially familiar
ones to BLW  and had
already been taken into
account in development
of this Plan.  Further,
the general content and
the small number of the
submissions was
indicative of a general
acceptance of the Plan
by the broader
community.
Accordingly, no
substantial amendment
was made to the Plan.

Draft Price and Service
Plan

Economic Regulator Formal submission of Draft Price and
Service Plan

Due to delays in release
of finalised Pricing
Regulations the original
submission date of 30
June 2011 has been
deferred until 31
October 2011.

As determined
by the Regulator
in accordance
with the W ater
and Sewerage
Industry Act
2008.

Plan submitted and
directions of Regulator
complied with.

Capital Expenditure
Planning

Environment Protection
Authority

Submission of W astewater
Management Plan.  Review of capital
expenditure Program in comparison to
capital expenditure priority framework
issued by the regulator.

Consultation occuurred
on many occasions,
culminating in a detailed
presentation on 9
August 2011.

Consultation
and input
occurred on an
ongoing and
regular basis
both at officer
level and at
regulator-to-
CEO level.

BLW  satisfied the
requirements of the
regulator.

Capital Expenditure
Planning

Department of Health
and Human Services

Submission of W ater Quality
Management Plan.  Review of capital
expenditure Program in comparison to
capital expenditure priority framework
issued by the regulator.

Consultation occuurred
on many occasions,
culminating in a detailed
presentation on 9
August 2011.

Consultation
and input
occurred on an
ongoing and
regular basis
both at officer
level and at
regulator-to-
CEO level.

BLW  satisfied the
requirements of the
regulator.

Capital Expenditure
Planning - Dams

Department Primary
Industries, Parks, W ater
and Environment

Presentation of Dam safety
Management Plan.  Review of dam
safety requirements in relation to the
capital expenditure Program.

Consultation occuurred
on many occasions,
culminating in a detailed
presentation on 9
August 2011.

Consultation
and input
occurred on an
ongoing and
regular basis
both at officer
level and at
regulator-to-
CEO level.

BLW  satisfied the
requirements of the
regulator.

Various detailed briefings
on all aspects of BLW ,
including its operations,
assets, pricing
proposals

Government officers,
Ministers, Members of
Parliament, House of
Assembly Select
Committee

Meetings, briefings, hearings,
discussions, emails, letters, phone
discussions, submissions.

As important issues
have arisen; as
requested; as required;
ad hoc.

Dependent on
the issues.

Two-way feedback was
considered and acted
upon as appropriate.

Various detailed briefings
on all aspects of BLW ,
including its operations,
assets, pricing
proposals

Owner's
Representatives,
Council General
Managers, Local
Government Association
of Tasmania

Meetings, briefings, hearings,
discussions, emails, letters, phone
discussions, submissions.

As important issues
have arisen; as
requested; as required;
ad hoc.

Dependent on
the issues.

Two-way feedback was
considered and acted
upon as appropriate.
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4.4 FINANCIAL HARDSHIP POLICY
BLW is required under section 6.4 of the Tasmanian Water and Sewerage Industry Customer
Service Code to have a Financial Hardship Policy. This policy has been developed and is
attached as Attachment 15.

The Policy applies to customers suffering financial hardship and who, as a consequence, are
having difficulty or expect in the future to have difficulty in paying their account.

The Policy recognises customers may experience times of financial hardship due to changes
in circumstances beyond their control.  The Policy affirms BLW’s commitment to helping
those customers who have the intent, but not the short term capacity to make payments in
accordance with the terms outlined on water and wastewater accounts.

The Policy is supported by a Customer Assistance Program providing a range of payment
and assistance options so customers may stay connected to their water and wastewater
services.

The Policy is based on the following values:

 All customers will be treated with dignity and respect;
 All customers will be treated in a non-judgmental way;
 All customers will be assisted to meet their financial commitments to BLW in a supportive

environment; and
 By its actions BLW will not add to the customer’s burden.
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5 REVENUE REQUIREMENTS

5.1 INTRODUCTION AND OVERVIEW
Annual revenue requirements are calculated in accordance with the pricing principles under
Section 68 of the Water and Sewerage Industry Act 2008 (refer Section 7.2 for details) and
the National Water Initiative (NWI) Pricing Principles. In line with these principles, the
National Water Commission requires that water and sewerage businesses recover revenues
that are at least equal to a “lower bound limit” and which achieve, or at least significantly
move towards ultimately achieving, an “upper bound limit” (full cost recovery).

The “lower bound limit” (short-term sustainability) is the amount of revenue required to meet:
 efficient operational, maintenance and administrative costs;
 debt servicing costs; and
 an annuity provision for asset replacement, refurbishment or future augmentation (asset

renewal annuity).

The “upper bound limit” (full cost recovery) is the amount of revenue required to meet, but
not exceed:
 efficient operational, maintenance and administrative costs;
 depreciation (return of capital); and
 a commercial risk-adjusted return on capital, calculated using a weighted average cost of

capital (WACC).

A “statutory limit” was introduced in mid-2011 by amendments to the Water and Sewerage
Industry Act 2008.  These amendments set a nominal 3% maximum return on equity for
assets transferred to BLW before 1 July 2011, essentially those assets transferred to BLW by
the owner Councils. This legislative capping of the return on equity results in a “statutory
limit” allowable revenue that falls between the lower and upper bound limits.

Accordingly, both the upper bound limit and statutory limit revenue requirements are
calculated by application of the “Building Block” methodology, which adds a return of assets
(ie depreciation) and a return on assets (ie. a weighted average cost of capital) to efficient
operating costs.

BLW’s lower, statutory and upper bound limits over the term of this Plan as calculated in
Sections 5.8 to 5.10 are:

2012/13
Revenue Limits Upper Statutory Lower

Real $2011/12 Revenue Limits ('000)  $101,678  $ 84,300  $ 69,565
Nominal Revenue Limits ('000)  $104,729  $ 86,829  $ 71,652
Nominal Forecast Revenue ('000)  $  64,027  $ 64,027  $ 64,027
Percentage of Nominal Revenue Limits 61% 74% 89%
Gap to Nominal Revenue Limits ('000)  $  40,702  $ 22,802  $   7,625

2013/14
Revenue Limits Upper Statutory Lower
Real $2011/12 Revenue Limits ('000)  $101,617  $ 84,767  $ 70,035
Nominal Revenue Limits ('000)  $107,806  $ 89,929  $ 74,301
Nominal Forecast Revenue ('000)  $  69,460  $ 69,460  $ 69,460
Percentage of Nominal Revenue Limits 64% 77% 93%
Gap to Nominal Revenue Limits ('000)  $  38,346  $ 20,469  $   4,841



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 51

2014/15
Revenue Limits Upper Statutory Lower
Real $2011/12 Revenue Limits ('000)  $101,834  $ 85,495  $ 70,405
Nominal Revenue Limits ('000)  $111,277  $ 93,423  $ 76,933
Nominal Forecast Revenue ('000)  $  74,225  $ 74,225  $ 74,225
Percentage of Nominal Revenue Limits 67% 79% 96%
Gap to Nominal Revenue Limits ('000)  $  37,052  $ 19,198  $   2,708

5.2 OPERATING EXPENDITURE

5.2.1 Summary
Efficient operational, maintenance and administrative costs are the first component in
determining upper, statutory and lower bound revenue limits. As these revenue limits apply
only to regulated activities any operating costs associated with unregulated activities, for
example stormwater, have been identified and separated out.

Further, regulated activities are separated in to water and sewerage and then further
separated into key drivers of labour costs and non-labour costs and all reconciled to audited
financial statements and/or corporate plans.

Templates submitted to the Economic Regulator have been compiled on this basis and are
attached as Attachment 6.

In summary, BLW’s operating expenditure in real 2011/12 values over the life of this Plan is
$39.500M in 2012/13, $39.241M in 2013/14 and $39.431M in 2014/15.

5.2.2 Justification of Split of Operating Expenditure by Key Drivers
BLW has assessed the nature and substance of operating expenditure in order to separate
regulated operating, maintenance and administrative expenditure from unregulated operating
expenditure. This separation is directly related to identification of those assets that are
identified as being regulated or unregulated.

Costs are primarily allocated between regulated and unregulated services for direct costs by
job costing (time sheets, works orders and associated direct overheads) and for indirect
costs by assessment of marginal additional cost.

Through the same process regulated operating expenses are separated in to water and
sewerage components with administration costs allocated to water and sewerage activities
by a fifty-fifty split.  These costs are then further separated in to key drivers of labour and
non-labour costs.

As part of this process the regulated and unregulated components are reconciled to audited
financial statements and/or corporate plans.

Key assumptions in the development of the operating expenditure projections are set out in
Section 2.6.2.

Work continues on an ongoing basis in refining systems and processes to enable more
accurate ring-fencing of labour/non-labour costs and water/sewerage/other split of costs.

5.2.3 Productivity Initiatives
Cost control is a significant focus of BLW’s Board and Management.

Accordingly, BLW will, from 2012/13 onwards, limit annual operating cost increases to below
CPI through efficiencies of scale and efficiencies achieved through improved operations and
greater system integration.
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Specifically, operational expenditure will increase at CPI minus 1%, reflecting a cumulative
1% annual productivity gain. Operational expenditure excludes depreciation and finance
costs.

Particular areas of efficiency gains are in costs relating to staffing, chemicals, power,
materials and services, and through combined purchasing with the other Tasmanian water
corporations and Onstream

This productivity initiative will be implemented despite cost pressures from:
 Compliance – the costs of regulatory compliance are significant;
 Loan guarantee fees – are an additional impost on debt costs and are a premium on debt

costs that is paid to the owner Councils;
 Developing regional plans versus municipal plans – historically, planning occurred with

limited cooperation across Council boundaries, resulting in often sub-optimal Council-
centric solutions to more broader regional problems;

 Improving services – improving services through building new plants or upgrading
existing plants will often add to operating costs.

Construction of new facilities, improvements in services and improvements in compliance
incur additional labour and/or non-labour costs.

BLW’s capital expenditure program has been developed in consultation with industry
regulators and operational improvements to systems and processes are also being
implemented.  These initiatives increase costs and add to significant setup costs incurred in
the early years.

Nevertheless, economies of scale efficiencies are achievable over the disparate
arrangements that previously existed. Further, the establishment phase has incurred one-off
setup costs that will offset other increases. Accordingly, BLW believes the stated productivity
initiative is achievable.

5.2.4 Forecasts of Operating Expenditure
Operating expenditure forecasts incorporating the CPI-1% (excluding depreciation and
interest) productivity initiative are summarised below. More detailed analysis is incorporated
into the templates submitted to the Economic Regulator (Attachment 6).
Operations & Maintenance 2012-13 2013-14 2014-15
WATER $'000 $'000 $'000
O&M expense (non-labour) 12,257 12,411 12,845
O&M expense (labour) 8,325 8,650 8,952
Total forecast O&M expense (nominal) 20,583$ 21,061$ 21,798$
Total forecast O&M expense (Real$2011/12) 19,983$ 19,852$ 19,948$

Operations & Maintenance 2012-13 2013-14 2014-15
WASTEWATER $'000 $'000 $'000
O&M expense (non-labour) 11,972 12,122 12,546
O&M expense (labour) 8,131 8,448 8,744
Total forecast O&M expense (nominal) 20,102$ 20,570$ 21,289$
Total forecast O&M expense (Real$2011/12) 19,517$ 19,389$ 19,483$

Operations & Maintenance 2012-13 2013-14 2014-15
TOTAL $'000 $'000 $'000
O&M expense (non-labour) 24,229 24,533 25,391
O&M expense (labour) 16,456 17,098 17,696
Total forecast O&M expense (nominal) 40,685$ 41,631$ 43,087$
Total forecast O&M expense (Real$2011/12) 39,500$ 39,241$ 39,431$
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It is important to note that total forecast operations and maintenance costs are, in real terms,
lower in both years two and three than in year one.  This is by application of the CPI Minus
1% efficiency factor to non-financing, non-depreciation operating costs.

5.3 CAPITAL EXPENDITURE

5.3.1 Summary
The industry reform process was prompted by the need to improve regulatory compliance in
relation to public health, environmental and dam safety requirements. These imperatives
compete with internal demands for capital expenditure for occupational health and safety
compliance and facilities.

Managing compliance risk is the reason for agreement of a Compliance Implementation Plan
with industry regulators, out of which Capital Project Priority Lists have been received from
the Environment Protection Authority and the Department of Health and Human Services.

Drinking water compliance capital expenditure projects have been determined with close
reference to a priority project list provided by the Director of Public Health which aims to
improve public health outcomes by delivering treated water to a range of communities across
the region.

Wastewater compliance capital expenditure projects have been determined with close
reference to a priority framework provided by the Environmental Protection Authority. The
key aim is, over time, to deliver regulatory compliance for all wastewater treatment plants,
resulting in a considerable reduction in environmental impact.

BLW has developed a Drinking Water Quality Management Plan and a Wastewater
Management Plan based on the priorities provided by the Department of Health and Human
Services and the Environment Protection Authority.

These Plans provide a framework for managing BLW’s infrastructure to:
 ensure water and wastewater systems and networks are maintained at a safe and

functional standard;
 ensure that water and wastewater systems are managed in a sustainable manner;
 manage a capital works programme investing in both existing and new infrastructure and

addresses systems on boil water alerts and noncompliant wastewater systems; and
 achieve compliance for all systems and improving levels of service.

The price determination will authorise prices and therefore, either directly or indirectly, set the
revenues that will be available to fund, amongst other things, agreed capital expenditure
programs.

The capital expenditure program contained in this plan is $96.736M, as follows:

Compliance 25.975 24.790 24.270 75.035 77.6%
Growth 0.150 1.050 3.935 5.135 5.3%
Improvements 5.481 1.464 0.550 7.495 7.7%
Renewals 3.617 2.829 2.625 9.071 9.4%
Total 35.223 30.133 31.380 96.736 100.0%

Total Capex by Driver
2012-13

$m
2013-14

$m
2014-15

$m
Total
$m Percent
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77.6%

5.3%

7.7%

9.4%

Total Capex by Driver
(FY2013-2015 $96.736M)

Compliance

Growth

Improvements

Renewals

Accordingly, over the term of this Plan capital expenditure on compliance and improvements
totals $82.530M, which is 85.3% of the capital works program.  It should be noted that this
capital expenditure profile develops in a “bow wave” of renewals expenditure that will need to
be managed.

5.3.2 Capital Planning Process and Prioritisation
Capital planning has been conducted in close consultation with the industry Regulators and
their officers. Whilst it is recognised that, due to competing priorities and limited resources,
full regulatory compliance is not immediately achievable compliance risk must be managed
by applying limited resources to the highest priorities.

To this end a Compliance Implementation Plan, addressing compliance with legislative,
regulatory and licence obligations, was developed in consultation with Economic Regulator,
the Director of Public Health and the Director, Environment Protection Authority.  It focuses
on specific compliance strategies, to be undertaken in accordance with a range of
management plans to be prepared within set timelines.

In particular, BLW and the industry regulators have liaised closely regarding legal
compliance, regulation, priority capital works, operational improvements, customer service
levels, performance reporting, tariffs and pricing, customer financial impacts and
programming of activities.

With public health, environmental and dam safety compliance as the driver, capital
expenditure priority was given to:

 Works commenced or planned prior to the formation of the company.  Some of these like
the Distillery Creek water treatment plant are now complete and others such as the
Queechy sewage pumping station, Scamander water treatment plant and the Longford to
Cressy are nearing completion.  Others like the Campbell Town water treatment plant
have commenced;

 The drinking water compliance plan.  The plan was developed with guidance provided by
the Director of Public Health’s priority project list which aims to improve public health
outcomes by delivering treated water to a range of communities across the region.  The
delivery cost of some of these is very significant and further discussions with the Director
of Public Health are planned;
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 The wastewater management plan.  This plan is to be finalised by 30 June 2011.  This
plan is guided by a priority framework provided by the Environmental Protection
Authority.  The key aim is to provide compliance for all wastewater treatment plants over
time that will result in a considerable reduction in environmental impact.

 Development of a dam safety management plan;
 Development of an asset management plan;
 Adoption of a ‘No Spills’ policy by the board.  This policy aims to eliminate dry weather

sewage spills and requires considerable investment in improvements to sewage pumping
stations; and

 Adoption of a ‘No Harm’ policy by the board, which requires ongoing investment in
improving occupational health and safety as well as public safety.

Taking all of these into account, BLW’s overall capital planning process can be summarised
as follows:

5.3.3 Asset Management
BLW’s goal in managing infrastructure assets is to meet the required level of service in the
most cost effective manner for present and future customers. With this aim, the key
elements of infrastructure asset management are:
 Taking a life cycle approach;
 Developing cost-effective management strategies for the long term;

Capex
Plan

Asset
Management

Plan /
Renewals /
Dam Safety Agreed

Wastewater
Management

Plan

System
Improvements

eg SCADA

Regionalisation
eg Greater
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Sewerage
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Health &
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Capex Delivery
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 Providing a defined level of service and monitoring performance;
 Understanding and meeting the demands of growth through demand management and

infrastructure investment;
 Managing risks associated with asset failures;
 Sustainable use of physical resources; and
 Continuous improvement in asset management practices.

BLW has developed and implemented an Asset Management Plan incorporating the
aforementioned elements and meeting contemporary industry standards. The Asset
Management Plan provides a framework for understanding:
 assets that the Corporation owns and the services that it provides;
 present and future demands on the infrastructure assets that are critical for delivering the

organisation’s level of service to its customers and community;
 short term and long term financial commitments (both capital and operational) necessary

to maintain the assets and services that it provides;
 strategies and programs necessary to meet the long term provision of services;
 risk exposure associated with the potential failure of the assets to meet the expected

levels of service; and
 linkages necessary between strategic business objectives and the service that the assets

are delivering.

The Asset Management Plan brings together the improvement plans identified in the Drinking
Water Quality Management Plan and Waste Water Management Plan, dam safety
management incorporated in the Dam Safety Compliance Management Program, and an
infrastructure replacement profile.

5.3.4 Key Drivers of Capital Expenditure
The key drivers of capital expenditure are renewals, improvements, regulatory compliance
and growth. Capital expenditure detailed in this Plan has been categorised into these key
drivers, as follows:

 Renewals (R) – to replace existing assets and maintain existing customer service levels;
 Improvements (I) – to achieve improvements in customer service standards to the levels

set in this Plan; &
 Compliance (C) – to achieve regulatory compliance (health, environmental and dam

safety);
 Growth (G) – to meet customer growth.

Priority has been given to compliance in the first instance, closely followed by improvement
and/or renewals. To some extent the latter two factors will overlap given that the most
efficient form of improvement is often renewal of the asset.

Given that growth in the BLW area is relatively low, growth is not a significant driver of capital
expenditure.

5.3.5 Water Capital Expenditure by Key Driver
BLW’s water capital expenditure by key driver over the life of this Plan is summarised as
follows:

Compliance 18.700 5.337 0.000 24.037 62.6%
Growth 0.150 1.050 3.935 5.135 13.4%
Improvements 4.461 0.720 0.150 5.331 13.9%
Renewals 1.717 1.174 1.025 3.916 10.2%
Total 25.028 8.281 5.110 38.419 100.0%

PercentWater Capex by Driver
2012-13

$m
2013-14

$m
2014-15

$m
Total
$m
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62.6%
13.4%

13.9%

10.2%

Water Capex by Driver
(FY2013 - FY2015 $38.419M)

Compliance
Growth
Improvements
Renewals

BLW’s water capital works priorities since formation and through to the end of this Plan are
works committed (or effectively committed) prior to formation, drinking water compliance and
health and safety for staff and the general public.

Works committed (commenced or planned) prior to formation include a new Distillery Creek
water treatment plant, Scamander water treatment plant, Longford to Cressy pipeline and
Campbell Town water treatment plant.

Drinking water compliance capital expenditure projects have been determined with close
reference to a priority project list provided by the Director of Public Health which aims to
improve public health outcomes by delivering treated water to a range of communities across
the region.

Towns included in this list, including Scamander, Campbell Town, Ross and Cressy will be
provided with treated water as a result of projects already underway. Design work has
commenced to deliver treated water to Lilydale, Westbury and Hagley.

Preliminary investigations have also been undertaken on a number of other towns included in
the priority list. The delivery cost of some of these other towns is very significant and
ongoing discussions are occurring with the Director of Public Health.

Strengthened by the Board’s determination of a ‘No Harm’ policy, health and safety is a
major focus requiring significant ongoing investment in projects protecting the general public
and staff.

The detailed water capital expenditure program over the life of this Plan, identified by key
drivers – C=compliance, G=growth, I=improvements, R=Renewals – is:
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Water Capex by Driver ($nominal) 2012-13 2013-14 2014-15
Driver Project $'000 $'000 $'000
C Bracknell W ater Supply - W ater Treatment Plant 900
C Branxholm W ater Supply - W ater Treatment Plant 3,300
C Conara W ater Supply - W ater Treatment Plant 2,200
C Derby W ater Treatment - W ater Treatment Plant 2,200
C Epping Forest W ater Supply - W ater Treatment Plant 1,500
C Fingal W ater Supply - W ater Treatment Plant 2,400
C Mole Creek W ater Supply - W ater Treatment Plant 1,800
C Trunk Main - Summit Reservoir to Lilydale 4,000 1,400
C Trunk Main - W estbury to Exton 1,100
C W estbury / Hagley W ater Supply - W ater Treatment Plant 3,000 237
G Trunk Main - Casino to Devon Hills Reservoir 150 1,050 3,935
I Bridport Raw W ater Pump Station Upgrade 27
I Bridport W ater Treatment Plant - Chemical Storage and Treatment 150
I Distillery Creek W ater Treatment Plant - Miscellaneous Minor W orks 20
I Fluoride Pumps and Building Upgrades 55
I Longford System - Rechlorination Investigation and Upgrade 200
I Longford W ater Treatment Plant - Lime Dosing Upgrade 20
I Mount Leslie W ater Treatment Plant - Flocculation Tank 320
I Mount Leslie W ater Treatment Plant - Lime Batching W orks 200
I Nichols Street W ater Pump Station Decommissioning 150
I North Esk System - Rechlorination Investigation and Upgrade 200
I Reatta Road W ater Treatment Plant - Lime Batching 75
I Reatta Road W ater Treatment Plant - Paint Accelator and Replace W alkways 260
I St Helens System - Rechlorination Investigation and Upgrade 200
I St Helens W ater Treatment Plant - Miscellaneous Minor W orks 54
I St Marys W ater Treatment Plant Filter Shed 200
I W ater Meter Replacement with Automatic Meter Reading Technology 3,000
I W est Tamar System - Rechlorination Investigation and Upgrade 200
R Birralee Road, W estbury - W ater Main Replacement 100
R Box Street - Rondora Court, Rocherlea - W ater Main Replacement 120
R Conara W ater Supply - W ater Main Replacements and Upgrades 130
R Craigbourne Road - Johnstons Road, Hillwood - W ater Main Replacement 190
R Deloraine Raw W ater Pump Station - Replacement 160
R East Barrack Street, Deloraine - W ater Main Replacement 100
R Garfield Street, Launceston - W ater Main Replacement 160
R Gleadow Street, Fingal - W ater Main Replacement 82
R Harefield Rd, St Marys - W ater Main Replacement 80
R Herrick - W ater Main Replacement 10
R Hillwood Jetty Road, Hillwood - W ater Main Replacement 140
R King Street, Scottsdale - W ater Main Replacement 100
R Los Angelos Road, W indermere - W ater Main Replacement 75
R Main Street, St. Marys - W ater Main Replacement 150 150
R Merino Street, Kings Meadows - W ater Main Replacement 200
R Norwood Avenue, Norwood - W ater Main Replacement 20
R Regent Street, Launceston - W ater Main Replacement 100
R Rennie Court, Newstead - W ater Main Realignment 300
R Springfield, Scottsdale - W ater Main Replacement 100
R St. Marys (East) - W ater Main Upgrade 125
R Tasman Highway, Branxholm - W ater Main Replacement 120
R Tower Hill Street, Deloraine - W ater Main Upgrade 15
R W est Tamar Highway (Eden Street - Freeland Crescent) - Replace W ater Main 165 165 165
R W est Tamar Highway (Pomona Road - Ecclestone Road) - Replace W ater Main 150 150 150
R W indermere Road, W indermere - W ater Main Replacement 94 150

25,028 8,281 5,110

Major elements of the water capital expenditure program are:
 Westbury / Hagley / Exton / Water Supply Improvements ($6.4m) – A water treatment

and associated infrastructure will be built at Westbury to provide high quality drinking
water to Westbury and Hagley. Design work on the first stage has commenced and
construction is expected to be complete in 2012/13. Subsequently a pipeline will be
constructed between Westbury and Exton to provide treated water to Exton. This is also
planned to take place in 2012/13.
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 Lilydale Pipeline ($7.6m) – A pipeline will be constructed between the existing North Esk
trunk pipeline at Summit Reservoir and Lilydale. This will deliver treated water from the
existing Chimney Saddle treatment plant to Lilydale. Design work on this project has
commenced and construction is expected to be complete by 2013/14. This project also
has the capacity to provide reticulated water to Karoola and Lalla at some time in the
future.

 Small Towns Water Treatment ($14.0m) – In addition to the towns noted above it is
planned to provide treated water to Bracknell, Branxholm, Derby, Fingal and Mole Creek.
Works have also been examined for Conara and Epping although indicative costs are
very high ($3.7M) making viability of the project questionable.  They remain under review
but are unlikely to proceed.

 Miscellaneous Water Quality Improvements ($3.0M) – In addition to the direct provision
of treated water a range of other works are planned to improve water quality. These
include: -
o Roofing of all post disinfection reservoirs;
o Fluoridation control systems;
o Rechlorination of long length reticulation systems; and
o Miscellaneous upgrades of existing treatment plants.

 Water Metering Project ($3.0M) – In accordance with the Government’s requirement to
implement two part water pricing by July 2012, all unmetered water connections will be
metered. Approximately 95% of water connections are already metered but it is intended
that these be upgraded to Automated Meter Reading (AMR) meters which will provide a
substantially reduced meter reading cost. AMR meters also deliver the potential to
improve customer service through detailed consumption information that is expected to
assist customers eliminate in-house leaks and BLW to identify and rectify leakages within
the reticulation infrastructure.

5.3.6 Sewerage (Wastewater) Capital Expenditure by Key Driver
BLW’s waste water capital expenditure by key driver over the life of this Plan is summarised
as follows:

Compliance 6.775 18.953 23.770 49.498 98.1%
Growth 0.000 0.000 0.000 0.000 0.0%
Improvements 0.120 0.045 0.400 0.565 1.1%
Renewals 0.315 0.065 0.000 0.380 0.8%
Total 7.210 19.063 24.170 50.443 100.0%

Wastewater Capex
by Driver

2012-13
$m

2013-14
$m

2014-15
$m

Total
$m Percent

BLW’s wastewater capital works priorities since formation and through to the end of this Plan
are works committed (or effectively committed) prior to formation, wastewater compliance
and health and safety for staff and the general public.

Works committed (commenced or planned) prior to formation include Queechy sewage
pumping station.

Wastewater compliance capital expenditure projects have been determined with close
reference to a priority framework provided by the Environmental Protection Authority.

The key aim is, over time, to deliver regulatory compliance for all wastewater treatment
plants, resulting in a considerable reduction in environmental impact.

BLW’s capital expenditure on sewerage (wastewater) activities is significant and very heavily
focussed on compliance works:
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A significant component of this program is the development of a Greater Launceston
Sewerage Strategy (well advanced) which examines the future of the seven wastewater
plants currently servicing the greater Launceston area.

Further, the Board has determined a ‘No Spills’ policy which aims to eliminate dry weather
sewage spills and has initiated considerable investment in improvements to sewage pumping
stations.

Strengthened by the Board’s determination of a ‘No Harm’ policy, health and safety is a
major focus requiring ongoing investment in projects protecting the general public and staff.

The detailed waste water capital expenditure program over the life of this Plan is set out in
the following table, identified by key driver - C=compliance, G=growth, I=improvements,
R=Renewals:
Wastewater Capex by Driver ($nominal) 2012-13 2013-14 2014-15
Driver Project $'000 $'000 $'000
C Ainslie Sewer Pump Station (Low Head) 30 170
C Beaconsfield W astewater Treatment Plant - Upgrade 1,500 1,300
C Bowdens Road Sewer Pump Station (Hadspen) 150
C Bridport W astewater Treatment Plant - Process and effluent upgrades 300 1,800 1000
C Carrick W astewater Treatment Plant - Odour improvement 50
C Carrick W astewater Treatment Plant - Reuse Scheme 320
C Cleghorn Area Sewer Pump Stations (Riverside) 475
C Deloraine W astewater Treatment Plant - Upgrade 2,000 1,328
C Esplanade South Sewer Pump Station (George Town) 50 300
C George Town W astewater Treatment Plant - Aerators & Dissolved Oxygen Control 60 60
C George Town W astewater Treatment Plant - Sludge Drying Area 200
C George Town W astewater Treatment Plant - Upgrade/Bypass Reed Beds/Slag Pit 30
C Greater Launceston W astewater Strategy (Implementation) 1,000 10,000 20000
C Greater Launceston W astewater Strategy (Investigation) 100
C Jetty Road Sewer Pump Station (Stieglitz) 430
C Lagoon Beach Sewer Pump Station (Low Head) 30 70
(continued next page)

98.1%

0.0%

1.1% 0.8%

Wastewater Capex by Driver
(FY2013 - FY2015 $50.443M)

Compliance
Growth
Improvements
Renewals
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continued
Wastewater Capex by Driver ($nominal) 2012-13 2013-14 2014-15
Driver Project $'000 $'000 $'000
C Mowbray Street Sewer Pump Station (Invermay) 150
C Muddy Creek Sewer Pump Station (Legana) 340
C Murray Street Sewer Pump Station (Exeter) 100
C Nobelius Drive Sewer Pump Station - Overflow Storage (Legana) 50
C O'Connors Beach Sewer Pump Station (Stieglitz) 300
C Scamander W astewater Treatment Plant - Aerators and Reuse Pump Upgrade 25
C St Marys W astewater Treatment Plant - Capacity Review and Upgrade W orks 50 50
C Stock Route - South Sewer Pump Station (Cressy) 30 250
C Ti Tree Bend W astewater Treatment Plant - Odour improvement 500 2,000 2000
C Valley Street Sewer Pump Station (Trevallyn) 100
C W astewater Treatment Plant Screening 200 200
C W estern Junction/Evandale W astewater Treatment Plant - Strategy Implementation 100 300
I Bridport W astewater Treatment Plant - Increase Reuse Volume & Effluent Control 30
I Evandale W astewater Treatment Plant - Reuse Pump Upgrade 30
I Freeland Crescent - Benson Court, Riverside - Sewer Main Upgrade 400
I Punchbowl Road, Punchbowl - Sewer Main Upgrade 25
I Scottsdale W astewater Treatment Plant - Lime Dosing Improvements 20
I Ti Tree Bend W astewater Treatment Plant - Site Improvements 60
R Fairlea, St. Helens - Sewer Main Replacement 90
R Iliad Grove, St. Helens - Sewer Main Replacement 60
R Jet Cleaning Trailer 75
R Parklands Parade, Newnham - Sewer Main Upgrade 65
R Pen-Y-Bryn, Newstead - Sewer Main Replacement 25
R Powena Street, South Launceston - Sewer Main Replacement 65

7,210 19,063 24,170

Major elements of the waste water capital expenditure program are:
 Greater Launceston Sewerage Strategy ($31.1m) – Currently the greater Launceston

area is serviced by seven wastewater treatment plants, previously owned by three
Councils.  A review was undertaken to determine any efficiencies to be gained by a
rationalisation of the plants and to establish a framework for the future management of
wastewater in the greater Launceston area for the next 50 years. A number of options
are under consideration with the indicative investment required being in the order of
$160M to $250M.

 Deloraine Wastewater Treatment Plant ($3.8m) – A major upgrade of this treatment plant
is planned. Detailed design is expected to be carried out in 2011/12 with construction
completed in 2013/14.

 Beaconsfield Wastewater Treatment Plant ($3.0m) -- This plant requires significant work.
A proposal to develop a tree farm to provide full effluent reuse is currently being
examined. If this project proves not to be viable a major upgrade will be required with
either option expected to be completed in 2013/14.

 Bridport Wastewater Treatment Plant ($2.1m) – A project to improve the treatment
process and effluent discharge is expected to be completed in 2014/15.

 Miscellaneous Wastewater Improvements ($3.7m) – A range of improvements is planned
across a range of treatment plants intended to improve the effluent quality. These works
include: -
o Provision of aeration;
o Effluent reuse improvements;
o Treatment process improvements;
o Influent screening; and
o Inflow and outflow metering.

 Sewer Pump Station Improvements ($7.9m) – In accordance with the ‘No Spills’ policy a
program of sewer pump station upgrades has been developed. These are aimed at
reducing or eliminating the discharge of raw sewage from pump stations.

 SCADA Upgrading – A supervisory control and data acquisition (SCADA) strategy has
been developed and is being implemented. This will provide integration and upgrading of
the disparate SCADA systems, lead to improved information collection and ultimately
deliver improved operational efficiency.
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5.3.7 Dams Capital Expenditure by Key Driver
BLW’s Dam Safety Management Plan establishes a program of rolling dam safety
compliance activities, which as there are no high priority capital expenditure works required,
are principally the engagement of specialist consultants to undertake specific dam safety
surveillance inspections and safety reviews.

It is expected that these reviews will, due to past under-investment, generate significant
remedial works although at this stage there is insufficient information to definitively quantify
the costs. Accordingly, no dams capital expenditure has been identified as being required
over the life of this Plan.

5.3.8 Other Capital Expenditure by Key Driver
BLW’s other capital expenditure by key driver over the life of this Plan is summarised as
follows:

Compliance 0.500 0.500 0.500 1.500 19.1%
Growth 0.000 0.000 0.000 0.000 0.0%
Improvements 0.900 0.699 0.000 1.599 20.3%
Renewals 1.585 1.590 1.600 4.775 60.6%
Total 2.985 2.789 2.100 7.874 100.0%

PercentOther Capex by Driver
2012-13

$m
2013-14

$m
2014-15

$m
Total
$m

Major elements of the waste water capital expenditure program are occupational health and
safety improvements, plant replacement and ongoing SCADA upgrading.  These works are
apportioned 50.59% water and 49.41% wastewater.

The detailed other capital expenditure program over the life of this Plan is set out in the
following table, identified by key driver - C=compliance, G=growth, I=improvements,
R=Renewals:
Other Capex by Driver ($nominal) 2012-13 2013-14 2014-15
Driver Project $'000 $'000 $'000
C OH&S Improvements (Including site fencing) 500 500 500
I Regional Facilities Development 200
I SCADA Upgrade Other 200 189
I SCADA Upgrade Stage 3 500 510
R Electrical & Switchboards 200 200 200
R Minor Plant 125 200 200
R Plant Replacement 760 690 700
R Unidentified Miscellaneous Minor Works 500 500 500

2,985 2,789 2,100

5.4 DEPRECIATION
Depreciation reflects the consumption of useful life of an asset through the systematic
allocation of the depreciable amount of an asset over its useful life. The systematic
deduction of depreciation from an asset’s value should result in an adjusted value that fairly
reflects the remaining useful life of the asset.

In a regulatory sense, depreciation is sometimes referred to as a "return of assets" as it
reflects the rate at which the value of the investment in a certain asset is returned to the
investor through revenue earned from customers.

5.4.1 Assumptions
Whilst there are a number of alternative methodologies available, BLW has determined to
depreciate the Regulated Asset Base on a conventional straight-line basis based on the
regulated asset’s average useful life.
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As part of a major exercise carried out to revalue all of the assets handed over by owner
Councils to BLW at the time of formation, all of the asset lives were critically reviewed by
technical consultants working with the Corporation to determine appropriate average useful
lives. The average useful lives applied in depreciation calculations are:

 Dams/earthworks – 135 years
 Pipelines – 30 to 140 years, depending on materials/construction
 Civil/structural – 30 to 100 years, depending on materials/construction
 Other infrastructure – 5 to 40 years, depending on materials/construction,
 Buildings – 50 to 85 years, depending on materials/construction; &
 Other assets – 2 to 25 years, depending on materials, construction and nature of asset.

The actual age of assets in service was calculated from data provided to BLW by its former
owners and, where such data was not available, an average age for that asset type was
applied. Depreciation has been calculated on a straight-line basis based on the average
useful life of regulated assets.

For simplicity in determining the return of assets building block component, a single
depreciation rate has been applied to both new and existing assets, based on a weighted
average of the average useful lives of all existing and new assets, and with the weighting
based on the ratio of the value of existing to new assets.

5.5 REGULATED ASSET BASE

5.5.1 Summary
The “building block” approach is to be used to determine BLW’s revenue requirement. This
approach derives a full cost recovery revenue requirement to meet efficient operating and
maintenance costs, depreciation (return of capital/return of asset) and to provide a
commercial risk adjusted return on capital invested (return on capital/return on assets).

An appropriately valued asset base comprising only regulated (water and wastewater) assets
is fundamental to accurate depreciation and capital return calculations.

The building block approach derives an annual revenue requirement as follows:

Efficient operating costs

+
Regulated Asset Base

x
Weighted average cost of capital (%)

+
Regulated Asset Base

x
Weighted average depreciation rate (%)

=
Annual revenue requirement

5.5.2 Exclusion of Unregulated Activities
Unregulated assets are individually identified and separated from the Regulated Asset Base
and corresponding operating costs associated with the unregulated assets are removed from
any calculation of efficient operating costs of regulated activities.

BLW delivers a small number of unregulated services which are discussed in detail in
Section 2.5.3.  The relevant assets have been separated from the Regulated Asset Base and
relevant operating costs have been removed from the calculation of efficient operating costs.
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5.5.3 Removal of Capital Contributions
The Regulated Asset Base is adjusted to deduct amounts received, being cash and/or
assets, as contributions to capital.  These are usually assets created or transferred as a
result of service introduction charges, developer contributions, transferred assets and
grants/transfers from governments.

Only assets funded from capital provided by owners or lenders (through equity or
borrowings) are included in the Regulated Asset Base otherwise revenue would be
recovered from customers to pay for assets that were already fully funded. In effect, the
assets gifted or ultimately created as a result of the capital contribution are included in the
Regulated Asset Base but are “removed” through a deduction of the amount of the capital
contribution. Capital contributions expected to be received over the life of this Plan are
detailed in the table below, separated into the following categories:

 headworks capital contributions – that relate to system capacity and reflect the increased
demand new development place on systems; and

 reticulation works capital contributions – that relate to construction of new assets
eg. within a new sub-division.

Third party capital contributions over the three years are forecast to be:

THIRD PARTY CONTRIBUTIONS 2012-13 2013-14 2014-15
WATER $'000 $'000 $'001
3rd party contributions - headworks 377.00 392.00 405.50
3rd party contributions - cash for reticulation assets 0.00 0.00 0.00
3rd party contributions - reticulation assets 520.00 530.50 549.00
3rd party contributions - Govt grants 167.00 167.00 167.00
3rd party contributions - service introduction charges 0.00 0.00 0.00
3rd party contributions - Total (Nominal) 1,064.00$ 1,089.50$ 1,121.50$
Total forecast contributions (Real$2011/12) 1,033.01$ 1,026.96$ 1,026.33$

Forecast

THIRD PARTY CONTRIBUTIONS 2012-13 2013-14 2014-15
WASTEWATER $'000 $'000 $'001
3rd party contributions - headworks 377.00 392.00 405.50
3rd party contributions - cash for reticulation assets 0.00 0.00 0.00
3rd party contributions - reticulation assets 520.00 530.50 549.00
3rd party contributions - Govt grants 0.00 0.00 0.00
3rd party contributions - service introduction charges 0.00 0.00 0.00
3rd party contributions - Total (Nominal) 897.00$ 922.50$ 954.50$
Total forecast contributions (Real$2011/12) 870.87$ 869.54$ 873.50$

Forecast

5.5.4 Opening Value of Regulated Asset Base
The opening value of the Regulated Asset Base as at 1 July 2012, split between water and
wastewater assets, has been built up from BLW’s formation on 1 July 2009 and calculated as
follows:
 The Regulated Asset Base includes only regulated assets (water and wastewater) and

the exclusion of unregulated assets (eg. stormwater) is effected through optimisation
approach, being a determination of the value of regulated assets that would be required if
the unregulated assets did not exist;

 The opening value of the Regulated Asset Base is the Depreciated Optimised
Replacement Cost from the independent valuation conducted effective 1 July 2009,
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adjusted for depreciation, disposals, acquisitions and contributions of regulated assets in
2009/10, 2010/11 and 2011/12 to derive an opening RAB value at 1 July 2012;

 The detailed Regulated Asset Base schedule shows the Depreciated Optimised
Replacement Cost of regulated assets as at 1 July 2009, 1 July 2010 and 1 July 2011
prior to determining the 1 July 2012 opening balance for this Plan.  These amounts have,
in the relevant working papers, been reconciled to audited accounts; and

 The Regulated Asset Base excludes contributed assets, ie service introduction charges,
developer contributions (either cash or assets), gifted assets and grants/gifts from
governments.

For existing assets, the build up from 1 July 2009 determines a Regulated Asset Base at
1 July 2012 totalling $683.942M, calculated as follows:

Water (nominal)
Actual Actual Budget

EXISTING ASSETS 2009-10 2010-11 2011-12
BUILD UP OF OPENING RAB 1 JULY 2012 $'000 $'000 $'000
RAB opening balance 337,870.00 337,639.63 339,205.00

add: transferred assets (regulated assets only) 0.00 630.00 0.00
less: regulated disposals 91.00 201.00 125.00

regulated depreciation 10,449.96 10,831.41 11,106.87
RAB closing balance 327,329.04 327,237.22 327,973.14

add: indexation to $2011-12 10,310.59 11,967.78 8,339.73
RAB closing balance indexed 337,639.63 339,205.00 336,312.86

Wastewater (nominal)
Actual Actual Budget

EXISTING ASSETS 2009-10 2010-11 2011-12
BUILD UP OF OPENING RAB 1 JULY 2012 $'000 $'000 $'000
RAB opening balance 348,346.00 348,103.31 350,613.85

add: transferred assets (regulated assets only) 0.00 1,448.00 0.00
less: regulated disposals 99.00 111.00 125.00

regulated depreciation 10,773.89 11,180.99 11,479.15
RAB closing balance 337,473.11 338,259.32 339,009.70

add: indexation to $2011-12 10,630.20 12,354.53 8,620.29
RAB closing balance indexed 348,103.31 350,613.85 347,629.99

For new assets, the build up from 1 July 2009 determines a Regulated Asset Base at 1 July
2012 totalling $68.071M, comprising adjusted capital expenditure since BLW’s inception,
calculated as follows:

Water (nominal)
Actual Actual Budget

NEW ASSETS 2009-10 2010-11 2011-12
BUILD UP OF OPENING RAB 1 JULY 2012 $'000 $'000 $'000
RAB opening balance 8.00 8,681.98 17,498.12

add: regulated capex 9,716.00 9,776.00 25,834.00
less: regulated disposals 0.00 0.00 0.00

regulated depreciation 74.16 225.27 515.96
3rd party contributions 1,100.50 1,197.50 1,039.50

RAB closing balance 8,549.34 17,035.21 41,776.66
add: indexation 132.64 462.91 740.93

RAB closing balance indexed 8,681.98 17,498.12 42,517.59
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Wastewater (nominal)
Actual Actual Budget

NEW ASSETS 2009-10 2010-11 2011-12
BUILD UP OF OPENING RAB 1 JULY 2012 $'000 $'000 $'000
RAB opening balance 8.00 6,929.18 13,226.60

add: regulated capex 7,931.00 7,268.00 13,055.00
less: regulated disposals 0.00 0.00 0.00

regulated depreciation 59.20 173.47 334.09
3rd party contributions 1,056.50 1,153.50 872.50

RAB closing balance 6,823.30 12,870.21 25,075.01
add: indexation 105.89 356.39 478.77

RAB closing balance indexed 6,929.18 13,226.60 25,553.78

It should be noted that as a differential Weighted Average Cost of Capital is required to be
applied in determining the Statutory Limit (refer Section 5.9) it has been necessary to
differentiate between existing assets (ie. essentially, those assets transferred to BLW by the
owner Councils) and new assets (ie. those created by BLW). Accordingly, the total
Regulated Asset Base at 1 July 2012 is $752.014M (comprising water $378.830M and
wastewater $373.184M).

5.5.5 Projected Average Asset Values (Roll-Forward of RAB)
The Regulated Asset Base opening value at 1 July 2012 has been adjusted for depreciation,
disposals, acquisitions and contributions of regulated assets in 2012/13, 2013/14 and
2014/15 to calculate the Regulated Asset Base (RAB) at the beginning and end of each of
those financial years.

To recognise that transactions occur across a given financial year depreciation has been
calculated by applying the relevant average depreciation rate for existing assets and new
assets to the sum of the opening RAB value and fifty per cent of capital expenditure net of
third party capital contributions and asset disposals. The projected roll-forward of the RAB
for the term of this Plan, split between water and sewerage regulated services, is:
RAB SUMMARY (Roll-Forward) TOTAL
Real$2011/12 RAB (existing) RAB (new) RAB (existing) RAB (new) RAB

$'000 $'000 $'000 $'000 $'000
Opening Balance 1/7/2012 336,312.86 42,517.59 347,629.99 25,553.78 752,014.22
Indexation 2012/13 1.82 -370.26 1.82 -113.28 -479.90
Capex 2012/13 25,748.06 8,449.03 34,197.09
Third Party Contributions 2012/13 -1,064.00 -897.00 -1,961.00
Disposals 2012/13 -121.36 0.00 -121.36 0.00 -242.72
Depn 2012/13 -10,088.60 -911.24 -10,428.15 -487.89 -21,915.88
Closing Balance 30/6/2013 326,104.72 65,920.15 337,082.30 32,504.64 761,611.81
Indexation 2013/14 1.71 -116.85 1.71 -267.15 -380.56
Capex 2013/14 9,120.09 19,283.16 28,403.24
Third Party Contributions 2013/14 -1,089.50 -922.50 -2,012.00
Disposals 2013/14 -117.82 0.00 -117.82 0.00 -235.65
Depn 2013/14 -9,782.38 -1,164.62 -10,111.74 -692.52 -21,751.26
Closing Balance 30/6/2014 316,206.23 72,669.27 326,854.45 49,905.63 765,635.59
Indexation 2014/15 1.61 -63.73 1.61 -312.27 -372.77
Capex 2014/15 5,637.27 23,079.87 28,717.15
Third Party Contributions 2014/15 -1,121.50 -954.50 -2,076.00
Disposals 2014/15 -114.39 0.00 -114.39 0.00 -228.79
Depn 2014/15 -9,485.44 -1,248.25 -9,804.92 -1,013.54 -21,552.16
Closing Balance 30/6/2015 306,608.01 75,873.06 316,936.75 70,705.20 770,123.02

Water Wastewater
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5.6 RETURN ON CAPITAL (WEIGHTED AVERAGE COST OF CAPITAL - WACC)
Return on capital, calculated by multiplying the average Regulated Asset Base by the
Weighted Average Cost of Capital (WACC), is one of the building blocks in calculating the
upper bound (full cost recovery) revenue limit and the statutory revenue limit.

The required return on capital for any given financial year is determined by applying a WACC
to the average Regulated Asset Base.  The WACC is the rate of return equivalent to that
required by the market to invest in a given business, weighted by the return required by the
two sources of funding available to the business (equity and debt) and the proportion of each
source used by the business. The formula for calculating the real pre-tax Weighted Average
Cost of Capital is:
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Where:

Re = Cost of equity (post-tax)

= )RfRm(*eRf 

Rd = Pre–tax cost of debt

Rm = Market return

Rf = Risk free rate

t = Corporate tax rate

βe = Equity beta

D = Gearing Ratio

i = forecast inflation

 = Gamma - represents the proportion of imputation credits, which can be utilised by
shareholders and varies between 0 and 1

For regulatory purposes the WACC is determined by estimating the required rate of return on
equity and determining a benchmarked, rather than actual, cost of debt. To determine a
weighted average these rates are then applied to a benchmarked, rather than actual,
debt/equity split.

Determining the value of each component of the WACC calculation is a complex and
somewhat specialised activity involving varying degrees of subjectivity, as acknowledged in
the Economic Regulator’s “Review of the Interim Price Order for the Tasmanian Water and
Sewerage Sector” (November 2010), page 11:
“The method of determining the value of each WACC parameter has been the subject of considerable
debate over the years by regulators, academics and finance experts and regulatory precedents have
been established in a number of areas. In determining the values of the WACC parameters for the
purposes of this review, the Regulator has taken into account the views and decisions of other
regulators.”

BLW had, until release of the Economic Regulator’s Draft Price and Service Plan Guideline
on 23 September 2011, taken the view that the Economic Regulator’s determination of a
WACC of 6.39% in its “Review of the Interim Price Order for the Tasmanian Water and
Sewerage Sector” (November 2010) was appropriate guidance.

A similar approach as in the “Review of the Interim Price Order” was applied to amendments
made in mid-2011 to the Water and Sewerage Industry Act 2008.  These amendments
implemented a statutory limit of a 3% maximum return on equity for assets transferred to
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BLW before 1 July 2011.  The resulting WACC (ie. equity return set at 3 per cent per annum)
had previously been calculated as 3.43%.

However, the Economic Regulator’s Draft Price and Service Plan Guideline issued on
23 September 2011 specifies (page 12) that the following table “... shows the resulting
WACCreal value each regulated entity is to use in its proposed price and service plan”:

Re cost of equity (post tax) 8.17%
Rd pre-tax cost of debt 7.02%
Rm market return 6.00%
Rf risk free rate 4.27%
t corporate tax rate 30.00%
βe equity (beta) 0.65
G gearing ratio 60.00%
i forecast inflation 2.60%
γ gamma 50.00%

Proposed WACCreal 5.32%

Further, the Draft Price and Service Plan Guideline specifies (page 18) that “each regulated
entity is to adopt the EXISTING WACCreal value outlined ... in its proposed price and service
plan in calculating the statutory revenue limit”, calculated as follows:

Rd pre-tax cost of debt 7.02%
G gearing ratio 60.00%
Z Statutory pre-tax return on equity 3.00%
i forecast inflation 2.60%

Proposed EXISTING WACCreal 2.74%

Accordingly, BLW has, in accordance with the Economic Regulator’s requirements, applied a
WACCreal of 5.32% and an Existing WACCreal of 2.74% to the calculations of the upper
revenue limit and statutory revenue limit.

5.7 ASSET ANNUITY
Calculation of an asset annuity (infrastructure renewals annuity) is one of the building blocks
in calculating the lower bound limit or sustainability level of revenue.  It is an annualised
calculation of the future asset replacement program and is split between water and sewerage
to provide lower limits for each regulated activity.

The calculation of an infrastructure renewals annuity is an alternative approach to the
assessment of fixed asset consumption (ie. depreciation).  It is annualised calculation based
on a minimum 30 year asset replacement program and requires a detailed knowledge of
infrastructure assets and a number of engineering assessments.

The annuity is based on the funds required for the replacement of assets, rather than the
apportionment, by depreciation, of the cost of the assets over their useful lives and is based
on the fact that infrastructure assets have the following characteristics:

 Renewable rather than replaceable – the system can be conceived of as a collection of
components, each of which can be renewed, rehabilitated or replaced to maintain the
operating capacity of the system as a whole; &

 Ongoing demand – future demand expectations are such that a continual, indefinite
extension of the asset system life (by renewal) is warranted.  The implication of this is
that infrastructure assets as a system tend to have an indefinite service life.

The infrastructure renewals annuity approach seeks to recover ongoing asset renewal and
rehabilitation expenditure necessary to maintain the serviceability and value of infrastructure
assets indefinitely.
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The annuity is a series of equal annual payments which is equivalent, in net present value
terms, to the stream of future payments required for the renewal of infrastructure assets.
The use of an annuity evens out the year on year irregularities.

The infrastructure renewals annuity approach assumes that current operations are already
compliant with regulatory obligations and so are operating legally. As this is not the case, to
get a true indication of the minimum level of revenue to achieve sustainability the annuity has
been calculated based on expenditure required to achieve regulatory compliance.

Accordingly, the infrastructure renewals annuity calculation includes not only capital
expenditure for renewal of existing infrastructure but also capital expenditure to achieve
compliance.

The annuity has been calculated based on a discount rate equivalent to the WACCreal and
the workings for the annuity calculation are included in the Economic Regulator’s data sheets
(Attachment 6).

The annuity is $15.671M per annum for water and $11.377M per annum for wastewater, a
nominal total of $27.048M per annum.

5.8 LOWER LIMIT REVENUE REQUIREMENT (SUSTAINABILITY)
Consistent with the National Water Initiative, for a sustainable level of revenue BLW should
recover revenues that are at least equal to the “lower bound limit” which is the amount of
revenue required to meet:

 efficient operational, maintenance and administrative costs;
 debt servicing costs; and
 an allowance for the cost of asset refurbishment, replacement and future augmentation

(asset renewal annuity).

BLW’s real lower bound limits are $69.6M in 2012/13, $70.0M in 2013/14 and $70.4M in
2014/15, which in nominal values is $71.7M, $74.3M and $76.9M respectively.  These have
been calculated as follows:

2012/13 2013/14 2014/15
Lower Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Interest 3,349 4,400 4,892
Asset Replacement/Renewal 26,716 26,394 26,082
$Real 2012 Revenue Limit 69,565$ 70,035$ 70,405$
Nominal Revenue Limit 71,652$ 74,301$ 76,933$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 89% 93% 96%
Gap to Nominal Revenue Limit 7,625$ 4,841$ 2,708$

It should be noted that continued investment in infrastructure improvements will cause the
lower bound limit to rise.

5.9 STATUTORY LIMIT REVENUE REQUIREMENT
Amendments made in mid 2011 to the Water and Sewerage Industry Act 2008 specified a
3% maximum return on equity for assets contributed by Councils upon the formation of BLW.
This has resulted in a differential Weighted Average Cost of Capital for the Regulated Asset
Base on 1 July 2009 and for subsequent additions to the Regulated Asset Base.

The result of the legislative amendment is that it will only be when the asset stock at 1 July
2009 is fully replaced that BLW will be able to achieve full cost recovery upper limit revenue
levels. This is sixty to eighty years away and until this time the allowable revenues under the



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 70

statutory cap will fall between the lower and upper revenue limits, gradually increasing
towards the upper limit.

BLW’s real statutory limit revenues are $84.3M in 2012/13, $84.8M in 2013/14 and $85.5M in
2014/15, which in nominal values is $86.8M, $89.9M and $93.4M respectively.

These have been calculated as follows:

2012/13 2013/14 2014/15
Statutory Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Return on Capital - RAB(old) x WACC 18,456 17,896 17,352
Return on Capital - RAB (new) x WACC 4,429 5,879 7,159
Return of Capital - RAB x Depreciation Rate 21,916 21,751 21,552
$Real 2012 Revenue Limit 84,300$ 84,767$ 85,495$
Nominal Revenue Limit 86,829$ 89,929$ 93,423$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 74% 77% 79%
Gap to Nominal Revenue Limit 22,802$ 20,469$ 19,198$

It should be noted that continued investment in infrastructure improvements will cause the
statutory limit to rise.

5.10 UPPER LIMIT REVENUE REQUIREMENT (FULL COST RECOVERY)
The National Water Commission and the pricing principles under the Water and Sewerage
Industry Act require that water and sewerage businesses achieve, or at least significantly
move towards achieving, full cost recovery levels of revenue, which is the level of revenue
required to meet, but not exceed:

 efficient operational, maintenance and administrative costs;
 depreciation (return of capital); and
 a commercial risk-adjusted return on capital, calculated using a weighted average cost of

capital (WACC) (return of capital).

BLW’s full cost recovery upper limit revenues are $101.7M in 2012/13, $101.6M in 2013/14
and $101.8M in 2014/15, which in nominal values is $104.7M, $107.8M and $111.3M
respectively.

These have been calculated as follows:

2012/13 2013/14 2014/15
Upper Revenue Limit $'000 $'000 $'000
O&M expenses 39,500 39,241 39,431
Return on Capital - RAB(old) x WACC 35,834 34,746 33,692
Return on Capital - RAB (new) x WACC 4,429 5,879 7,159
Return of Capital - RAB x Depreciation Rate 21,916 21,751 21,552
$Real 2012 Revenue Limit 101,678$ 101,617$ 101,834$
Nominal Revenue Limit 104,729$ 107,806$ 111,277$
Nominal Forecast Revenue 64,027$ 69,460$ 74,225$
Percentage of Nominal Revenue Limit 61% 64% 67%
Gap to Nominal Revenue Limit 40,702$ 38,346$ 37,052$

It is also relevant that continued investment in infrastructure improvements will cause the
upper bound limit to rise.
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6 DEMAND FORECASTING

6.1 SUMMARY
Factors affecting demand are not only related to population change, but also include
changes in demographic composition, seasonal factors, climate change, consumer
preferences/expectations, economic factors, agricultural practices and environmental
awareness. For example, whilst growth in some areas has been compounding for many
years the corresponding consumption per connection for water has reduced due to the
general “greening” of the community.

Nevertheless, a lot of these changes are relatively slow to impact and the biggest and most
immediate impacts can be from population spikes.  However, as population growth in the
BLW region is low and consistent, presently estimated to be about 0.6% per annum, no
serious risks exist relating to under-provision of infrastructure resulting from population
growth.

On a region-wide basis the Demographic Change Advisory Council – Tasmania has
predicted population growth in the range of 0.66% to 0.60% over the 2011 to 2015 period,
largely attributable to the Launceston City Council which is predicted to grow at a constant
0.63% to 0.64% over the same period.

Specific demand forecasting has been carried out for major capital expenditure projects,
such as the Campbell Town water treatment plant and also as part of major initiatives such
as the Greater Launceston Wastewater Treatment Strategy.

Further, the work undertaken for the Greater Launceston Wastewater Treatment Strategy
includes useful data regarding land use strategies and their timeframes for the Local
Government Authority areas of Launceston, Meander Valley and West Tamar.

6.2 KEY CHARACTERISTICS OF CUSTOMER BASE
Tasmania has a relatively decentralised population with the highest percentage of
households in receipt of pensions or benefits, leading to the lowest median household
income of any State or Territory. Within Tasmania the average family size in Tasmania is 3.0
persons, compared with 3.5 persons nationally.

Based on labour cost forecasts, Tasmanians in 2012/13 will have a relatively low disposal
household income of $680 per week:

BLW’s 2012/13 annual target tariff of $948.40, inclusive of water and sewerage fixed charges
and a variable water charge based on 200KL, converts to a weekly charge of $18.24 or
2.68% of projected weekly disposal income.
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Acknowledging that there are a large number of customers on low incomes the State
Government in the 2011/12 Budget indicated that water and sewerage concession
(pensioner remission/community service obligation concession) payments will continue
throughout the regulatory period.

The Australian Bureau of Statistics Water Account Fact Sheet for Tasmania 2008-09
includes the following points:
 Tasmanian households recorded the lowest average water price of all states and

territories paying on average $1.07 per kilolitre in 2008-09, below the Australian average
of $1.93 per kilolitre; and

 household water consumption was 136 kilolitres per capita, a decrease from 143 kilolitres
per capita in 2004-05, and above the Australia average of 81 kilolitres per capita.

Key characteristics of BLW’s customer base, as assessed by demand factors (population,
demographics, community expectations, service levels and climate change), with projections
out to 2040, are:
Demand
factor Present position Projection (2040) Impact on services

Population* BLW Region: 142,430

Break O’Day: 6,491
Dorset: 7,196
Flinders Island: 884
George Town: 6,833
Launceston: 66,187
Meander Valley: 19,595
Northern Midlands: 12,645
West Tamar: 22,599

BLW Region: 167,584

Break O’Day: 8,638
Dorset: 6,935
Flinders Island: 916
George Town: 7,556
Launceston: 79,250
Meander Valley: 22,548
Northern Midlands: 12,954
West Tamar: 28,787

Increase in population in
specific areas will place
stress on existing
infrastructure.  Identified
areas include coastal
towns such as Bridport,
St. Helens and
Scamander and high
growth residential zones
such as Legana,
Hadspen, Longford and
Perth.

Demographics Majority of BLW region population
made up of people aged 15-64
(greater than 60%).

Significant increase in
percentage of population
aged 65 and greater
(25%+), number of people
aged 15-64 is forecast to
decrease by 10-12%.

Average consumption
and production per capita
will increase based on
findings from IPART in
NSW as demographic
changes result in fewer
people living in more
properties and an aging
population resulting in
more people staying at
home.

Community
Expectations

BLW has a Customer Reference
Group who provide feedback on
customer & community
expectations.

The Customer Reference
Group will provide
constructive feedback on
BLW strategies.

Streamlined
implementation of BLW
strategies.  Better
understanding of issues
that customers and
community face.

Levels of
Service

BLW’s current minimum service
standards are set down in the
Customer Service Code.
Transitional Service Standards are
in place until compliance is
achieved.

Minimum levels of service
established and
implemented and regularly
reviewed and negotiated as
part of the price and service
plan process.

Upgrade and modify
systems where
community wants
improved services over
the existing minimum
service standards and is
prepared to pay for it.
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Demand
factor Present position Projection (2040) Impact on services

Climate
Change

General community awareness of
the impacts of global warming.

Community understanding
and acceptance of the
impact that global warming
has on the performance of
water and wastewater
systems.

Community endeavour to
reduce unnecessary use
of water and production
of wastewater.

*Note: Figures are for Local Government Authority Regions - not all people within each region are serviced by
BLW.  Figures sourced from existing Demographic Change Advisory Council data and extrapolated to provide 30
year projection.

BLW currently services 57,275 water connections and 49,987 sewerage connections and
has a service area of 19,900 km².  Water and sewerage services are provided to a diverse
customer base of urban and rural customers, centred on the regional city of Launceston.
The other major population centres within the service area are George Town, Longford,
Deloraine, Scottsdale and St Helens.

Average water consumption per connection across the region is:

2010/11 Residential (KL) Non Residential (KL) All (KL)

Break O'Day 144 114 135

Dorset 166 139 158

Flinders Island 165 10876 5022

George Town 534 178 475

Launceston 183 742 255

Meander Valley 187 983 232

Northern Midlands 189 150 180

West Tamar 211 204 210

Total 201 601 264

6.3 CUSTOMER CLASSES
As the customer base is large and complex and subject to a range of historical anomalies it
can be analysed in many different ways, including:
 customers receiving potable water;
 customers receiving non-potable water;
 customers receiving potable water that is on occasion subject to a temporary boil water

alert;
 residential customers;
 non-residential customers;
 wayside customers;
 serviced land customers;
 unconnected serviced land customers and
 historical charging arrangements.

However, it is noted that the Economic Regulator requires customer classes to be developed
that reflect the cost of providing customers with regulated services, differentiated to reflect:
 customer service levels (eg. customers connected to trunk mains may experience more

frequent service interruptions); or
 the quality of the product supplied (eg. potable versus non-potable water); or
 the size of customer connections.
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It is further noted that the end usage of the provided services should not determine customer
classes and, accordingly, different customer classes for residential and non-residential
customers are not justified unless there is a difference in service levels or costs.

However, BLW has access to customer data transferred by councils categorizing customers
by land-use codes. Although the data has some restrictions, the codes enable a broad
segregation into residential and non-residential customer classes, as follows:
 Residential - includes houses, flats, units and shacks; and
 Non Residential - includes commercial, industrial, primary production, public service and

sporting.

Given that significant cross-subsidies historically exist between residential and non-
residential customers, and that the cross-subsidies are exacerbated by revenues being well
below full cost recovery, these are the customer classes that have been adopted in this Plan.
Greater refinement and analysis can be applied in future Plans.

6.4 CUSTOMER GROWTH ASSUMPTIONS
Not everyone living in the area served by BLW is a connected customer as, whilst the major
populated areas have access to the full range of services there are a few areas that for
economic, historical and geographic reasons remain unconnected.

In assessing likely customer growth, it is necessary to look at population trends for the entire
region taking into account a number of variables - Fertility, Mortality and Interstate/Overseas
migration – such as has been done by the Demographic Change Advisory Council -
Tasmania.

The Demographic Change Advisory Council was formed in 2006 as a whole-of-community
initiative to examine the potential impacts of demographic change and identify strategies to
address the emerging issues. Soon after its formation, the Council agreed that a set of
population projections is required for Tasmania and its 29 Council areas to assist the State
Government, local councils, the business sector and community groups in planning for the
impact of future demographic change.

The following table shows expected population (using medium trends) by Council area for
each of the eight councils in the BLW region for the period leading up to the commencement
of this Plan through to the end of the Plan. It can be seen that the prediction for population
growth is weak taken on a year-on-year basis.
Population

Year
Break O'

Day Dorset Flinders
George
Town

Launceston
City

Meander
Valley

Northern
Midlands

West
Tamar Total

2011 6,565 7,198 885 6,871 66,612 19,734 12,691 22,815 143,371
2012 6,635 7,188 881 6,897 67,038 19,850 12,728 23,036 144,253
2013 6,704 7,189 883 6,923 67,462 19,979 12,762 23,246 145,148
2014 6,771 7,184 898 6,954 67,885 20,092 12,792 23,458 146,034
2015 6,847 7,179 896 6,977 68,314 20,211 12,818 23,672 146,914

Population Growth

Year
Break O'

Day Dorset Flinders
George
Town

Launceston
City

Meander
Valley

Northern
Midlands

West
Tamar Total

2011 1.14% 0.03% 0.11% 0.56% 0.64% 0.71% 0.36% 0.96% 0.66%
2012 1.07% -0.14% -0.45% 0.38% 0.64% 0.59% 0.29% 0.97% 0.62%
2013 1.04% 0.01% 0.23% 0.38% 0.63% 0.65% 0.27% 0.91% 0.62%
2014 1.00% -0.07% 1.70% 0.45% 0.63% 0.57% 0.24% 0.91% 0.61%
2015 1.12% -0.07% -0.22% 0.33% 0.63% 0.59% 0.20% 0.91% 0.60%

Source: Dem ographic Change Advisory Council (http://w w w .dcac.tas .gov.au/)

Over the 14 year period (2007-2020) covered by the Demographic Change Advisory
Council’s analysis, overall growth in population is predicted to be 8.42%, with the strongest
growth being in the Break O'Day region (14.81%) followed by West Tamar (12.86%) and
Launceston (8.70%) whilst the Dorset Council area is estimated to suffer a population decline
of 0.79% for the period.
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On a region-wide basis the Demographic Change Advisory Council – Tasmania has
predicted population growth in the range of 0.66% to 0.60% over the 2011 to 2015 period,
largely attributable to the Launceston City Council which is predicted to grow at a constant
0.63% to 0.64% over the same period. Accordingly, as population growth in the BLW region
is low and consistent, no serious risks exist relating to under-provision of infrastructure due to
population growth.

6.5 WATER SUPPLY PLANNING FRAMEWORK
Factors affecting demand are not only related to population change, but also include
changes in demographics, seasonality, climate change, consumer tastes and expectations,
economic factors, agricultural practices and environmental awareness.

For example, whilst growth in some areas has been compounding for years augmentation of
water supply infrastructure has not been required as growth has occurred concurrent with a
corresponding reduction, due to a general “greening” of the community, in consumption per
connection.

As mentioned a number of times throughout this Plan, the main driver for much of the capital
works program is not growth but compliance and improvements works undertaken.  These
works are necessary to ensure treatment plants meet legislative and regulatory obligations
and are undertaken consistent with industry regulators’ priority lists.

The forecast modest growth in population coupled with no real growth in customers has
delayed the need for BLW to fully develop longer term supply and demand strategies.
Nevertheless, specific demand forecasting has been carried out for major capital expenditure
projects, such as the Campbell Town water treatment plant and also as part of the Greater
Launceston Wastewater Treatment Strategy.

6.6 WATER VOLUME FORECASTS
Water volume forecasts (in kilolitres, ie. thousands of litres) over the life of this Plan,
separated into Council areas, are:

Water Volumes 2012/13 2013/14 2014/15
by Council Area KLs KLs KLs
Break O'Day 381,194 381,194 381,194
Dorset 419,733 419,733 419,733
Flinders 1,374,391 1,374,391 1,374,391
George Town 1,053,640 1,053,640 1,053,640
Launceston 6,121,157 6,121,157 6,121,157
Meander Valley 1,165,599 1,165,599 1,165,599
Northern Midlands 739,381 739,381 739,381
West Tamar 1,492,617 1,492,617 1,492,617

12,747,712 12,747,712 12,747,712

These water volumes have been forecast to remain unchanged over the life of the Plan.

6.7 SEWAGE VOLUME FORECASTS
Sewage volume is not charged on a volumetric basis as it is included in the equivalent
tenement methodology used to calculate fixed sewage charges. Nevertheless, sewage
volume forecasts are relevant to ensuring infrastructure is capable of treating the load.

The volume of sewage treated at wastewater treatment plants during 2010/11 was
estimated, based on a combination of metered and unmetered sites, to be 19,952ML.

Works are underway to complete the metering of inlets at all wastewater treatment plants.
Further, works are underway to detect and remove inflow and infiltration of stormwater into
the sewerage system.
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Accordingly, allowing for the ongoing detection and correction of inflow and infiltration and for
a small amount of growth, the volume of sewage estimated to be treated at wastewater
treatment plants over the life of this Plan is estimated, consistent with the 2010/11 volume, to
be approximately 20,000ML per annum.

6.8 LIQUID TRADE WASTE FORECASTS
Sewerage system infrastructure is primarily designed to transport and treat domestic strength
wastewater using mostly biological systems for treatment and liquid trade waste discharges
place additional burden and risk on the system.

Liquid trade waste exceeds the strength and/or volume of domestic liquid wastewater and,
according to the risk the activity presents in the particular wastewater catchment, is assessed
as falling into one of the following categories:

 CATEGORY 1: Low volume and low impact liquid trade waste:  Liquid trade waste is
considered to be different in strength and/or volume to domestic liquid waste with lower
strength and/or volume characteristics than that of Category 2.

 CATEGORY 2: Low to medium volume and low impact liquid trade waste:  Liquid trade
waste with characteristics considered to be greater in strength and/or volume than
domestic liquid waste that is considered to have a low impact.

 CATEGORY 3: Low to medium volume and medium impact liquid trade waste:  Liquid
trade waste with characteristics considered to be greater in strength and/or volume than
domestic liquid waste that is considered to have a medium impact.

 CATEGORY 4: High impact liquid trade waste:  Liquid trade waste of any volume or
strength considered to have a high impact.

The identification and analysis of all catchments for industrial customers and commercial
customers discharging Category 2 to 4 liquid trade waste is an ongoing activity, following a
risk-based approach. The volume of liquid trade waste is an inseparable component of the
volume of sewage treated at wastewater treatment plants, as forecast in the previous
section.

Predicted revenues from liquid trade waste activities over the life of this Plan are nominally
$1.763M in 2012/13, $1.940 in 2013/14 and $2.134 in 2014/15.

6.9 LOT GROWTH FORECASTS
Lot growth forecasts are relevant for projections of customer numbers and also impact on
miscellaneous fees and charges in relation to approval and connection fees.

The population of BLW’s service area is predicted by the Demographic Change Advisory
Council to grow at a consistent rate of between 0.62% and 0.60% per annum over the life of
this Plan. Lot growth forecasts over the life of this Plan are expected to be in line with these
predictions.

With this very modest growth rate our existing systems have the capacity to meet expected
future demand; subject to ongoing compliance and improvement works as set down in this
Plan.

6.10 DEMAND MANAGEMENT INITIATIVES
Water demand management initiatives are primarily aimed at controlling or influencing the
amount of water used by customers, in particular by encouraging efficient water use and
minimising wasteful use of water. The effectiveness of water demand management
initiatives is measured by the reduction in per capita potable water use.

Demand management initiatives, over and above the price paths and structures in this Plan,
are not a high priority for BLW due to the relatively low growth rates in the region, some
existing built-in spare system capacity and the trend towards greater “greening” of the
community.  Further, it is worth noting that following the formation of BLW previous
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constraints on system interconnection due to Council boundaries have been removed,
allowing for improved utilisation of existing infrastructure capacity.

Price is an effective demand management tool, as recognised in Regulation 21of the Water
and Sewerage Industry (Pricing and Related Matters) Regulations 2011, which permits a
variable charge for water to be greater than the cost of delivering water to a property where:

 there are constraints on the amount of water available; or
 there are constraints on the capacity of water treatment plants; or
 there are constraints on the capacity of the infrastructure; or
 it is desirable to do so to reduce demand for the supply of water so as to enable that

expenditure on infrastructure which would otherwise be required to meet that increased
demand to be deferred so that expenditure, in relation to sewage infrastructure, or water
infrastructure, for the purposes of improving health, public safety or the environment, may
occur instead.

Demand management in relation to sewage is similar, in that the main influence on demand
is through proper pricing although it is also worth noting that sewage volume has also been
influenced by “environmentally friendly” water saving toilet devices such as smaller cisterns.

In relation to sewage demand in terms of total load on the system, activities aimed at
identifying and reducing inflow and infiltration will assist in demand management.

Demand management in relation to liquid trade waste is mainly effected through proper
pricing in relation to volume and composition. Further, as the primary purpose of the
sewerage infrastructure is to transport and treat domestic strength wastewater using mostly
biological systems for treatment the acceptance of liquid trade waste is discretionary.
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7 PRICING & CUSTOMER IMPACT ANALYSIS

7.1 SUMMARY
The revenue base transferred from Councils is significantly below full cost recovery levels
when calculated on a full commercial risk adjusted rate of return on assets and the impact of
immediately achieving such levels this would be very painful to customers.

Price reform to address under-recovery requires, in accordance with National Water Industry
pricing principles and the Water and Sewerage Industry Act, BLW to meet what can been
referred to as the ultimate pricing objectives, as follows:
 full cost recovery levels of revenue;
 full commercial risk adjusted rate of return on assets;
 unwinding of all cross subsidies between customer classes; and
 fully cost reflective prices.

To immediately unwind existing cross subsidies, where one customer pays more than they
should so that another customer pays less than they should, and to achieve fully cost
reflective prices compounds the level of pain felt by some customers through price increases.
Accordingly, BLW cannot immediately meet the ultimate pricing objectives.

The best that BLW can achieve is to commence the transition towards them through applying
side-constraints (price caps) to limit increases to tolerable levels, not increase the level of
cross-subsidies that at some stage will need to be unwound and generate sufficient revenues
to remain financially viable.

Accordingly, in commencing the transition to the ultimate pricing objectives BLW will meet
what can been referred to as immediate pricing objectives, as follows:
 achieve a level of revenue that supports the viability of the business;
 commence the transition of revenue to lower bounds limits (see Section 5.8);
 achieve two part pricing for water from 1 July 2012 by having all customers metered;
 transition customers to a rational price structure (ie. consistent with NWI pricing principles

but not necessarily fully cost reflective);
 prevent any increases in the extent of current cross subsidies; and
 manage the impact of price changes upon customers by applying price caps.

The achievement of these immediate pricing objectives will be delivered through a pricing
structure that has:
 postage stamp pricing by region (but with potential for differential service standards eg.

response time for repairing a pipe break in urban areas is shorter than the response time
for repairs in rural areas);

 no free water allowance – every drop of water is paid for and two part pricing and full
metering is in place;

 pricing relative to demand on system through water connection size (larger connection,
larger fixed charge) or sewerage equivalent tenement (one household is one equivalent
tenement; all other customers assessed for number of equivalent tenements); and

 an indefinite speed of transition – time is the greatest variable; individual customers will
move to the required revenue levels in individual time frames driven by the side-
constraint (price cap).

7.2 REGULATORY PRICING FRAMEWORK
The Economic Regulator determines the prices, terms and conditions for the provision of
licensed water and sewerage services in line with the Regulator’s objectives and the pricing
principles contained within the Water and Sewerage Industry Act 2008 (Industry Act).  A
price determination issued by the Economic Regulator may specify pricing policies or
principles that provide effective incentives to promote economic efficiency, reduce costs or
reflect the costs of servicing particular customers or classes of customers.
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The Water and Sewerage Industry Act 2008 requires that prices and tariffs detailed in this
Plan relate directly to the efficient costs required to deliver the specified services to the
required standard and to deliver an appropriate return to owner Councils.

In particular, Sections 68 of the Water and Sewerage Industry Act 2008 provides the
following pricing principles:
68. Pricing principles
(1) For the purposes of this Division, the following pricing principles apply in relation to the price for the
provision of a regulated service:

(a) a regulated entity is to be provided with a reasonable opportunity to recover the efficient costs
which the regulated entity incurs in –

(i) providing a regulated service; and

(ii) complying with a regulatory obligation or requirement or making a regulatory payment
under this Act, except where this Act otherwise provides;

(b) the price is to provide for efficient pricing through –
(i) two-part pricing for water services based on the recovery of fixed costs and variable costs
by way of separate charges through voluntary metering, mandatory metering or in such other
manner as determined by the Regulator; and

(ii) variation between locations, regions or schemes to reflect the costs of servicing particular
customers or classes of customers;

(c) the price is to provide effective incentives to promote economic efficiency, reduce costs or
otherwise improve productivity with respect to a regulated service;

(d) the price is to allow for a return to the regulated entity, on assets that are required in the
provision of the regulated service to which that price relates, in accordance with subsection (1A);

(e) to the extent that it is commercially and technically reasonable, the price charged to a particular
customer or class of customers is to reflect at least the costs that are directly attributable to the
provision of the regulated service to that customer or class of customers.

(1A) For the purposes of subsection (1)(d), the determination of the return to a regulated entity on
assets is to take into account the following assumptions:

(a) that the regulated entity has, in relation to assets, required in the provision of a regulated
service, that are transferred to the regulated entity under Part 3 of the Water and Sewerage
Corporations Act 2008 before 1 July 2011, the ratio of debt to equity that would be expected of a
prudent business of a similar kind and scale to that of the regulated entity;

(b) that the return to the regulated entity on those assets of the entity –

(i) that are referred to in paragraph (a); and

(ii) in relation to which the entity is to be taken under paragraph (a) to have incurred debt –

is to take into account the prevailing rate of interest for commercial loans that a business of a
similar kind and scale to that of the regulated entity would be required to pay to service that debt;

(c) that the return to the regulated entity on those assets of the entity –

(i) that are referred to in paragraph (a); and

(ii) in relation to which the entity is to be taken under paragraph (a) to have equity –

is to be taken to be a pre-tax rate, not taking into account inflation, of –

(iii) 3%; or

(iv) if another percentage rate is determined in regulations for the purposes of this paragraph,
that percentage rate;

(d) that the return on those assets of the regulated entity, required in the provision of a regulated
service, that are not referred to in paragraph (a) is to be not more than a rate that reflects the
regulatory and commercial risks involved in providing the regulated service.

(2) The regulations may prescribe additional pricing principles in relation to the provision of a regulated
service.

http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1%40Hpd%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/index.w3p;cond=;doc_id=12%2B%2B2008%2BGS1%40EN%2B20110727000000;histon=;prompt=;rec=;term=
http://www.thelaw.tas.gov.au/tocview/index.w3p;cond=;doc_id=12%2B%2B2008%2BGS1%40EN%2B20110727000000;histon=;prompt=;rec=;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40Hpa%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40Hpa%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40Hpa%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40Hpa%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1A%40Hpa%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
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Further, the Treasurer has released the Water and Sewerage Industry (Pricing and Related
Matters) Regulations 2011 which, amongst other things, address the following additional
matters that need to be reflected in this Plan:
 the need for the Economic Regulator to take into account the impact of any increases in

price, and the rate of increase, upon different customers or classes of customers;
 pricing zones (nodal pricing) can only be required where there are significant differences

within each region in the costs of providing a regulated service;
 pricing zones are not required (despite the above) if the Economic Regulator considers

that the costs of implementing pricing zones would outweigh the benefits of doing so;
 the structure of service introduction charges;
 the structure of developer charges;
 the exclusion of community service obligation arrangements from the determination;
 the treatment of contributed assets; and
 the basis for setting fixed and variable charges (variable charges are to be set at least at

the short run marginal cost).

Further, the Price and Service Plan Guideline sets down requirements for submission of a
proposed Price and Service Plan to the Economic Regulator, as well as the key steps in the
price determination process.

Accordingly, the key determinants of the pricing framework established by the Water and
Sewerage Industry Act 2008 are the level of service to be delivered to customers over the
regulatory period, the revenues required to deliver those services and the prices (or tariffs)
necessary to achieve, but not exceed, those revenues.

It should be noted that underpinning this framework are regulatory compliance improvement
undertakings negotiated with other industry regulators through a Compliance Implementation
Plan, as discussed earlier.

The annual revenue requirement has been calculated based on a transition towards
appropriate service standards, regulatory compliance improvement, efficient costs and
appropriate returns.

7.3 RATIONALE BEHIND STRUCTURE OF REGULATED SERVICES AND TARIFFS
The rationale behind the tariff structure for regulated water and sewerage activities has been
based on the Water and Sewerage Industry Act 2008, commercial considerations and
feedback from customers.

Essentially, tariff structures are to be:
 equitable in the treatment of similar customers;
 simple to administer and understandable to customers;
 reflective of usage; and
 broadly cost reflective;
 considerate of the impact on customers, through applying side-constraints or /price caps

to manage the impact; and
 able to deliver a degree of certainty to customers on the direction of future tariffs.

This section explains how these principles have been applied in relation to regulated
services, pricing zones and BLW’s regulated tariff structure and also includes discussion on
unregulated services delivered by BLW.

7.3.1 Regulated Services
The Water and Sewerage Industry Act 20008 defines a "regulated activity" as meaning an
activity for which a person is required to hold a licence or interim licence granted under this
Act and includes the provision of a regulated service, and a "regulated service" is defined as
meaning the provision of a water service or a sewerage service by a regulated entity.

The Water and Sewerage Corporations Act 2008 defines "water and sewerage functions" as
meaning:
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(a) in the case of water, any function associated with –
(i) the collection or storage of that water, including by way of bulk supply; and
(ii) the treatment of that water; and
(iii) the conveyance and reticulation of that water; and
(iv) the supply of that water; and

(b) in the case of sewerage, any function associated with –
(i) the collection or storage of sewage; and
(ii) the conveyance and reticulation of sewage; and
(iii) the treatment of sewage; and

(c) any other functions associated with the functions referred to in paragraph (a) or (b), which may
include those associated with stormwater and the re-use of sewage; and

(d) any other functions as may be prescribed by the regulations.

BLW’s regulated water and sewerage services, differentiated based on their nature and cost
structures, and to which separate tariffs have been determined are:

Water

 Reticulated drinking water service: drinking water is delivered to connected customers
through the reticulation system, in accordance with Tasmanian Drinking Water Guidelines
and the Public Health Act;

 Limited water supply service: drinking water is supplied directly through BLW’s trunk
mains rather than through the reticulation system. Supply is made directly from the main
pipeline and the pressure and flow available to individual customers varies considerably,
both geographically and over time;

 Industrial supply: water services are also provided to industrial customers.

Sewerage

 Sewerage service: sewage is collected through the reticulated sewerage system and
then treated and disposed;

 Liquid trade waste: liquid trade waste services may also be provided to commercial and
industrial customers.

Assessment and Approval Services

 Development services: assessment and approvals relating to water and sewerage
infrastructure through planning, building and plumbing applications.

Miscellaneous Fees and Charges

 Charges for services provided ancillary to water and sewerage services including
connections, disconnections and relocations.

Developer Charges

 Charges for the installation, alteration or utilisation of assets to enable the provision of a
water and/or sewerage service to a new development.

Service Introduction Charges

 Charges covering the installation, alteration or utilisation of assets to enable the
introduction of a water and/or sewerage service to a property.  These charges are over
and above connection charges and fixed charges.

7.3.2 Unregulated Services
Unregulated services are specifically excluded from the regulatory framework applying to
BLW and, accordingly, revenues, costs and assets relating to unregulated activities are
excluded from this Plan.

http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=12%2B%2B2008%2BGS4%40Nd732008174610%40Hpa%40EN%2B20101022160000;histon=;prompt=;rec=5;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=12%2B%2B2008%2BGS4%40Nd732008174610%40Hpb%40EN%2B20101022160000;histon=;prompt=;rec=5;term=
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BLW delivers a small number of unregulated services which are discussed in detail in
Section 2.5.3.  The relevant assets have been separated from the Regulated Asset Base and
relevant operating costs have been removed from the calculation of efficient operating costs.

7.3.3 Pricing Zones
Pricing zones, or nodal pricing, refers to the concept of charging different prices for regulated
services within each region, to reflect differences in the costs of providing services in
different areas within the region. Regulation 6 of the Water and Sewerage Industry (Pricing
and Related Matters) Regulations 2011 specifies that pricing zones:
 may be specifically included or excluded by the Economic Regulator’s price

determination; but
 may only be included if there are significant differences in the costs of providing the

regulated service to different areas; but
 are not to be required if the Regulator determines that the costs of implementing such

zones would outweigh the benefits of doing so; and
 if implemented, are to apply cost reflective pricing.

The pricing zones inherited by BLW were based on Council practices.  Each Council
independently set up its own pricing structure based on its own costs and priorities which
now taken as a whole present a pricing structure with many anomalies.  In addition, pricing
for some services was based on a property's Assessed Annual Value (AAV) whereby the
price charged to the customer was based on the assumed rental value of the property (ie. an
assumed capacity to pay) rather than reflecting system costs.

At the time of developing this Plan there is insufficient data to assess cost variations across
potential zones and modelling has not been possible.  It is possible, even likely, that there
are significant differences in the costs of providing regulated services across the various
communities within BLW’s region.

However, BLW strongly believes that the costs of implementing pricing zones would
significantly outweigh the benefits of doing so. This situation facing BLW is exacerbated by
the fact that a large proportion of the customer base is concentrated around greater
Launceston and the remainder is reasonably dispersed in smaller rural, semi-rural or holiday-
making communities.

Should impressions be proven correct that there are significant price differences across the
region, these smaller communities will face much more significant price increases. The
negative impacts of imposing such prices on these small communities would, in BLW’s view,
significantly outweigh any perceived benefits in applying more “pure” economics.  There is
potential for zonal or even nodal pricing to be taken to a theoretical extreme that defeats all
notions of common sense.

BLW believes that zonal price signals are more equitably delivered by zonal developer
charges, where the development proposed into the future pays the true cost of making
extensions to the network and/or consuming headworks already in place. Further, service
introduction charges will also deliver zonal pricing signals.

It is also noted that getting to a point prior to the first price determination of having zonal cost
information would at best be extremely costly and at worst impossible given the timeframe. It
is also BLW’s position that the regulatory framework that has been set up, which allows for
differential service standards, can provide for two customers to pay the same bill but receive
a different level of service, thus making one service relatively more expensive and achieving
the zonal nature of charging.

Accordingly, BLW believes that postage stamp pricing is, in the circumstances, the fairest
and most practical pricing approach and one which will deliver the greatest benefits to the
greatest number of customers. Postage stamp pricing is effectively an average price across
the entire BLW service area.
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Customers’ bills will be increased by steady increments until the bill aligns with the postage
stamp target tariff.  Over time this will deliver postage stamp pricing of like service for like
price across the region with price signals for development delivered through regional or zonal
developer charges and headworks charges.

7.3.4 Regulated Tariff Structure
BLW’s tariff structure must be consistent with the pricing principles or be transitioning
towards achieving those principles.

In order to provide for efficient pricing as required by the Water and Sewerage Industry Act,
BLW must, in particular, fully implement two part water pricing for all customers with effect
from 1 July 2012. Previous methods of calculating fixed and usage charges, such as
charging based on property value (ie. Assessed Annual Value, AAV) and permitting free
water allowances and unmetered connections do not meet the pricing principles established
by Section 68 of the Act and can no longer be used. Other practices, such as applying a
“charge count” as an estimated de facto meter count and charging for a different meter
connection size than that actually installed will also cease.

In accordance with National Water Industry pricing principles and the Water and Sewerage
Industry Act 2008 increasing revenue through price reform requires BLW to meet what can
been referred to as long term or ultimate pricing objectives, as follows:
 achieve full cost recovery levels of revenue;
 achieve a full commercial risk adjusted rate of return on assets;
 unwind all cross subsidies between customer classes; and
 achieve fully cost reflective prices.

The overall revenue base transferred from Councils was significantly below full cost recovery
levels and the impact of immediately achieving the ultimate pricing objectives would result in
large price shocks for a significant proportion of customers. Further, to immediately unwind
existing cross subsidies (where one customer pays more than they should and another
customer pays less than they should) in order to achieve more fully cost reflective prices
would further compound the impact felt by some customers through price increases.
Accordingly, BLW cannot immediately meet the ultimate pricing objectives – they must be
achieved in the long term.

The only reasonable approach is for BLW to commence the transition by applying price caps
to limit increases to tolerable levels, to not increase the level of cross-subsidies (that at some
stage will need to be unwound) and to generate sufficient revenues to remain financially
viable and make returns to the Owners.

In commencing the transition to the ultimate pricing objectives BLW will meet what can been
referred to as immediate pricing objectives, as follows:
 achieve a level of revenue that supports the viability of the business;
 commence the transition of revenue to lower bounds limits;
 fully achieve two part pricing for water by having all customers metered by 1 July 2012;
 move customers to a rational price structure (ie. consistent with NWI pricing principles but

not necessarily fully cost reflective);
 prevent any increases in the extent of current cross subsidies; and
 manage the impact of price changes upon customers by applying price caps.

The achievement of these immediate pricing objectives will be delivered through a pricing
structure that has:
 postage stamp pricing by region (but with potential for differential service standards eg.

response time for repairing a pipe break in urban areas is shorter than the response time
for repairs in rural areas);

 no free water allowance – all water is paid for with two part pricing and full metering in
place;
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 pricing relative to demand on system through water connection size (larger connection,
larger fixed charge) or a sewerage equivalent tenement (one household is one equivalent
tenement; all other customers assessed for number of equivalent tenements); and

 an indefinite speed of transition – individual customers will move to the required revenue
levels in individual time frames driven by the side-constraint (price cap).

BLW’s regulated tariff structure is:

Water

 Postage stamp pricing: postage stamp fixed (service) and variable charges across the
whole region.  Locational price signals delivered through developer charges.  Potential for
differential service standards;

 Cross subsidies (commence unwinding): no price discrimination based on end-use by
residential and non-residential customers.  The residential and non-residential customer
classification will be retained for customer management purposes;

 Fixed charges relative to demand on system: fixed charges based on connection size.  A
larger connection size means a larger potential demand on the system therefore a larger
fixed charge;

 No free water allowance: a variable charge will apply to all consumption, from the first
litre.  Two part pricing and full metering is implicit;

 One variable charge to apply to each customer – no stepped usage charges;
 Variable charge may be on a postage stamp basis across each region;
 Different charges (potentially both fixed and variable) based on whether supplying

potable or non-potable water;
 Dedicated fire service connections charged separately based on a standard reduced tariff

(with these connections to be metered and charged for usage).

Sewerage (non-trade waste)

 Postage stamp pricing:  postage stamp fixed (service) charges across the whole region.
Locational price signals delivered through developer charges.  Potential for differential
service standards;

 Cross subsidies (commence unwinding): no price discrimination based on end-use by
residential and non-residential customers.  The residential and non-residential customer
classification will be retained for customer management purposes;

 Flat fixed charge: The flat fixed charge (inclusive of any “volumetric” component), for a
residential customer is considered to be one sewerage equivalent tenement.  That is, one
household is one sewerage equivalent tenement.  All other customers will be assessed
for the applicable number of equivalent tenements.  The Water Services Association of
Australia (WSAA) Sewerage Code provides a methodology for the estimation of
equivalent tenements – a measure, for system design purposes, equivalent to one
standard single occupancy lot.  The method requires the collection of various property
attributes including the number of lots, building and land size and number of
occupants/visitors for customers such as pubs, schools, shops, general public
entertainment facilities and available beds for hospitals.  Work is currently underway
developing an equivalent tenement value for each customer.  The work will be completed
during 2011/2012 and implemented from commencement of the first pricing period.

Liquid Trade Waste

 Cost reflective – a generic low level trade waste charge will apply, but above that each
customer will be assessed on a case-by-case basis to determine cost attribution
depending upon the volume and composition of trade waste.

Developer Charges

 Calculated based upon the development’s impact with relevant contribution towards
headworks, augmentation and reticulation infrastructure.
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Miscellaneous Fees and Charges

 Postage stamp pricing of miscellaneous fees and charges across each region.

Unconnected Serviced Land

 Water: BLW will in accordance with its Service Charge Policy (Attachment 12) apply a
service charge (ie. minimum water fixed charge) where a property owner has the ability to
access a water service, even if there is no physical connection to the infrastructure. The
service charge is made to all potential customers along the network route in order to
make the average cost of water services more affordable. It also reflects the value by
which the property or land is improved by having access to a reticulated water service.

 Sewerage: BLW will in accordance with its Service Charge Policy (Attachment 12) apply
a service charge (ie. 1 Equivalent Tenement sewerage fixed charge) where a property
owner has the ability to access sewerage services, even if there is no physical
connection to the infrastructure. The service charge is made to all potential customers
along the network route in order to make the average cost of sewerage services more
affordable. It also reflects the value by which the property or land is improved by having
access to a reticulated sewerage service. For unconnected vacant land BLW has applied
a factor of 60% of the connected charge (which is structured inclusive of volume) to
reflect that there is no volume being discharged.

New Customers & Changes of Ownership

 BLW’s customer base changes through new customers and through changes of
ownership.  Prices for these customers will immediately align to the applicable water and
sewerage target tariffs.

7.4 PRICING TRANSITION OBJECTIVES AND SIDE CONSTRAINTS
As previously stated, BLW believes full and immediate application of these pricing principles
set down in Section 68 of the Water and Sewerage Industry Act 2008 (discussed earlier) will
impose severe price shocks on customers.

Accordingly, BLW believes it is necessary to minimise the impact by applying tolerable side-
constraints (price caps) until full application is realised, subject to ongoing sustainability of
BLW. This approach is supported through the insertion, in mid-2011, of Section 68AA into
the Water and Sewerage Industry Act 2008.

Section 68AA acknowledges that it is necessary to transition to the full application of pricing
principles in order to avoid “significant impacts” on customers, balanced against the
sustainability of BLW, and reads as follows:
68AA. Transition towards full application of pricing principles

(1) In this section –

"pricing principles" means the pricing principles specified in section 68(1) and any pricing principles
prescribed in accordance with section 68(2);

"transition period" means the period specified in the regulations to be the transition period for the
purposes of this section.

(2) The pricing principles are not required to be applied, during the transition period, in –

(a) the making of a price determination; and

(b) the formulation or approval of a price and service plan that is required under this Act to be in
accordance with the price determination –

to the extent that the application of those principles would, during the transition period –

(c) result in a significant impact, because of the rate of change of prices, on customers or particular
classes of customers; or

(d) adversely affect –

http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs1%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68%40Gs2%40EN%2B20110727000000;histon=;prompt=;rec=143;term=
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(i) the sustainability of a regulated entity in so far as it provides regulated services; or

(ii) the ability of a regulated entity to deliver regulated services.

(3) If the Regulator decides not to apply a pricing principle to an extent during the transition period in
accordance with subsection (2), the Regulator must publish the Regulator's reasons for not applying
the principle to that extent.

Accordingly, BLW will move all customers, over time, to full cost recovery with the transition
managed incrementally, as follows:

 customer’s charges will be increased by side-constraints (price caps) until all of the
individual charges on the bill align with BLW’s target tariffs;

 the target tariffs will be increased each year (at a rate less than the price caps) until the
target tariff aligns with full cost recovery.  These target tariffs reflect the transition point on
the move to full cost recovery; and

 over time, all customers will eventually move from their existing charges to the target
tariffs and then to full cost recovery.

The price caps in this Plan transition customers’ charges to full cost recovery by applying the
following price caps:

For each equivalent standard service connection, a price increase capped as follows:

 for each equivalent standard connection (ie. 20mm water connection / 1 equivalent
tenement sewerage connection), a price increase capped as follows:
o fixed (service) charges capped at 10% or $100 (whichever is the greater)(i.e. $50

per service) per annum, until a customer’s bill aligns to the target fixed tariff.  Any
customer that is below the respective target tariff but would go above when the
increase is applied goes to the target tariff.  Any customer whose bill is already
charged above the respective target tariff is continued to be charged at that
amount until the target tariff is reached (to be reviewed in 2013/14).

o volumetric or usage charges capped at 10% per annum until a customer’s tariff
aligns to the target volumetric tariff.  Any customer that is below the respective
target tariff but would go above when the increase is applied goes to the target
tariff.  (There are no customers currently charged above the target tariff.)

 and, for other charges:
o developer charges and service introduction charges – these are calculated based

upon a pre-determined cost-reflective methodology.
o liquid trade waste - existing agreements will be honoured and negotiation of new

agreements will be in accordance with the Liquid Trade Waste Policy, which
applies a cost-reflective risk-based methodology.  Once established, new cost-
reflective liquid trade waste agreements are anticipated to increase at 6% per
annum through the pricing period.  It is noted that there may be a connection
between sewerage charges (ie. particularly those based on assessed annual
values) and liquid trade waste charges and that some re-balancing may be
necessary when new agreements are negotiated; and

o miscellaneous fees and charges – miscellaneous charges, other than those set by
legislation, will be increased at 3% per annum.

Customer charges will be moved towards BLW's target tariffs in accordance with these price
caps, increasing year on year until they align with the target tariffs. Those customers who
are currently charged above the target tariff will have their charges frozen until 2013/14 and
then reassessed with a view to, where appropriate, commencing a reduction.

Price paths are applied relative to standard domestic service connections, defined as follows:

“Standard Sewer Service” means one standard residential connection for sewerage, referred
to as an Equivalent Tenement (ET) as defined by the Water Services Association of Australia
(WSAA).

http://www.thelaw.tas.gov.au/tocview/content.w3p;cond=;doc_id=13%2B%2B2008%2BGS68AA%40Gs2%40EN%2B20110727000000;histon=;prompt=;rec=144;term=
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“Standard Water Service” means one 20 mm connection for water. Larger connection sizes
are a multiplier of this standard, as follows:

Connection Size 20mm 25mm 32mm 40mm 50mm 75mm 100mm 150mm

Multiplier 1.00 1.56 2.56 4.00 6.25 14.06 25.00 56.25

A customer may have multiple connections on one property in which case the price caps are
applied to each individual service.

7.5 WATER TARIFFS
Customer charges will increase in accordance with the price caps detailed in the previous
section, increasing year on year until they align with the target tariffs. The target tariffs are,
concurrently, also being transitioned to full cost recovery with fixed charges increasing at 6%
per annum and variable charges increasing at 3% per annum.

Removal of Free Water Allowances
Under the pricing principles established by Section 68 of the Water and Sewerage Industry
Act 2008, BLW is required to fully implement two part water pricing for all customers with
effect from 1 July 2012.

A small number of customers were transferred to BLW on a “one-part” charge billing
arrangement, covering the fixed charge and all water usage (effectively a 100% free
allowance). A number of other customers were transferred with billing arrangements
whereby they received a significant volume of water as a free allowance and paid a relatively
high rate for any water usage over the allowance.

Accordingly, it is necessary for an adjustment to be made to these free allowance billing
arrangements to establish an appropriate basis for applying full two-part pricing. The most
appropriate way to adjust for the removal of free water allowances is for the fixed water
charge to be reduced and for volumetric usage to be measured and billed from the first
kilolitre of usage.

BLW will, when calculating 2012/13 bills, make the adjustment to free allowance customers’
billing arrangements by adjusting the free allowance based fixed charge into a reduced fixed
charge with the customer to be billed for actual metered usage. The customer’s fixed charge
will be reduced by applying the average regional usage of 200 kilolitres per annum.

Water Fixed Charges
Target water fixed charge tariffs, shown including the year prior to commencement of this
Plan, are as follows:

TARGET TARIFFS
 Factors

(2DP) 2011/12 2012/13 2013/14 2014/15
20 mm connection 1.00 $270.00 $286.00 $303.00 $322.00
25 mm connection 1.56 $421.00 $446.00 $473.00 $502.00
32 mm connection 2.56 $691.00 $733.00 $777.00 $823.00
40 mm connection 4.00 $1,080.00 $1,145.00 $1,213.00 $1,286.00
50 mm connection 6.25 $1,688.00 $1,789.00 $1,896.00 $2,010.00
75 mm connection 14.06 $3,796.00 $4,024.00 $4,265.00 $4,521.00

100 mm connection 25.00 $6,750.00 $7,155.00 $7,584.00 $8,039.00
150 mm connection 56.25 $15,188.00 $16,099.00 $17,065.00 $18,088.00

Water Fixed Charges
(including vacant blocks)

BLW is required under the pricing principles in the Water and Sewerage Industry Act 2008 to
apply two-part pricing in which a fixed charge is applied for the connection and a variable
charge is applied for the amount of metered water supplied. The fixed charge recovers at
least the full costs of financing, installing, operating and replacing the infrastructure needed
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to facilitate the delivery of potable water and the variable charge recovers the costs of
producing the potable drinking water and the marginal costs of its delivery (eg. pumping).

The water fixed charges have been developed relative to demand on system, as represented
by connection size.  A larger connection size means a larger potential demand on the system
therefore a larger fixed charge.

Water Fixed Charges – Fire Services
Many customers, particularly commercial and industrial customers, have a water service to
their property to support a sprinkler system in the event of fire, which may or may not be
combined with the standard potable service. While fire services are not often used, the need
for the service and their essential nature still requires BLW to build appropriate capacity into
the water infrastructure.

Accordingly, it is appropriate that a service (fixed) charge be levied for the size of the fire
service, with the charge reflecting the relative demand on the system as indicated by
connection size. (Note: no usage will be charged for water used for fire fighting purposes.)
However, whilst it is appropriate to apply a charge reflective of the relative demand on the
system it is also appropriate to take into account that fire services are only used infrequently.
Recognising this, BLW’s water fixed charges for fire services will be the water fixed charge
tariffs as shown in the section above multiplied by a factor of 0.25.

Water Variable Charges
Target variable water charge tariffs, shown including the year prior to commencement of this
Plan, are as follows:
TARGET TARIFFS

2011/12 2012/13 2013/14 2014/15
Potable Water Variable Charge (per kL) $0.9000 $0.9270 $0.9550 $0.9830
Non-Potable Water Variable Charge (per kL) $0.7000 $0.7210 $0.7430 $0.7650

Water Variable Charges

The non-potable water variable charge applies to all water supplies on a permanent boil
water alert.

In theory variable water charges should relate directly to the additional (ie. marginal costs)
costs of production. Whilst the cost of producing and delivering just one kilolitre of water
includes all of the treatment plants, pipes, and pumping stations as well of the cost of the
kilolitre of raw water the cost would not be very much more to produce two kilolitres of water.
The only additional costs, or marginal costs, would be the small cost of the kilolitre of raw
water, the treatment of the water (labour, chemicals, power) and the pumping costs, if any.

These additional costs are referred to as marginal costs, which can be further analysed in to
short run and long run marginal costs, as follows:
 short run marginal cost (SRMC): is the cost of providing the next kilolitre of water to a

customer; and
 long run marginal costs (LRMC): .is equal to the short run marginal cost per kilolitre of

water plus the marginal capacity cost, being the cost per kilolitre of water for additional
infrastructure necessary to provide that additional kilolitre.

The calculation of short run marginal cost and long run marginal cost are straightforward in
theory, but difficult and complex to apply with any precision in the “real world”. This fact, and
the fact that the short run marginal cost of bulk water supply was in the order of 30 cents per
kilolitre in 2004/05, was acknowledged by the Government Prices Oversight Commission
(GPOC) in its “Investigation into the Pricing Policies of Hobart Regional Water Authority, Esk
Water Authority, Cradle Coast Water - Final Report June 2007”.

Esk Water Authority was, prior to being subsumed into BLW, the bulk water provider to the
Launceston City, West Tamar, Meander Valley and George Town Councils who reticulated
the water to consumers. The GPOC 2007 Report stated, at Page 79, that:
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Esk Water has estimated its marginal operating cost (MOC) for treated water at 19.41c/kl and 6.21c/kl
for untreated water in 2006-07.  This compares to its current volumetric price of 31.90 c/kl for treated
water and 23.92c/kl for untreated water respectively.  The Commission has, in previous Investigations,
questioned the methodology applied by Esk Water in calculating its LRMC (equal to its SRMC in the
absence of any known or proposed augmentation projects).  As stated in the 2004 Final Report:

… it is difficult to precisely estimate SRMC. However, estimates made by the Commission in
2001 suggested a figure in the vicinity of 20c/kl. The rate to be set from July 2004, of 30c/kl, is
in the upper range of the Commission’s set of estimates. It is therefore recommended that the
maximum volumetric rate remain at 30c/kl over 2004-05. Following this period the maximum
rate should rise in line with increases in the CPI.

As noted above, the current volumetric rate is still above Esk Water’s own estimate of its MOC.
However, the Commission notes that environmental externalities are not currently priced in Tasmania
and that it is reasonable that there be a margin over the LRMC to account for these externalities. This
said, the Commission has not been advised of any change in circumstances or changes in cost
structures that would lead it to make a different conclusion to that reached in the 2004 Investigation.

Accordingly, GPOC assessed the long run marginal cost (LRMC) of bulk water supplied by
Esk Water (now BLW) as being in the order of $0.20 per kilolitre in 2001, $0.30 per kilolitre in
2004/05 and rising with CPI thereafter.  Assuming CPI of 3.0% per annum, the long run
marginal cost of bulk water in 2012/13 is in the order of $0.37 per kilolitre.

BLW estimates that there are few trunk main extensions or augmentations that would be
required in assessing the extent that the GPOC LRMC estimate should be adjusted to take in
to account reticulation augmentation.  This is because the augmentation component of
LRMC is principally at the top of the system (ie. bulk water), and this has already been taken
in to account in the GPOC calculations. (Further analysis will be done over time to refine the
calculation of long run and short run marginal costs.)

In addition, the Water and Sewerage Industry (Pricing and Related Matters) Regulations
2011 specify that variable charges should be calculated as follows:
21. Calculation of variable charges
(1) A regulated entity must charge a variable charge for a water service.
(2) A regulated entity may, but is not required to, charge a variable charge for a sewerage service.
(3) A variable charge for a regulated service is to reflect the costs, to the regulated entity, that are
reasonably attributable to the volume of water delivered to, or sewage removed from, the property to
which the charge relates.
(4) The rate of a variable charge to be charged by a regulated entity must not be less than the cost of
delivering water to, or removing sewage from, the property to which the charge relates.
(5) Despite subregulation (3), the rate of a variable charge to be charged by a regulated entity in
respect of a regulated service may be greater than the costs of cost of delivering water to, or removing
sewage from, the property, if –

(a) there are constraints on the amount of water available to be provided by the entity or the
capacity of water treatment plants or sewage treatment plants; or
(b) there are constraints on the capacity of the regulated entity’s infrastructure; or
(c) it is desirable to do so to reduce demand for the supply of water or removal of sewage so as to
enable that expenditure on infrastructure which would otherwise be required to meet that increased
demand to be deferred so that expenditure, in relation to sewage infrastructure, or water
infrastructure, for the purposes of improving health, public safety or the environment, may occur
instead; or
(d) the Regulator is of the opinion that the rate should be greater than those costs so as to enable
the regulated entity to recoup any costs that may not otherwise be recouped ...

BLW believes that the circumstances referred to in Regulation 21 (5) (a)-(d) are all, to
varying degrees, applicable and that a variable charge that is in excess of the actual costs of
delivering water to a property is justified, particularly as this will be concurrent with a fixed
charge that is less than full cost recovery (ie. there is no double-dipping).

Further, a range of different of variable (usage) charges applied during 2011/12, the year
prior to this Plan, and will transition to the target tariff.
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The following table sets out the 2011/12 water variable charges, along with an indication of
the specific Council area for the supply, the target tariff cap being applied and whether or not
the supply is subject to a permanent boil water alert:

2011/12 Water Usage Charges
2011/12 Charge

$/kilolitre

Permanent Boil
Water Alert

Applies

2011/12 Target
Tariff Cap
$/kilolitre

$ $
Break O'Day Cornwall 0.667013 Yes 0.700000
Break O'Day Fingal 0.667013 Yes 0.700000
Break O'Day Mathinna 0.667013 Yes 0.700000
Break O'Day Scamander 0.812543 No 0.900000
Break O'Day St.Helens 0.900000 No 0.900000
Break O'Day St. Marys 0.812543 No 0.900000
Dorset Branxholm 0.870975 Yes 0.700000
Dorset Bridport 0.897435 No 0.900000
Dorset Derby 0.870975 Yes 0.700000
Dorset Gladstone 0.870975 Yes 0.700000
Dorset Herrick 0.870975 Yes 0.700000
Dorset Legerwood 0.870975 Yes 0.700000
Dorset Pioneer 0.870975 Yes 0.700000
Dorset Ringarooma 0.870975 Yes 0.700000
Dorset Scottsdale 0.897435 No 0.900000
Dorset W innaleah 0.870975 Yes 0.700000
W ayside Usage Charge 0.365695 No 0.900000
Flinders 0.606375 Yes 0.700000
George Town George Town 0.703364 No 0.900000
George Town Hillwood 0.703395 No 0.900000
Launceston City 0.848925 No 0.900000
Meander Valley Bracknell 0.582120 No 0.900000
Meander Valley Deloraine 0.848925 No 0.900000
Meander Valley Esk W ater 0.485100 No 0.900000
Meander Valley Exton 0.582120 No 0.900000
Meander Valley W estbury 0.545738 No 0.900000
Northern Midlands 0.594248 No 0.900000
W ater Usage Charge - new customers in 2010/11 0.858000 No 0.900000
W ater Usage Charge - new customers in 2011/12 0.900000 No 0.900000
W est Tamar 0.861053 No 0.900000

Based on the GPOC analysis it could be argued that the variable water charge should be set
at around the extrapolated LRMC level of $0.37 per kilolitre.  However, such an approach is
problematic as its application has the potential to cause significant impacts on BLW and/or
for customers.

The transition to full cost recovery revenues is necessary to provide funding capacity for the
capital expenditure program negotiated with regulators in order to improve infrastructure and
deliver regulatory compliance.  As current revenue levels are well below full cost recovery
levels any reduction in variable water charges from existing levels would, all things being
equal, require a compensatory increase in fixed charges.

Accordingly, setting the variable potable (ie. treated) water price at around the extrapolated
LRMC level of $0.37 per kilolitre is problematic, with the following unsatisfactory outcomes
for customers:
 an extensive rebalancing of charges and tariffs to recover, through fixed charges, the

revenue lost through a grossly reduced variable charge;
 as a consequence, side-constraints would need to be increased to accommodate the

rebalancing;
 customers who are already largely conditioned to such usage charges would have less

“control” over their bill through managing their water usage;
 a higher potential for a significant increase in water usage;
 a consequential impact on infrastructure capacity through the increased demand; and
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 the potential for revision of the capital expenditure program to cater for this “growth”.

Accordingly, BLW will transition the range of variable charges applying in 2011/12 to the
simple structure of a single variable water target tariff for potable and a single variable water
target tariff for non-potable water as set out earlier in this section.

The level of these tariffs has been determined with:
 reference to the range of charges already being applied across BLW;
 consideration for allowing customers to exercise some degree of influence over their total

water charges;
 recognition that the imperfect arrangements transferred to BLW implicitly included fixed

costs in the variable charge;
 recognition that reducing the variable charge increases the likelihood of consumption

increases and consequent stress on infrastructure; and
 confidence that the target tariffs for water variable charges are not below long run

marginal cost and so compliant with Regulation 21 of the Water and Sewerage Industry
(Pricing and Related Matters) Regulations 2011.

Variable charges distinguish between those supplies that are potable (ie. water fit for
drinking) and, with a discounted rate, those that are non-potable (ie. subject to permanent
boil water alerts). There are customers receiving potable water that is on occasion subject to
a temporary boil water alert.  BLW will charge these customers the potable tariff, for the
following reasons:

 problems are being fixed: significant capital expenditure is being made on infrastructure
that will ensure that temporary boil water alerts will not be required; and

 cost: the administrative burden of amending tariffs would be onerous.

Further, it is estimated, based on an extrapolation of the GPOC analysis on Esk Water, that
the long run marginal cost of water is $0.37 per kilolitre in 2012/13. Deriving a gross regional
average charge of $0.84 per kilolitre in 2012/13 it is indicated that fixed charges in the order
of $0.47 per kilolitre are being recovered through variable charges.

At the predicted consumption of 12,747,712 kilolitres per annum, it is broadly estimated that
the quantum of fixed charges recovered through variable charges is in the order of $6.0M in
2012/13, rising to $6.4M in 2013/14 and $6.7M in 2014/15. Justifications for the higher
variable charge have been made earlier, not the least of which is the capacity it delivers to
customers to influence the amount of their bill.  It should also be noted that any reduction in
revenue from variable charges will require a compensating increase in fixed charges.

7.6 SEWERAGE TARIFFS
Target sewerage charge tariffs, shown including the year prior to commencement of this
Plan, are as follows:
T ARGET  T ARIFFS

 Factors
(2DP) 2011/12 2012/13 2013/14 2014/15

Residential - Developed (= 1 Equiv Tenem ent) 1.00 $450.00 $477.00 $506.00 $536.00
Residential - Undeveloped 0.60 $270.00 $286.00 $303.00 $322.00
Non-residential Based on equivalent tenements (ETs)

Sewerage Charges

The sewerage tariffs are a fixed charge only.  However, recognition of the variable or
volumetric component is through an undeveloped residential charge (ie. a vacant residential
block) which is 60% of the full standard developed residential sewerage charge.

Customer Classes
Sewerage charges distinguish between residential (developed and undeveloped tenements)
and non-residential customer classes, as follows:
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Residential - developed customers are those sewerage customers with an established
dwelling and a normal standard sewerage connection.  The established dwelling is one
equivalent tenement (1ET), a recognised measure for system design purposes of one
standard single occupancy lot.

Residential - undeveloped customers are those sewerage customers with a vacant tenement
(ie. with no dwelling) and, whilst within the serviced land area (see below – Service Charge
Policy and Serviced Land), no physical connection to the sewerage infrastructure system. In
recognition of there being no actual “load” on the system the residential – undeveloped
customer class is assessed as 0.6ET.

Non-residential customers are those customers who are not associated with developed or
undeveloped residential properties, including commercial, industrial and mixed use
properties.  These customers are to be charged based upon the Water Services Association
of Australia equivalent tenement methodology, which is an established process for estimating
the number of equivalent residential tenements (ETs) represented by the particular attributes
of a non-residential property.

Equivalent Tenement (ET) Methodology
An ET 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 as
calculated using the Water Services Association of Australia (WSAA) Sewerage Code of
Australia estimation tools.

The Code allows that a single residential property is classed as one ET; representing the
base charge and non-residential customer installations are assessed to determine the
number of ETs that they represent using the Code.  This assessment and subsequent
charge relates to only domestic strength waste – any other waste streams are charged for
through liquid trade waste charges.

Industry type, building size, and occupancy levels are all taken into consideration to
determine the appropriate number of ETs which sets the target tariff for the non-residential
customer being assessed.

Accordingly, the methodology requires the collection of various property attributes including
the number of lots, building and land size and number of occupants/visitors for customers
such as hotels, schools, shops, general public entertainment facilities and available beds for
hospitals.

The ET value for each non-residential property will be calculated during 2011/2012 and
implemented from July 2012.

BLW, Cradle Mountain Water and Southern Water will ensure common application of the ET
methodology framework through jointly developing an ET determination manual.

7.7 CUSTOMER TRANSITION IMPACTS
This results in the following impacts for each type of customer:
Residential – Standard Water Service 20mm connection: Annual fixed charge for
customers below the target tariff will be increased by the maximum of 10% or $50 per
connection. The annual fixed charge for customers above the target tariff for the respective
connection size will be frozen until 2013/14 and then reassessed with a view to, where
appropriate, commencing a reduction.  The fully treated usage charge (potable water
variable charge) will increase by 10% per annum until it aligns to the target tariff.

Residential – Non-Standard Water Service connection: increased in multiples of the
residential standard water service based upon connection size, as per the following table:

Connection Size 20mm 25mm 32mm 40mm 50mm 75mm 100mm 150mm

Ratio 1.00 1.56 2.56 4.00 6.25 14.06 25.00 56.25



Ben Lomond Water Price and Service Plan 1 July 2012 to 30 June 2015 Page 93

Residential – Standard Sewerage 1 equivalent tenement connection: Annual fixed
charge for customers below the target tariff will be increased by the maximum of 10% or $50
per service.  Annual fixed charge for customers above the target tariff will be frozen until
2013/14 and then reassessed with a view to, where appropriate, commencing a reduction.
The target sewerage tariff for a single residential property will, by definition, be equal to one
equivalent tenement.

Residential – Non Standard Sewerage: increased in multiples of the residential standard
equivalent tenement, as assessed.

Non-residential – Standard Water Service 20mm connection: Annual fixed charge for
customers below the target tariff will be increased by 10% or $50 per connection (whichever
is the greater). Annual fixed charge for customers above the target tariff for the respective
connection size will be frozen until 2013/14, and then reassessed with a view to, where
appropriate, commencing a reduction.  The fully treated usage charge will increase by 10%
per annum towards a target of 90 cents per kilolitre.

Non-Residential – Non-Standard Water Service: increased in multiples of the residential
standard water service based upon connection size, as per the following table:

Connection Size 20mm 25mm 32mm 40mm 50mm 75mm 100mm 150mm

Ratio 1.00 1.56 2.56 4.00 6.25 14.06 25.00 56.25

Non-residential – Standard Sewerage 1 equivalent tenement connection: The annual
fixed charge for customers below the target tariff will be increased by the maximum of 10%
or $50 per equivalent tenement until the relevant equivalent tenement charge is reached.
Annual fixed charge for customers above the target tariff for the respective equivalent
tenement factor will be frozen until 2013/14, and then reassessed with a view to, where
appropriate, commencing a reduction.  Equivalent tenement methodology to apply from
2012/13.  All non-residential connections will have an equivalent tenement calculation
completed prior to 2012/13 and each connection will be charged in multiples of the
equivalent tenement charge.  (Trade waste charges are separate and additional.)

Non-Residential – Non-Standard Sewerage Service: increased in multiples of the
residential standard equivalent tenement, as assessed. The effect of these price caps is that
the vast majority of customers will have their charges increased by $50 per service.
However, customers who have connections that exceed standard domestic connections
have price caps applied as multiples of the standard domestic connection. The following
graph shows, for all customers, the impact of the price increases from 2011/12 to 2014/15:
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Most customers have only one standard (ie. 20mm) water connection and one standard (ie.
1 equivalent tenement) sewerage connection.  The following graph shows the impact of the
price increases from 2011/12 to 2014/15 for these customers:

To perhaps put these customer impacts in context, the Productivity Commission’s Draft
Report on Australia’s Urban Water Sector (April 2011) reported included the following:

From 2005-06 to 2009-10, average prices for water and wastewater services in Australian
capital cities increased by 48 per cent on average, but ranged from 60 per cent in Sydney to
22 per cent in Hobart. On the whole, this was more than the increase in average capital city
prices for electricity (39 per cent) or housing (21 per cent), and significantly more than the
increase in the Consumer Price Index (CPI) (13 per cent).

However, in the same period, the increase in expenditure on water and wastewater services
as a proportion of total household expenditure (0.2 per cent), was less than the increase for
energy (0.3 per cent) (of which electricity forms the major component) or housing (2.1 per
cent). This is because water and wastewater represents a smaller share of household
expenditure than energy or housing and greater relative price rises for water and wastewater
services have less impact on total expenditure than smaller price increases in these other
goods and services.
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Household expenditure is defined as household final consumption expenditure. Expenditure on housing includes imputed rent
from owner occupied dwellings. Sources: ABS (Consumer Price Index, Australia Dec. 2010, Cat. no. 6401.0); ABS (Australian
System of National Accounts 2009-10, Cat. no. 5204.0).

The observations here are that over the period expenditure on energy and housing as a
proportion of total household expenditure increased from 2.0 to 2.3 per cent, and from 16.2
to 18.3 per cent respectively.  However, expenditure on water and wastewater services as a
proportion of total household expenditure increased from 0.8 to 1.0 per cent.

Accordingly, while the increase for water and wastewater services was significant, the impact
on customers’ total household expenditure was relatively small – an increase in water and
wastewater costs from 0.8 to 1.0 per cent of total household expenditure, a relatively small
proportion of the total.

7.8 LIQUID TRADE WASTE PRICING
Sewerage system infrastructure is primarily designed to transport and treat domestic strength
wastewater using mostly biological systems for treatment. Liquid trade waste exceeds the
strength and/or volume of domestic liquid wastewater and places additional burden and risk
on the sewerage system.

The acceptance of liquid trade waste requires careful management and planning to ensure
that wastewater received from all sources can be safely transported and treated to a
standard that prevents environmental and operational harm.

Liquid trade waste is, according to the risk the activity presents in the particular wastewater
catchment, assessed as falling into one of four risk categories with fees set accordingly.  The
pricing framework covers the following charges:

 Application Fee - An application fee is levied to recover the costs associated with
processing the Liquid Trade Waste Application for all categories excluding Category 0
(ie. domestic sewerage).

 Annual Management Fee - An annual management fee is levied to recover the costs of
administering and managing the consent or agreement for all categories excluding
Category 0 (ie. domestic sewerage).

 Usage Charge - The usage charge is based on the actual or assumed volume and mass
load of contaminants in the liquid trade waste received.

 Non-Compliance Charges - The Corporation reserves the right to apply exceedance
charges (ie. penalties) and recover other costs associated with the customer failing to
comply with the conditions of an agreement or consent, or failing to obtain approval for
discharge of liquid trade waste to sewer.

 Community Asset Contribution Charge - In addition to the above standard charges, new
customers requesting the treatment of liquid trade waste or existing customers requesting
to alter the nature or increase the approved volume or mass load of liquid trade waste
discharged, may be subject to Community Asset Contribution Charges.

 Developer Charges - In addition to the above standard charges, new customers
requesting the treatment of liquid trade waste or existing customers requesting to alter
the nature or increase the approved volume or mass load of liquid trade waste
discharged may be subject to Developer Charges.

BLW’s Liquid Trade Waste Policy 2011/12 is included as Attachment 13 to this Plan.  The
fees, prices and charges contained in the Policy will apply for the period of this Plan, inflated
annually by 3%.

7.9 DEVELOPER CHARGES
Developer charges include headworks charges, assets gifted by developers and cash
payments made by developers to regulated entities for the construction of new reticulation
works and for “purchasing” a share of already installed infrastructure. Developer charges are
usually levied on a per block basis in a subdivisional development to recover from the
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developer the proportional (ie. relating to the proposed development) costs of providing
water-related infrastructure to a new development.

New developments consume installed excess capacity in the system (treatment plants,
reservoirs, trunk mains, outfalls) or necessitate expansion of infrastructure to support the
development.  Payment by the developer for the economic burden imposed by the
development is equitable to existing and new customers, and ultimately the developer.

BLW is, on an ongoing basis, committed to providing clarity to developers regarding the
application of developer charges. Whilst prior to the formation of BLW owner Councils
applied differing approaches to levying Developer Charges, BLW is, in respect of those
charges, honouring any permits issued and agreements made with Councils prior to 1 July
2009.

BLW has, as required by the Water and Sewerage Industry (Pricing and Related Matters)
Regulations 2010, developed a Service Extension and Expansion Policy (see Attachment 11)
and a Developer Charges Policy (see Attachment 9). These policies essentially require:
 all in-subdivision infrastructure is to be provided by the developer at the developer’s cost

and passed to BLW;
 all external infrastructure solely required to service the development is to be provided at

the developer’s cost; and
 an infrastructure contribution (headworks charge) shall be payable by the developer prior

to the issuing of the Certificate for Registration of Legal Document. The contribution will
be calculated by BLW and be based on the economic burden the development places on
the infrastructure.

The recovery of these costs is essential to efficient roll-out and funding of network capacity.
Currently, excess capacity is built into the network based on growth predictions and the
expectation that at some future point development will consume the excess capacity.
Developers then pay developer charges (in the form of assets and/or cash) to offset the cost
of installing that excess capacity. (The same principle applies when services are introduced
to communities.)

In some cases it may be more efficient for BLW to invest strategically in additional system
capacity than that required for the specific development.  In such cases, the developer will
only pay for the level applicable to their development and BLW will fund the difference, to be
collected by developers from future developments that consume the additional installed
capacity. Should developer charges not be applied then BLW will have no incentive to install
excess capacity, which in turn will mean more frequent augmentation of current infrastructure
at a higher cost to customers when development does occur.

Developments are often proposed for new subdivisions without constructed dwellings, but
which have water and sewerage services installed and ready to be used by a future dwelling,
and it is equitable for developer charges to be applied to this situation.

Similarly, developer charges are also applied to situations where there is a significant change
of use on an existing property.  For example, a structure that was a warehouse with minimal
sewerage demand may be proposed to become a manufacturing establishment with
significant trade waste effluent.  In such a case, additional capacity in the sewerage network
may be utilised in excess of what was originally designed for the property and therefore the
developer is liable to pay developer charges for consuming this capacity. In this example
liquid trade waste charges may also apply.

Developer charges have three individual parts:
 “Headworks charges” – are levied as a contribution for the development’s consumption of

excess capacity in headworks or tailworks infrastructure (treatment plants, reservoirs,
trunk mains, outfalls), or for the necessary expansion of headworks or tailworks
infrastructure to support the development.  These charges are usually levied on a per
property/lot basis in a subdivisional development;
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 “Works internal” – Any infrastructure which is internal within a subdivision, up to the
property boundary, is installed at a developer’s cost and gifted (ie. contributed) to BLW;
and

 “Works external” – all external infrastructure solely required to service the development is
to be provided at the developer’s costs and gifted (ie. contributed) to BLW (eg a new
pump station that supports the development).

In calculating developer charges BLW has adopted the NSW Independent Pricing and
Regulatory Tribunal endorsed developer charge methodology (refer Developer Charges
Guidelines for Water Supply, Sewerage and Stormwater, Department of Land and Water
Conservation), which allows for the recovery of the cost of previously installed capacity that
is utilised by a development.

This is a sound and well-established methodology for calculating cost-reflective developer
charges for water supply and sewerage infrastructure.  The calculation is based on the
replacement cost of assets servicing the development and is usually presented as a cost per
equivalent tenement (ET).

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 periodic charges without placing an additional burden on
existing customers. Using the NPV methodology, the costs and revenues are reconciled to a
single value by discounting them to today’s dollars.

The value of assets or cash contributed by developers for subdivisional reticulation works
does not reduce developer charges for headworks or tailworks, but is netted off the regulated
asset base.  This netting off ensures that customers only pay a return of (ie. depreciation)
and a return on (ie. calculated on the weighted average cost of capital) the regulated asset
base exclusive of amounts contributed by developers.

It should be remembered that amounts contributed by developers are in essence ultimately
paid for by the property purchasers.  These property purchasers then become water and
sewerage customers of BLW and they should not have to pay again for the developer’s
contribution.

As developer charges provide a locational price signal for potential developments BLW will,
prior to 30 June 2015, provide a mechanism for developers to obtain estimates of the
developer charges associated with potential developments by implementing a web-based
calculator so developers can independently:
 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.

In the interim, BLW is calculating its headworks charges on a case-by-case basis and
compiling the information necessary to implement the web-based calculator.

7.10 SERVICE INTRODUCTION CHARGES
BLW’s Service Extension and Expansion Policy covers the range of alternative ways in which
BLW may make services available including, in certain circumstances, service introduction,
being the provision of new water and/or sewerage services to towns or localities with only
onsite services, e.g. septic tanks, rainwater tanks. By definition, service introduction charges
are only paid by new customers. The charge will be calculated on a case by case basis.

Service introduction charges are a form of capital contribution to recoup some of the costs of
new network roll-outs.  There is a consistent principle between developer charges being
applied to new subdivisions (in the first instance paid for by developers, but ultimately paid
for by the land purchasers) and service introduction charges being applied to established
communities with only onsite services (ultimately paid for by the property owners). As there
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are no immediate plans to roll-out significant new networks to existing towns that are
currently unserviced there is no revenue expected from this source.

However, any future service introduction will occur in accordance with the State
Government’s Service Extension Policy (if developed) or if there is no Government policy in
place requiring service introduction, the introduction of services will occur in accordance with
BLW’s Service Extension and Expansion Policy.  This Policy requires the following condition
to be met for a service introduction to occur:
 The introduction of water and/or sewerage services is to be commercially viable for Ben

Lomond Water (which may include by means of external funding support – eg. a
government grant, Council owner contribution and customer contributions or a
combination of these three);

 The absence of water/sewerage is causing environmental harm and/or public health
issues of a high impact or on a wide scale as acknowledged by Environmental Protection
Authority or the Department of Health and Human Services;

 The consultation process with community must achieve majority support;
 Service Introduction charges are to be paid by the connecting property on a quarterly

basis over a 10 year period as a contribution to capital costs of the introduction; and
 A connection fee will be required and annual charges will be applied from the time of

connection.

Accordingly, properties receiving an introduction of service/s will be subject to a service
introduction charge, being a temporary charge in addition to the standard fixed and variable
charges levied on established dwellings to which the water and/or sewerage network has
been rolled out. The service introduction charge will be cost reflective, in that it will cover
reasonable costs incurred in making the service available to a property. Appropriate
consultation will occur with the community that is proposed to receive the service introduction
explaining the basis for the service introduction charge, the estimated amount of the charge
per customer and the period over which the charge is to be applied.

7.11 MISCELLANEOUS CHARGES

BLW proposes to apply a range of miscellaneous fees and charges that relate directly and
indirectly to the provision of water and sewerage services. A full schedule of BLW’s
miscellaneous fees and charges is included as Attachment 8.  These charges have been
increased by 3% annually.

The charges have been developed based on cost reflective pricing principles. Only ‘efficient’
costs have been included in the pricing methodology. Labour rates and plant use rates
include allowances for corporate overheads and other on costs, consequently no profit
margin has been applied in determining the final price.

Miscellaneous fees and charges can loosely be categorised in to connection/disconnection
fees, water meter fees, development services fees and sundry fees.

Connection and Disconnection
These are fees and charges for the connection and disconnection of water and sewerage
services. The main type of charge is for connection of water and sewerage services.

Whilst the circumstances peculiar to a specific connection may vary widely, requiring a price
on application approach, BLW has developed water and sewerage connection charges to
apply to standard connections only, where a standard connection is defined as:
 20mm size (water) or 100mm size (sewerage)
 Residential single dwelling that are Building Code Australia Class 1A or 1B
 Must not exhibit any of the following exclusions:

o Non-standard ground conditions (rock, excess water, etc)
o Non-standard reinstatements (where road boring is not possible and major

footpath reinstatement is required)
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o Non-standard installations (where mains to meter is >10m)
o Non-standard access restrictions apply (eg. Large trees, fences etc)
o Non-standard road crossing (crossing of State Road or greater)

Further, the following assumptions or generalisations have been made in order to
standardise the charge:
 Middle of the road approach – it is assumed that all standard connections occur in the

middle of the road, irrespective of whether the actual connection is near-side or far-side
to the main. The resultant price is therefore an average.

 Main to meter installation – connection is a full service connection including tapping of the
main, laying the connection and installing the meter. This delivers improved customer
service by providing full service provision and a consistent installation standard.

 Smart meter costs – connection price is inclusive of the cost of new metering technology.

Limiting the water and sewerage connection price to standard connections only allowed a
more accurate and reliable calculation of costs to be made. Water and sewerage application
forms include the standard connection price conditions, providing protection for BLW should
a non-standard connection be made when it was initially advised by the customer to be a
standard connection.

Given the variability and uniqueness of non-standard connections a price on application has
been applied. This approach reduces the financial risk faced by BLW by ensuring each non-
standard connection is assessed and costed separately.

A pricing spreadsheet for use by Development staff when assessing water or sewerage
applications which will allow up-front pricing of many non-standard connections. In more
complex non-standard connection applications a site inspection will be carried out prior to a
price been issued.  The minimum non-standard price is set at the minimum standard price.

Water Meter Fees
These fees cover special meter reads, meter assessments/testing (flow tests, calibration
tests) and meter relocations. Fees for undertaking an accredited, calibrated test of a water
meter are only payable if the meter is found to be working correctly.

Development Application Fees
These are fees applicable to the assessment of all development applications and include
rezoning, engineering design approval, plan sealing and issuing of certificates of compliance.
Pricing is structured in a way that is indexed relative to the scope of the proposal, taking into
consideration the time involved, land size, number of allotments and supply/discharge
requirements.

Sundry Fees
These fees covers service location, inspection, pressure and flow assessments for proposed
developments, property information requests, right to information requests, removal of
restriction and administration of boundary backflow devices.

7.12 SERVICE CHARGE POLICY AND SERVICED LAND
Water and Sewerage fixed charges (ie. service charges) will be applied in accordance with
BLW’s Service Charge Policy (refer Attachment 12) which states:

BLW will continue to levy a Service Charge on land that was the subject of a service rate or
service charge under the now repealed section 95 of the Local Government Act 1993
immediately prior to the commencement of BLW.

BLW will levy a Service Charge where a property is located within BLW’s Serviced Land and
where there is a water or sewerage service available through a water or sewerage main
passing the property, but the property is not yet connected.
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Further, Serviced Land is defined in BLW’s Customer Connection Policy (refer
Attachment 10), as follows:

Serviced Land, means a description of land, whether identified by individual title or by
locality, BLW will permit to be connected to its water infrastructure or sewerage
infrastructure.

BLW’s Serviced Land boundaries are a critical element of this Price and Service Plan as, to
the extent the property sits within Serviced Land, BLW’s infrastructure is designed to achieve
identified standards of service at the boundary of a property.  Accordingly customers should,
when the property is located within Ben Lomond Water’s Serviced Land, have a reasonable
expectation that a standard connection will be available at the identified standards of service.

Ben Lomond Water is in the process of implementing several layers on its Geographic
Information System (GIS) to aid communication of Ben Lomond Water’s Serviced Land to
customers and helps manage expectations where Ben Lomond Water can and cannot supply
water and sewerage property services.  However, it should be noted that Serviced Land
boundaries will be dynamic and move as the capacity of the system evolves.

7.13 STRATA TITLES
All new strata title properties are to be connected with an individual meter at the main for
each strata title.  However, where strata developments are of a significant size a master
meter and individual sub-meters may be agreed by BLW, with the master meter charge and
net usage billed to the Body Corporate.

Existing metered strata title properties, which have in the past been connected by many
different metering arrangements, will have the status quo continue. Existing unmetered
strata title properties will have individual meters installed at the main or a single master meter
billed to the Body Corporate or split across the strata title properties.  Further, new sub-
meters and a master meter may be installed with an additional annual meter charge, at 50%
of the target tariff, applying for the master meter.

7.14 OWNER/TENANT BILLING
In accordance with the Water and Sewerage Industry (Pricing and Related Matters)
Regulations 2011, BLW will bill the residential property owner for all fixed and variable water
and sewerage charges.

7.15 CUSTOMER CONTRACT
BLW has developed a Customer Contract (refer Attachment 7) which sets out the basis of
the contractual relationship between BLW and its customers.  This Contract will apply unless
a customer has an alternative written contract with BLW, including written contracts
transferred to BLW.
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8 CALCULATION OF TRANSITIONAL REVENUE PATHS
BLW’s expected actual water and sewerage regulated revenues, based on the prices and
tariffs detailed earlier, for each year of the price determination compared against the revenue
limits permitted under the Water and Sewerage Industry Act 2008 are:

Regulated Revenue (nominal) 2012-13 2013-14 2014-15
Transitional Revenue Paths $'000 $'000 $'000
W ater & Sewerage Fixed Charges 49,700.60 54,355.72 58,506.99
W ater & Sewerage Volumetric Charges 12,121.77 12,687.29 13,100.80
Trade W aste 1,763.45 1,939.80 2,133.78
Other Income 366.17 402.19 457.43
Interest 75.00 75.00 26.00
Total Regulated Revenue 64,027.00$ 69,460.00$ 74,225.00$
Lower Revenue Lim it (nominal) 71,652.00$ 74,301.00$ 76,933.00$
Percentage of Lim it 89% 93% 96%
Gap to Lim it 7,625.00$ 4,841.00$ 2,708.00$
Statutory Revenue Lim it (nominal) 86,829.00$ 89,929.00$ 93,423.00$
Percentage of Lim it 74% 77% 79%
Gap to Lim it 22,802.00$ 20,469.00$ 19,198.00$
Upper Revenue Lim it (nominal) 104,729.00$ 107,806.00$ 111,277.00$
Percentage of Lim it 61% 64% 67%
Gap to Lim it 40,702.00$ 38,346.00$ 37,052.00$

The transitional revenue path table above illustrates the state of transition of BLW’s revenues
against the lower, statutory and maximum revenue limits and supports the sustainability of
the business, provides for the required capital works program as contained in this Plan and
establishes a reasonable base for the continuing transition to full cost recovery.

Net accounting profit after tax for the period of this Plan, comprising regulated and
unregulated revenues and with depreciation calculated on an impaired cash flow basis, is
estimated to be $4.444M in 2012-13 and $5.942 in 2013-14.  The Board has not yet
approved Corporate Plan financial projections for the 2014-15 financial year.
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ATTACHMENTS

Attachment 1. Water Treatment Plants – Full Treatment (13)

Attachment 2. Water Treatment Plants – Disinfection Only (6)

Attachment 3. Wastewater Treatment Plants – Level 2 Tertiary Treatment (2)

Attachment 4. Wastewater Treatment Plants – Level 2 Secondary Treatment (25)

Attachment 5. Wastewater Treatment Plants – Level 1 Secondary Treatment (8)

Attachment 6. Economic Regulator – Data Sheets

Attachment 7. Customer Contract

Attachment 8. Schedule of Tariffs

Attachment 9. Developer Charges Policy

Attachment 10. Customer Connection Policy

Attachment 11. Service Extension and Expansion Policy

Attachment 12. Service Charge Policy

Attachment 13. Liquid Trade Waste Policy

Attachment 14. Environmental Policy

Attachment 15. Financial Hardship Policy
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