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/) CUSTOMER SERVICE STANDARDS,
CUSTOMER CONTRACT AND
POLICIES

4.1 Regulation of customer service standards

The Economic Regulator is responsible for regulating standards and conditions of supply of regulated
water and sewerage services. This does not, however, extend to water quality standards, which are the
responsibility of the Director of Public Health, or waste water standards which are the responsibility of
the EPA.

Water and sewerage service standards are regulated through the specification of minimum
service standard targets within the Code and the determination of transitional service standards as part
of the Price Determination processes.

The Economic Regulator’s current approach to regulating water and sewerage services may be
summarised as:

= establishing the Code;
= setting minimum service standard targets within the Code;
= requiring regulated water and sewerage entities to develop customer charters;

= requiring regulated water and sewerage entities to develop transitional customer service standard
proposals as part of price and service plans to move towards the minimum service standard targets
within the Code; and

= managing a performance reporting framework that, amongst other things, monitors performance
against approved transitional service standards and minimum service standard targets.

4.2 Minimum customer service standards - background

Minimum service standards are usually developed following consultation with customers on current
levels of service and price implications of alternative levels of service provision. However, during the
early stages of the water and sewerage industry reform process, this information was largely unknown.
The absence of customer service regulation prior to the commencement of reforms for the water and
sewerage sector resulted in a general lack of data being collected in relation to customer service.
Therefore, the Economic Regulator chose to apply an alternative approach within the Code when it was
introduced in July 2010.

The Code was initially developed to include a number of minimum service standards that the then
regional water and sewerage entities used as targets for transitioning levels of service provision over
time. The Economic Regulator determined these standards using a benchmarking approach based on
existing service standards within Victoria. The Code then stipulated that a regulated entity is to achieve
the minimum service standards within the second pricing period.
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Transitional service standards were subsequently proposed by each of the three regional water and
sewerage entities and approved as part of the first Price Determination (effective from 1 July 2012).
Progress of the entities against the agreed performance transition paths was then monitored and
reported upon by the Economic Regulator as part of the performance monitoring and reporting
framework.

The Code provided that the Economic Regulator would undertake a review of the minimum service
standards by 30 June 2013 to take into account cost and service level data which came to light during
the first regulatory period.

Accordingly, a review was undertaken with the objective of introducing differential service standards in
the second regulatory period to reflect the different costs of delivering the regulated services to
different geographical areas.

However, TasWater was unable to propose service standards, nor outline any associated transition path,
on a differential basis citing issues with data availability and concerns over inadvertent operational
inefficiencies which may arise through applying differential service standards. Rather, TasWater
proposed state-wide minimum service standards as well as annual transition targets to move to the
service standard targets during the second regulatory period.

Following continued liaison between TasWater and the Economic Regulator, it was resolved that ‘actual’
minimum standards would be set for some of the service standard indicators for the second regulatory
period. That is, the performance of TasWater against the indicators in question would (from 1 July 2015)
no longer be averaged out across TasWater’s system state-wide. Rather, the service standard proposed
for those indicators is now the absolute minimum standard which TasWater has to meet, in all instances,
and in all of its interactions with customers state-wide, with respect to those indicators.

‘Actual’ minimum standards were set with respect to ‘response time’ and ‘duration related’ indicators
and service standards relevant to ‘water supply interruptions’ and ‘sewer breaks and chokes’.

During the 2015 Price Determination Investigation process it was determined that, in accordance with
the customer service standards transition path, response time and duration related indicators would
only be achieved ‘X’ per cent of the time during the second regulatory period (specifically 80 or
90 per cent of the time). The Economic Regulator also provided an undertaking that it would continue
to work with TasWater towards the development of more relevant and representative customer service
standards for the third regulatory period.

To this end, a Working Group was established, with representation from the Office of the Tasmanian
Economic Regulator (OTTER) and TasWater, to develop a framework for minimum customer service
standards. The Working Group met monthly, commencing June 2016 and concluding in
November 2016.

A proposed minimum service standards framework was agreed to by the Working Group. The
framework only set out the proposed methods for measuring performance, rather than the actual value
of each minimum service standard. It was resolved that the agreed framework would feed into the
development of TasWater’s proposed PSP for the third regulatory period, which was to include actual
proposed minimum service standard values.
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4.3 PSP Guideline requirements for service standards
arrangements

The PSP Guideline provides high level direction with respect to TasWater’s development of appropriate
minimum service standard arrangements to apply from 1 July 2018. This includes service standard
obligations provided for in the Code.

In accordance with the provisions of the PSP Guideline, TasWater is required to specify, in its proposed
Price and Service Plan, the actual minimum service standards and targets that will apply in the third
regulatory period, including any transitional performance levels to achieve identified performance
targets. The proposed standards are to align with the agreed service standard framework developed by
the TasWater/OTTER Working Group, unless TasWater is able to justify in its proposed PSP why it has
departed from this agreed framework.

TasWater is to also demonstrate that customers have been consulted on their service expectations and
that their views have been taken into account. Furthermore, that customer service standards and
conditions reflect customers’ priorities and expectations in relation to service delivery and underpin
TasWater’s expenditure plans.

4.4 Customer Service Standards for the third regulatory period

4.4.1 Working Group outcomes for consideration

During the Working Group’s deliberations, OTTER representatives were advised of TasWater’s current
inability to collect data and report on repeat service interruptions.

The two minimum service standards to which this related to were:

= number of customers receiving more than 5 unplanned water supply interruptions in a financial
year (number); and

= customers receiving more than 3 sewerage service interruptions per year.

Under the Economic Regulator’s Water and Sewerage Industry Performance and Information Reporting
Guideline, TasWater has had an obligation to report on these standards (as part of its annual
performance report every year) since the entity commenced operations on 1 July 2013. In this way, not
reporting annually on these measures had resulted in TasWater being non-compliant with the
Performance and Information Reporting Guideline and TasWater’s licence conditions (which states
TasWater must comply with all applicable guidelines).

It was noted that significant investment would be required by TasWater to record and report repeat
interruptions for both water and sewerage services. The Working Group subsequently resolved that a
pilot study would be required to understand and confirm the full implementation costs and associated
benefits of the investment. TasWater provided formal advice to the Economic Regulator that it would
pilot measuring of repeat service interruptions in the third regulatory period.

OTTER representatives expressed to TasWater the Economic Regulator’s interest in the outcomes of the
pilot study, noting that should it show merit in measuring repeat interruptions of this nature there would
be an expectation that TasWater have such measures included in its Price and Service Plan for the fourth
regulatory period. Alternatively, if the pilot study demonstrates very few repeated service interruptions,
then the value of recording and reporting the data would be reconsidered.
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In light of the pilot plans, and the Economic Regulator’s assessment of TasWater’s breach of the
Performance and Information Reporting Guideline against the relevant evaluation criteria outlined in
the Economic Regulator’s Compliance Enforcement Policy, the Economic Regulator agreed not to pursue
any formal compliance enforcement action against TasWater at that time. TasWater was, however,
advised that the Economic Regulator decision was conditional on TasWater fulfilling its pilot obligations.

After considering TasWater’s proposed PSP, the Economic Regulator is satisfied that TasWater has
appropriately documented its pilot plans for the third regulatory period. TasWater has noted the
significant investment required for the entity to record and report repeat interruptions for both water
and sewerage services, and its proposal for a pilot study to understand and confirm the full
implementation costs and associated benefits of the investment to collect data and report on these
metrics.

Should the Economic Regulator consider that the outcomes of the pilot study show merit in TasWater
measuring repeat interruptions of this nature, then TasWater will engage with customers on introducing
these standards and appropriate targets in the fourth regulatory period.

4.4.2 TasWater’'s engagement with customers in its development of service
standards

Service standards and price and service trade-offs formed a key part of TasWater’s customer
engagement program. TasWater asked customers and stakeholders about:

= their views on the relative priority of achieving compliance standards, maintaining networks to
ensure reliable services and having affordable bills;

= what a reasonable annual price increase would be in the third regulatory period;

= whether TasWater’s response times to attend bursts and leaks, restore water supply interruptions,
attend sewage spills, contain sewage spills or answer calls to TasWater’s contact centre should be
changed; and

= whether or not TasWater should introduce different service standards in urban and regional areas
of Tasmania.

A summary of feedback provided by customers during focus groups, in depth interviews, telephone
surveys and submissions to TasWater’s consultation issues paper on customer service standards is
provided below:

= The majority of customers agreed that TasWater’'s highest priorities should be to improve
compliance outcomes in the third regulatory period (provide safe drinking water, ensure dam safety
and meet environmental standards).

=  While 41 per cent of customers supported annual price increases of 5 per cent in the third
regulatory period (compared to 16 per cent of customers in the second regulatory period), it is clear
that customers continued to be conscious of price. Almost no customers wanted annual price
increases greater than 5 per cent in the third regulatory period.

= |n general, customers preferred targets to remain the same for service standards where TasWater
have the greatest opportunity to make savings by relaxing them (such as, response times for
bursts/leaks and for sewage spills).

= The average respondent in TasWater’s telephone survey was prepared to wait about three minutes
for their call to TasWater’s contact centre to be answered.

= The majority of customers did not express a desire to introduce differential service standards.



2018 WATER AND SEWERAGE PRICE DETERMINATION INVESTIGATION - FINAL REPORT 67

443 Proposed service standards for the third regulatory period

Given the large investment required to improve water quality, dam safety and environmental outcomes
(the priority of TasWater’s customers), TasWater proposed not to put further upward pressure on
expenditure and prices by improving service standards in the third regulatory period.

Instead, TasWater’s proposal is to maintain current targets for most service standards and to focus on
meeting, rather than exceeding, these targets to avoid unnecessary expenditure.

To maintain service reliability in a cost-effective way, TasWater noted it would make use of its improving
data, information systems and processes to better allocate asset management investment and
operational resources in the third regulatory period. TasWater maintained that this would help to offset
expenditure that may otherwise have been required in TasWater’s networks to meet service standards
while TasWater focuses on achieving compliance outcomes as a first priority.

One area where TasWater customers indicated possible interest in a reduction in service standards was
with respect to contact centre response time. TasWater’s current target (for the second regulatory
period) is to answer 85 per cent of calls within 30 seconds. Respondents to TasWater’s telephone survey
indicated that they were prepared to wait about three minutes on average for their call to TasWater’s
contact centre to be answered. Nonetheless, TasWater has indicated its intention to retain its current
target of 85 per cent for the third regulatory period while it investigates possible changes, and impacts
on customers, ahead of the fourth regulatory period.

For the fourth regulatory period, TasWater intends to engage customers with a detailed proposal that
reflects a review of its customer service processes, resource allocation to the activities that are
important to customers and more specific cost and service data for the contact centre. TasWater
maintained that the proposal will provide customers with a clear picture of cost efficiency, issue
resolution and contact centre response time.

TasWater has also initiated a Productivity Improvement Program that, in part, is investigating ways to
provide its services (and meet its service standard targets) more efficiently in the third regulatory period
than the entity has in the past.

A summary of TasWater’s proposed service standards and targets for the third regulatory period is
shown in Table 4.1.

A column has been included in Table 4.1 to provide a comparison of targets (where applicable) for each
of the service standards for the 2017-18 year of the current regulatory period.

As can be seen, for the majority of service standards TasWater is proposing that targets remain
unchanged for the third regulatory period. Four service standards show out-year targets which are
worse (showing poorer targets for performance) than the targets set for the same measures in 2017-18.
These are in respect to “Percentage of non-revenue water (of total sourced potable water)”,
“Percentage of unplanned water supply interruptions restored within 5 hours”, “Percentage of response
times within 60 minutes to attend sewer spills, breaks and chokes” and “Total water and sewerage

complaints (no. per 1 000 properties)”.
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Table 4.1 TasWater’s proposed service standards for the third regulatory period

LOOHTTUTW Y UTYLIW SISATIY AJUUTTS A91EM | ALV U1 91ISULU IALIE [[IM JID]EN\SE |

a8eJane uQ,, 89 pjNom Ydlym piepuels a5e1aAe Ue UeY) JaYIeJ ,SINUIW 09 UIYIIM 3sing Ajddns Jaiem T AlIOLId B 03 33ISUO SALLIE ||Im Ja1eApSE], (S]dwexa Joy) se pajaidiaiul
3Q p|NOYS pue spJepuels adIAISS WNWiuiWw se pasodoud e Sawil UOIIN|0SaJ pue 3suodsal 32IAIDS YIM PI3eID0SSE SPIBPUELS SDIAISS *,pJepUB)S 9DIAIDS WNWIUIW, e s330udq ‘T

%58 %58 %58 %58 SpU023s OE UIyLMm Joresado ue Ag pasamsue s|ed Jo 38e1Uadiad
S0 S0 S0 S0 (ss1adoud QO T 42d "ou) uewspngquw 2yl 01 siule|dwod 98e1aMas pue Jal1epn

6 0T 1T 6 (ssnadoud 0O T 42d "ou) sjure|dwod a8esamas pue Jaiem [e10]]
%66 %66 %66 %66 1S4N0OY G Ulyum pauleluod sjjids a8emas Jo adejusdiad
%06 %58 %08 %06 1S20YD pue Syealq ‘s||ids Jamas pualle O] SaINUIW 09 UIY1IM Sawi) asuodsal Jo a8e1uadlad
59 59 59 €6 (ulew JaMas Jo WHOOT 49d "0u) Sa30YD pue Syealq sulew a8esamas
%8¢ %8¢ %8C %0T (423EM 4O} PRIUNODIDEUN) (J21BM 3]R10d PIDINOS |BIOY JO) JDIBM BNUDASI-UOU JO 98RIUDIIDY
%06 %06 %06 %06 1$4N0Y G Ulyum padoisad suondnuisiul Alddns us1em pauueld Jo a3eiusdiad
%06 %06 %06 %86 1SIN0Y G UlyIM padoisas suondnuisiul Alddns us1em pauuejdun jo a8e1usdiad
08T 08T 08T 08T (s91nuiw) Ja1em — uonrdniuaiul pauue|d e JO uoIeINP S3eJINY/
08T 08T 08T 08T (s93nuiw) Ja1em — uonrdnuusiul pauue|jdun ue JO UOIRINP S5eJINY/
014 0z 0z 198.e1 ON (ss1adoud 0O T 42d "ou) Jo3em — suolrdniuaiul pauue|d Jo a2uUspIdu|
0LT 0LT 0T 198.e1 ON (sen4adoud QOO T 42d "ou) Jo1em — suonndniialul psuue|dun Jo 32U3PIDU|
%06 %06 %06 %06 1S3 pue S15unq € A11I0LId pualie 01 (sAep €) seInuIw OZEY UIYIM sawll asuodsad Jo a8ejusdiad
%06 %06 %06 %06 1S3 pue S15unq 7 A11I0LId PUa11e 01 (SINOY €) S9INUIW OZT UIYLIM S3WI} 3suodsal Jo a8e1uadlad
%06 %06 %06 %06 13| pue s1sinq T A1LIOLId puS11e 01 S3INUIW 09 UIYIM s3I} asuodsal Jo a8ejusdiad
=3 13 S¢ 128.e) ON (urew Ja3em Jo wWHOQT 49d "ou) Syealq ulew Ja1epn

1081e3 1081e3
T2-020C 0T-6T0C

1981e)
6T-8T

pouad Aloleingal paiyL

pJepuels aJIAIaS




2018 WATER AND SEWERAGE PRICE DETERMINATION INVESTIGATION - FINAL REPORT 69

Upon consideration, it is evident that the proposed revised targets are more closely reflective of
TasWater’s performance outcomes for these measures in the most recent two financial years (where
performance data are available), a summary of which is provided in Table 4.2 .

Table 4.2 Summary of actual performance and out-year targets on select measures

Service standard 2014-15 2015-16 2017-18 2018-19 2019-20 2020-21

Actual Actual target target target target
Percentage of non-revenue water (of total sourced 22% 33% 10% 28% 28% 28%
potable water)
Percentage of unplanned water supply interruptions 97% 94% 98% 90% 90% 90%
restored within 5 hours
Percentage of response times within 60 minutes to No 74% 90% 80% 85% 90%
attend sewer spills, breaks and chokes result

recorded

Total water and sewerage complaints (no. per 1 000 11.59 14.28 9 11 10 9
properties)

Having assessed the proposed targets for the aforementioned service standards, the
Economic Regulator is satisfied with the performance goals set by TasWater with respect to
“Percentage of non-revenue water (of total sourced potable water)” and “Total water and sewerage
complaints (no. per 1,000 properties)”, as the targets are more closely aligned to the entity’s most
recent actual performance results (or the average thereof).

The Economic Regulator does, however, question the setting of out-year targets for “Percentage of
unplanned water supply interruptions restored within 5 hours” which are lower than the actual
performance outcome by TasWater for this service standard in both 2014-15 and 2015-16. The
Economic Regulator is of the view that TasWater should be setting a target which is, at the very least,
equal to the poorer performance outcome of 94 per cent in 2015-16.

4.4.3.1 Issues raised during consultation on the Economic Regulator’s Draft
Report

With respect to the proposed out-year targets for “Percentage of response times within 60 minutes to
attend sewer spills, breaks and chokes”, the EPA noted, in its submission on the Economic Regulator’s
Draft Report, that failure to set this standard at an acceptable level may give rise to unacceptable
impacts on human health and environmental outcomes, and could be open to interpretation by
TasWater staff. The EPA also considered that performance against this service standard needed to
improve and questioned the practical effect that the proposed drop in the target for the first two years
of the third regulatory period would have.

In addition, the Economic Regulator notes that TasWater’s staged approach to meeting a 90 per cent
target for this service standard over the third regulatory period was proposed by the entity prior to the
actual 2016-17 performance result of 84 per cent being known. As such, future targets should not fall
back to 80 per cent, as TasWater proposed, and should be more closely reflective of recently achieved
performance outcomes.

4.4.3.2 Economic Regulator’s decisions

The Economic Regulator is, therefore, of the view that, given the potential impact on public health and
the environment as well as recent performance data available for 2016-17, the 2018-19 target should
be set at 85 per cent rather than the 80 per cent.
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After assessing TasWater’s customer service standards proposal, and noting the preceding discussion
with respect to this matter, the Economic Regulator has concluded that TasWater’s proposed customer
service standards and targets (with the exception of targets noted for “Percentage of unplanned water
supply interruptions restored within 5 hours” and the 2018-19 target for “Percentage of response times
within 60 minutes to attend sewer spills, breaks and chokes”) as outlined in Table 4.1:

= are consistent with the service standards framework as agreed to by the joint TasWater/OTTER
Working Group;

= are consistent with available information on TasWater’s actual performance; and

= reflect the impact of TasWater’s proposed expenditure programs.

The Economic Regulator is also satisfied that TasWater has sufficiently engaged with customers on their
preferences for service standard targets, priorities and price and service trade-offs and have proposed
service standards based on customer feedback.

The Economic Regulator:

= gpproves the proposed minimum service standards as outlined in Table 4.1 for application by
TasWater for each year of the third regulatory period; and

= gpproves the service standard targets for each minimum service standard as outlined in Table 4.1,
subject to the amendment of out-year targets for the “Percentage of unplanned water supply
interruptions restored within 5 hours” metric from 90 per cent to 94 per cent, and the amendment of
the 2018-19 target for “Percentage of response times within 60 minutes to attend sewer spills, breaks
and chokes” metric from 80 per cent to 85 per cent; and

= willimplement the newly approved minimum service standards by way of the Customer Service Code
change process (for a 1 July 2018 commencement).

4.5 Customer contract and policies

TasWater is required, under various legislative and regulatory instruments, to include in its proposed
Price and Service Plan a series of draft policies and a draft customer contract.

The policies include those relevant to:
= Service extension and expansion;
= Developer charges;

=  Service charges;

= Connections;

= Sub-metering;

= Service introduction charges; and
= Trade waste charges.

TasWater was also required to submit a description of serviced land that complies with the Industry Act
and the Code and underpins the policies listed above and which is sufficiently detailed to identify
individual titles. In addition, TasWater was to outline the factors and considerations it may rely upon in
determining and justifying whether land is serviced land.
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The aforementioned policies, customer contract and service land description were submitted in
May 2015 as separate attachments to TasWater’s Price and Service Plan for the second regulatory
period. However, for the 2018 Water and Sewerage Price Determination Investigation, TasWater has
chosen to structure its Price and Service Plan attachments differently, and has amalgamated a number
of the aforementioned policies, as well as the service land description, into two standalone policy
attachments. One being titled ‘Land Development Policies’ and the second ‘Water and Sewerage
Network and Charges Policies’. TasWater has maintained its Trade Waste Policy as a separate policy.

The following diagram provides a representation of where customers, and other interested parties, may
locate the customer contract and policy documents in TasWater’s new structure of attachments for its
proposed PSP for the third regulatory period.

Figure 4.1 Amalgamation of policy attachments - changes from second to third regulatory periods

2015-18 Price and Service Plan 2018-21 Price and Service Plan

Service Extension and Expansion
Policy \

Developer Charges Pricing Policy

Land Development Policies

Service Charges Policy

Connection Policy xﬁ
-

Sub-Metering Policy Water and Sewerage Network

and Charges Policies

Service Introduction Charges Policy

Description of Serviced Land

Trade Waste Charges Policy

v

Trade Waste Policy

Customer Contract Customer Contract

v

4.6 Assessment of customer contract and policies

The Economic Regulator has assessed TasWater’s draft customer contract and draft policy documents
as part of its price determination investigation process. The Economic Regulator’s considerations have
focussed on compliance and accuracy. That is, the non-compliance matters/errors in the drafts
(including those errors which have effect of rendering the document non-compliant).

To assist the Economic Regulator in its assessment processes, staff from OTTER have been liaising with
TasWater with respect to a series of identified compliance and drafting concerns. As a result of these
communications, the policies and customer contract, as attached to this Final Report, are revised
versions of those same documents as initially submitted by TasWater as part of its proposed PSP.

In this Final Report, the Economic Regulator has indicated that TasWater will be required to submit the
re-drafted documents (as attached) as part of its final PSP.

In addition, the Economic Regulator’s PSP Guideline requires TasWater to explain and justify any
differences between its current policies (approved for the second regulatory period) and the policies it
is proposing for the third regulatory period. The Economic Regulator has assessed that, in relation to
some of the policies, this was not satisfactorily undertaken. The Economic Regulator will, therefore,
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require TasWater’s final PSP to more adequately describe the changes to the policies in question. These
matters are discussed in greater detail under the individual policy sections below.

4.7 Customer contract

Division 4 of the Industry Act requires a regulated entity to develop a customer contract for regulated
services. It is also a requirement that a customer contract be prepared in accordance with the Code.

The Economic Regulator is required under the Industry Act to consider any customer contract in making
a price determination that is to apply to a regulated entity in respect of a regulated service.

In accordance with section 65 of the Industry Act, and the Economic Regulator’s PSP Guideline,
TasWater included, in its proposed PSP, the customer contract that it proposes using during the third
regulatory period. While reviewing the draft customer contract for consistency with the provisions of
the Code, Industry Act and relevant Regulations, the Economic Regulator identified a number of
drafting matters it considered necessary for TasWater to address.

Consequently, and throughout the price investigation process, representatives of OTTER have liaised
with TasWater with respect to those concerns. This collaboration resulted in TasWater providing a
revised draft customer contract to the Economic Regulator, a copy of which is provided at Appendix 2
to this Final Report.

The Economic Regulator’s comments with respect to the customer contact did not extend to matters
pertaining to the legality or enforceability of the customer contract, as this is a TasWater responsibility
to manage. Rather, the feedback focused on the customer contract’s compliance, overall drafting and
structure. The Economic Regulator is satisfied that issues identified with respect to the draft customer
contract have now been suitably resolved by TasWater.

The Economic Regulator approves the ‘Customer Contract’, as provided at Appendix 2 to this Final Report,
for submission as part of TasWater’s final Price and Service Plan.

4.8 Trade waste policy

Trade waste means the liquid waste generated by any industry, business, trade or manufacturing
process. As the definition of “sewage” under section 3 of the Industry Act includes trade waste, the
disposal, removal and treatment of trade waste is a regulated service.

In accordance with the Economic Regulator’s PSP Guideline, TasWater is required to develop a trade
waste charges policy outlining how it intends categorising and treating trade waste customers.

The PSP Guideline also specifies that TasWater must explain and justify, in its proposed PSP, any
differences between its current trade waste policy and the trade waste policy it is proposing for the
third regulatory period.

In its proposed trade waste policy for the third regulatory period, TasWater has added a short section
and dot point relating to tankered trade waste, while removing sections that appear in the current
policy and relate to customer self-assessment, developer charges, and cancellation or suspension of
trade waste service. Contrary to the requirements of the PSP Guideline, TasWater did not provide any
explanation for these changes in its proposed PSP for the third regulatory period.

Other than that, TasWater is not proposing to make any significant changes to its current trade waste
policy for the third regulatory period. The Economic Regulator notes that TasWater has altered the
structure and style of its proposed trade waste policy, making it easier to read, but the policy content
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remains largely unchanged. The Economic Regulator recommended only minor changes to wording in
its review of TasWater’s proposed policy, which TasWater subsequently accepted.

4.8.1 Issues raised during consultation on the Economic Regulator’s Draft
Report

Two of the submissions that the Economic Regulator received during public consultation on its Draft
Report raised issues with TasWater’s trade waste policy and practices.

Nekon’s submission contended that TasWater has provided insufficient evidence to justify its current
and proposed trade waste charges. Nekon expressed the view that TasWater fails to observe various
aspects of the trade waste best practice principles developed by EPA Victoria and the Victorian Water
Industry Association in 2002. One of Nekon’s primary complaints was that TasWater does not provide
enough education and incentives for trade waste customers to reduce the amount of trade waste they
produce.

TasWater’s current and proposed trade waste policies include the statement that one of its aims is:

..to encourage trade waste minimisation through sustainable, clean and innovative trade waste
management practices.

During discussions with TasWater, the Economic Regulator requested further detail about how
TasWater plans to achieve this aim. TasWater explained that during the second regulatory period, it
focused on building understanding and improving relations with its large trade waste customers, and
that in the third regulatory period, it intends to expand its efforts to include smaller trade waste
customers as well. TasWater stated that it is working to improve the way it communicates with small
trade waste customers regarding compliance requirements, and plans to have trade waste technicians
visit every one of its category 1 and 2 trade waste customers to help them develop solutions for their
particular trade waste needs.

The Economic Regulator realises that this may not be exactly what Nekon was referring to in its
submission, but believes that it represents a reasonable and acceptable commitment by TasWater to
engage with its trade waste customers, help them manage their trade waste and potentially reduce the
load they place on the sewerage system.

Beyond this, the Economic Regulator notes that not all trade waste customers would be able to reduce
the volume of trade waste they produce significantly even if TasWater were to provide them with better
education and incentives. It may be true of some customers, but the Economic Regulator does not think
it would be reasonable to make this a blanket assumption applicable to all TasWater’s trade waste
customers.

Some of Nekon’s other comments and concerns related to TasWater’s pricing model for trade waste
customers. Nekon suggested that category 1 and 2 trade waste customers should pay variable charges
based on the actual volume and content of trade waste they discharge to the sewerage system. Under
TasWater’s current and proposed trade waste policies, category 1 and 2 customers pay fixed charges
but not variable charges. TasWater determines these fixed charges on the estimated volume and
content of trade waste produced by each customer based on their business type.
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Nekon also suggested that TasWater move to discharge factor pricing for category 1 and 2 trade waste
customers, ie that a trade waste customer’s fixed charges be based on a certain percentage of its total
water consumption. The Economic Regulator recognises that moving from TasWater’s current trade
waste pricing model to a discharge factor model could address some of Nekon’s concerns. On the other
hand, a discharge factor model, like the current pricing model, is a one-size-fits-all solution in a situation
where each trade waste customer faces different circumstances. Therefore, while changing to a
discharge factor model of calculating trade waste charges may benefit some trade waste customers, it
would likely still leave other customers at a relative disadvantage.

Mr Malcolm Eastley raised three particular issues with TasWater’s current trade waste management
practices and proposed trade waste policy for the third regulatory period. Firstly, Mr Eastley noted that
TasWater’s Commercial Trade Waste Customer Pre-treatment Guideline specifies that bucket traps and
sink strainers must have 3mm diameter drainage holes. Mr Eastley commented that standard
residential sinks typically have 10mm drainage holes, and argued that 3mm holes are therefore
inadequate.

The Economic Regulator has conducted a cursory investigation of the trade waste solutions available
to commercial kitchen operators in Australia. Judging by the range and variety of products available,
3mm diameter drainage holes are at least common and quite possibly standard for bucket traps and
sink strainers designed to prevent solid waste from entering the sewerage system. The Economic
Regulator therefore does not accept that the requirements of TasWater’'s Commercial Trade Waste
Customer Pre-treatment Guideline are unreasonable in this regard.

The second point that Mr Eastley raised concerned TasWater’s trade waste charges. Mr Eastley again
compared a trade waste customer against a standard residential customer, highlighting that trade
waste customers pay considerably more for wastewater treatment than do residential customers. Mr
Eastley questioned whether these trade waste charges are justified, claiming that TasWater has not
collected any data to show that its fees accurately reflect the additional load trade waste customers
place on the sewerage system.

TasWater’s Trade Waste Customer Category Guideline provides an explanation of how TasWater applies
trade waste charges to its customers based on the type of business they operate and the resultant load
they are likely to place on the sewerage system. TasWater explains that it adapted its method from ‘the
WSAA Australian Sewage Quality Management Guideline 2012, recognised nationally as the most
comprehensive guideline to managing trade waste discharge to sewer’. During the second regulatory
period, the Economic Regulator approved TasWater’s Trade Waste Customer Category Guideline and
considered it reasonable and appropriate.

The Economic Regulator believes it would be unrealistic to expect TasWater to collect the type of data
that Mr Eastley suggests could justify its existing trade waste charges. This is due to several reasons
including that most sewerage connections in Tasmania are unmetered; that regularly testing the
content of multiple sewer lines and mains would be impractical; and that determining the origin of
trade waste once it reaches a treatment plant can be extremely difficult. In the absence of a simpler,
more accurate method, the Economic Regulator accepts that TasWater’s Trade Waste Customer
Category Guideline remains reasonable and appropriate for applying trade waste charges.

Mr Eastley’s third point was similar in nature to his other two points, and related to the installation of
grease traps as per the requirements of TasWater’'s Commercial Trade Waste Customer Pre-treatment
Guideline. Mr Eastley pointed out the various costs involved in installing and maintaining grease traps,
and questioned why trade waste customers who install grease traps still have to pay trade waste
charges. He also argued that TasWater has no data showing that category 1 and 2 trade waste
customers place a significantly larger load on the sewerage system than do residential customers.
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The Economic Regulator reiterates its previous comments on the matter of TasWater not having data
to support its trade waste charges. Regarding the installation of grease traps, Mr Eastley’s argument
hinges on the assumption that grease traps can remove 100 per cent of the grease content of
wastewater before it enters the sewerage system. This is not the case, with research and testing
suggesting that most commercial grease traps are between 50 and 80 per cent efficient. Further,
wastewater from many businesses contains various other contaminants besides grease. Consequently,
the Economic Regulator thinks it reasonable for TasWater to require trade waste customers to both
install grease traps and pay trade waste charges.

In relation to Mr Eastley’s concerns, the Economic Regulator recognises that trade waste charges can
be a considerable impost to small businesses in Tasmania. As previously noted, during discussions with
the Economic Regulator, TasWater stated that it intends to focus on building understanding and
improving relations with its category 1 and 2 trade waste customers during the third regulatory period.

4.8.2 Economic Regulator’s decisions

The Economic Regulator strongly supports TasWater’'s commitment to improve relations with its trade
waste customers. The Economic Regulator further plans to increase its regulatory monitoring of
TasWater’s trade waste performance and to encourage TasWater to investigate different payment
options for category 1 and 2 trade waste customers needing to install pre-treatment infrastructure.

Chapters 12 and 13 respectively describe the proposed structure of, and the proposed pricing for,
TasWater’s trade waste services during the third regulatory period.

The Economic Regulator approves the ‘Trade Waste Policy’, as provided at Appendix 3 to this Final Report,
for submission as part of TasWater’s final Price and Service Plan.

The Economic Regulator also requires TasWater to explain and justify the addition of a ‘Tankered Trade
Waste’ section, and the removal of the ‘Customer Self-Assessment’, ‘Developer Charges’ and ‘Cancellation
and Suspension’ sections from its trade waste policy in its final Price and Service Plan for the third
regulatory period.

4.9 Land Development Policies

4.9.1 Developer charges policy

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

A developer charges policy is required to be included in the Price and Service Plan to be approved by
the Economic Regulator. This policy covers arrangements for developers gifting assets or paying cash
for the construction of new reticulation works and for setting headworks charges. The developer
charges policy must be consistent with the requirements of the Industry Act and Regulation 20 of the
Pricing Regulations and requires the regulated entity to estimate the amount of the developer charge
and explain how it has been calculated.

Headworks charges are imposed to recover the costs of installing excess capacity within a water and
sewerage network. It is not considered appropriate for existing customers to meet many of these costs
as developers receive the benefit of being able to charge higher prices for fully serviced developed land
and purchasers of that land receive the benefit, in terms of enhanced property values, from having land
serviced by water and sewerage infrastructure.

In examining the developer charges policy, the Economic Regulator notes that it is not responsible for
industry or economic development, which is the responsibility of State and local governments.
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TasWater’s draft developer charges policy, as included in its proposed PSP for the third regulatory
period, was reviewed for compliance with the relevant legislative and regulatory provisions.

4.9.1.1 Approach to developer charges approved under the 2015 price
determination investigation

For the second regulatory period, the Economic Regulator required TasWater to retain the
arrangements for developer charges associated with works internal and works external, which involved
charges being recovered on a cost reflective basis through direct payment or gifting of assets.

Analysis of options for headworks charges was required since TasWater proposed removing headworks
charges for all developments in areas where there is sufficient existing capacity or are consistent with
TasWater’s immediate infrastructure growth plans. In addition, TasWater proposed introducing “out of
sequence charges” for developments that require TasWater to bring forward works ahead of schedule
and “isolated development charges” if the proposed development is outside of TasWater’s growth
plans.

The Economic Regulator’s criteria for assessing these approaches to headworks charges included
ensuring that the approach is consistent with the statutory pricing principles, ie cost reflective,
transparent, provides certainty for developers and is simple to administer. The Economic Regulator
considered that:

= some proportion of growth related costs should be recovered upfront from developers rather than
over time from customers through recurrent charges;

= there are benefits in a headworks charging approach that is simple and provides certainty and a
relatively level playing field for developers; and

= a sensible headworks charging approach should encourage developers to use existing capacity
where it exists before requiring TasWater to invest in network augmentation.

The Economic Regulator accepted that developments within serviced land benefit existing customers
when new customers connect because fixed costs are spread over a larger customer base. In relation
to developments that represent extensions to serviced land, the Economic Regulator accepted that
many of these developments are also likely to utilise existing capacity. The Economic Regulator
therefore accepted TasWater’s proposal to:

= notimpose headworks charge for developments within serviced land; and

= notimpose a headworks charge for developments occurring outside of serviced land but that
utilise existing capacity.

However, the Economic Regulator considered that for a headworks charging approach to encourage
the use of existing capacity, some locational price signals must be applied and be linked to capacity.
Therefore, for any development that represents both an extension to serviced land and requires
TasWater to undertake works (not covered by a “works external” arrangements), the Economic
Regulator required TasWater to impose a headworks charge on the component of a development that
cannot be satisfied by existing capacity. The Economic Regulator determined that the net present value
(NPV) methodology is an appropriate methodology to apply in making this calculation.

The Economic Regulator also determined that TasWater would continue to use the NPV methodology
for determining headworks charges for isolated developments.
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4.9.1.2 TasWater's proposed approach to developer charges in its proposed
Price and Service Plan

TasWater stated in its proposed PSP that its developer charges policy is largely unchanged from the
policy approved for the second regulatory period and continues the approach of excluding headworks
charges. According to TasWater, this approach is supported by the majority of the customers it engaged
with during its customer and stakeholder consultation.

For new developments, TasWater refers to two types of water and/or sewerage infrastructure:

=  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 the regulated entity.

= Works external — where a development requires stand-alone assets (eg a pump station) to be
installed to support the development at the developer’s cost.

TasWater has proposed continuing the current arrangements whereby charges associated with works
internal and works external will be recovered on a cost reflective basis through direct payment or gifting
of assets.

The Economic Regulator approves TasWater’s retention of the current arrangements for developer
charges associated with works internal and works external.

TasWater has proposed that developer charges be applied as follows:

= For developments within serviced land where the existing water and/or sewerage infrastructure
can accommodate the demands of the proposed development, developer charges will not apply
for the available capacity.

= For developments within serviced land where capacity is not available, the developer will be
required to pay the cost of expansion of the system to the level of capacity required to service the
development/use.

=  For developments outside serviced land where capacity is available within an existing system, the
developer pays the costs of extension, including connection, to that system and may access the
available capacity in that system at no additional charge.

=  For developments outside serviced land where insufficient capacity is available within an existing
system, the developer pays the costs of extension, including connection, to that system and
expansion of the system to the level of capacity required to service the development. Any existing
spare capacity in that system that is less than the total required for the development will be made
available at no additional charge.

=  For developments outside serviced land where the development is not designed to connect to one
of TasWater’s existing systems (an isolated development/use), all costs are paid by the developer.
TasWater stated that, in its absolute discretion, it may contribute to the costs of development/use
if it considers that there are strategic benefits from doing so.

4.9.1.3 Issues raised during consultation on the Economic Regulator’s Draft
Report

In his submission Mr Malcolm Eastley stated that developers being required to gift infrastructure stifles
growth and may be double dipping. Mr Eastley stated that there is a need for TasWater to provide
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services to the customer boundary, with the customer responsible for internal work. Mr Eastley argued
that this can be done at much lower cost by TasWater which results in faster take up of connections
benefiting TasWater and Councils.

Under TasWater’s Developer Charges Policy, developers pay for works internal to the subdivision (for
example new reticulation) and pay for works external to the subdivision (for example a standalone new
pipe to connect to the existing system). Developers are required to gift the assets to TasWater.

As mentioned earlier, the Economic Regulator is not responsible for industry or economic development.
The current approach is consistent with the pricing regulations whereby developer charges are to be
recovered on a cost reflective basis through direct payment or gifting of assets. There is no double
dipping since gifted assets are not included in the revenue build up that determines prices. The current
approach protects existing customers from having to subsidise new customers. The current approach
recognises that new developments benefit existing customers when new customers connect because
fixed costs are spread over a larger customer base. The Economic Regulator accepted TasWater’s
proposal to: not impose headworks charge for developments within serviced land; and not impose a
headworks charge for developments occurring outside of serviced land where existing capacity is used.

4.9.1.4 Economic Regulator’s decision

Based on the preceding discussion, the Economic Regulator has decided to approve TasWater retaining
its current arrangements for developer charges.

The Economic Regulator approves TasWater’s retention of the current arrangements for developer
charges.

4.9.1.5 Development Assessment fees

The Economic Regulator identified that the development application fees in TasWater’s initial Land
Development Policies document were not the same as the development application fees in
Appendix 15 of its proposed PSP. All other fees were the same. The Economic Regulator asked TasWater
to clarify which set of prices were being proposed. In response, TasWater provided a revised set of fees
for development applications that were identical to those outlined in Appendix 15 of its proposed PSP.

On 11 September 2017, TasWater wrote to the Economic Regulator and explained that while the
Certificate for Certifiable Work/Certificate for Compliance fees were two separate fees in the second
regulatory period they have been combined into one service and one fee for the third regulatory period.
However, the fee in TasWater’s proposed PSP inadvertently only included the cost relating to the
production of the Certificate for Certifiable Work, ie the fee was only about half the intended amount.

TasWater also stated that it has combined engineering design approval and asset creation services for
the third regulatory period but inadvertently included only the engineering design approval cost in the
fee.

The Economic Regulator’s proposed Development Assessment Fees are outlined in Section 13.2.3.2 of
this Final Report.

4.9.2 Service extension and expansion policy

Section 56J of the Industry Act requires TasWater to include in its proposed Price and Service Plan a
policy that sets out the circumstances in which TasWater will extend and expand its water infrastructure
and sewerage infrastructure. It is also a requirement that this policy include the terms and conditions
that will apply to such an extension or expansion.
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TasWater included a draft service extension and expansion policy in its Land Development Policies
document attached to its proposed Price and Service Plan.

In reviewing the draft service extension and expansion policy for compliance against the relevant
regulatory and legislative requirements, the Economic Regulator identified only minor drafting issues
for TasWater’s consideration. Through ongoing liaison with OTTER representatives, TasWater
introduced relevant revisions to its draft service extension and expansion policy to ensure consistency
with provisions of the Industry Act and TasWater’s Water and Sewerage Network and Charges Policies
document. Amendments also included the removal of redundant defined terms which were not being
used within the policy document, and the inclusion of two definitions which were deemed necessary.

In light of TasWater addressing the aforementioned issues, the Economic Regulator is satisfied that the
draft service extension and expansion policy, as included in TasWater’s draft Land Development Policies
document provided at Appendix 4 to this Final Report, is a fully compliant and functional policy for
submission as part of TasWater’s final Price and Service Plan.

The Economic Regulator approves the ‘Land Development Policies’ document, as provided at Appendix 4
to this Final Report, for submission as part of TasWater’s final Price and Service Plan.

The Economic Regulator also requires TasWater to ensure that its final Price and Service Plan is updated
to reflect the correct Development Fees as documented under section 5 of the attached ‘Land
Development Policies’ document.

410 Water and Sewerage Network and Charges Policies

4.10.1 Connection policy

The point where a customer’s pipes connect to a regulated entity’s water and sewerage infrastructure
is known as the connection point.

It is a requirement under section 56U(1)(a) of the Industry Act, and the PSP Guideline, that a regulated
water and sewerage entity include a connection policy with its proposed Price and Service Plan. To this
end, TasWater included a draft connection policy in its Water and Sewerage Network and Charges
Policies document.

As with other policy documents, the Economic Regulator reviewed TasWater’s draft connection policy
for consistency with the provisions of the Code, Industry Act and relevant Regulations. That assessment
resulted in the identification of a number of drafting amendments for TasWater to address. Specifically,
to ensure consistency with drafting of regulatory/legislative provisions and other TasWater policy
documents.

The Economic Regulator also identified, as part of its review that TasWater’s proposed connection
policy for the third regulatory period varied in its drafting by comparison to the connection policy
approved for the current regulatory period. Most notably with respect to the various criteria TasWater
proposed to impose in order to permit the:

= connection of property to TasWater’s water infrastructure and/or sewerage infrastructure;
= relocation of a connection to TasWater’s water infrastructure and/or sewerage infrastructure; and
= adjustment of a connection to TasWater’s water infrastructure and/or sewerage infrastructure.

As previously outlined, the PSP Guideline requires TasWater to explain and justify any differences
between its current policies and the policies it is proposing for the third regulatory period. TasWater
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did not, however, document nor discuss, in its proposed PSP, any variances between any of its policy
documents.

Rather, under section 4.4 on page 41 of its proposed PSP, TasWater states that:

Our policies are largely unchanged from PSP2. However, we have decided to consolidate a number
of the required policies to make them clearer and easier to use for customers.

As identified by the Economic Regulator, TasWater included additional criteria in its draft connection
policy, for application from 1 July 2018, with respect to permitting connections and the relocation and
adjustment of connections. The additional criteria are outlined below.

For connection:
= The person requests TasWater to connect the property to the infrastructure; and

= The property is within 30 metres of the infrastructure and for water services, can be supplied with
treated water; and

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

= The connection does not cross property owned by a third party; and

= No plan of subdivision, or other instrument of a type approved by the Economic Regulator, specifies
that connection to TasWater’s infrastructure, or provision of regulated services by TasWater will
not occur; and

= The property will receive the minimum pressure and flow at the connection as described in the
Supplement (available on TasWater’s website at www.taswater.com.au); and

= The person has complied with all reasonable terms and conditions of connection imposed by
TasWater.

For relocation of a connection:
=  The person requests the relocation of the connection to the infrastructure; and

=  The relocation will not result in TasWater infrastructure crossing property owned by a third party;
and

= The property will, following relocation of the connection, receive the minimum pressure and
minimum flow rate at the connection as described in the Supplement (available on TasWater’s
website at www.taswater.com.au); and

= The person has complied with all reasonable terms and conditions of relocation of connection
imposed by TasWater.

For adjustment of a connection:
=  The person requests the adjustment to the connection to the infrastructure; and

=  The adjustment will not result in TasWater infrastructure crossing a property owned by a third
party; and
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= The property will, following adjustment of the connection, receive the minimum pressure and
minimum flow rate at the connection as described in the Supplement (available on TasWater’s
website at www.taswater.com.au); and

=  The person has complied with all reasonable terms and conditions of adjustment of connection
imposed by TasWater.

The Economic Regulator has assessed the additional criteria as being in accordance with the Water and
Sewerage Industry (Customer Service Standards) Regulations 2009 and, subsequently, the Code, and
concludes that they are reasonable terms and conditions which TasWater, as the regulated entity, may
impose.

However, the Economic Regulator maintains that TasWater has not adequately met its obligations of
the PSP Guideline with respect to explaining and justifying the differences between its currently
approved and newly proposed connection policies. The Economic Regulator will, therefore, require
TasWater to more adequately describe such variances in its final Price and Service Plan.

The assessment of TasWater’s proposed connection policy also identified that TasWater had
inadvertently omitted the inclusion of charges information pertaining to the relocation and adjustment
of sewer connections. TasWater subsequently updated the “Network Charges and Fees” list at the end
of its draft Water and Sewerage Network and Charges Policies document to include these costs.

Through ongoing liaison with OTTER, TasWater has satisfactorily addressed the aforementioned
concerns with respect to the drafting of its connection policy. A copy of the revised draft connection
policy is included in TasWater’s draft Water and Sewerage Network and Charges Policies document
provided at Appendix 5 to this Final Report.

The Economic Regulator approves the ‘Connection Policy’, as included in TasWater’s ‘Water and Sewerage
Network and Charges Policies” document provided at Appendix 5 to this Final Report, for submission as
part of TasWater’s final Price and Service Plan.

The Economic Regulator also requires TasWater to explain and justify, in its final Price and Service Plan,
the differences between its current connection policy (approved for the second regulatory period) and the
connection policy TasWater is proposing for the third regulatory period.

4.10.2 Sub-metering policy

TasWater is required to charge a variable charge for a water service with the variable charge payable
for each unit of water delivered to the property to which the variable charge relates. TasWater installs
a meter at each connection point to enable it to measure the volume of water delivered to each
property.

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

The legislation does not address whether strata titled properties are to be sub-metered, therefore
during the first price investigation the Economic Regulator required TasWater to develop a
sub-metering policy to explain its approach to sub-metering including the relevant billing arrangements.
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TasWater was required under the PSP Guideline to develop, and submit for review and approval with
its proposed Price and Service Plan, a sub-metering policy and justify any differences between its
current policy and the policy it is proposing for the third regulatory period. Once approved, TasWater
must publish the policy and any supporting documentation on its web site.

4.10.2.1 TasWater’s proposed approach to sub-metering in its proposed Price
and Service Plan

TasWater’s proposed approach to sub-metering in its proposed PSP for the third regulatory period is
the same as in the current policy. However, TasWater proposed a number of minor editorial changes
to the policy.

The Economic Regulator considered that the current policy is comprehensive and remains appropriate
reflecting a substantial amount of effort in developing and improving the presentation of the policy
during the second regulatory period pricing investigation.

4.10.2.2 Issues raised during consultation on the Economic Regulator’s Draft
Report

In his submission Mr Graeme Wathen proposes amendments to TasWater’s sub-metering policy to
accommodate multiple owner properties. His proposal is in response to a property comprising of
multiple titles owned by a number of people as tenants-in-common.

Mr Wathen states that the current legislation and TasWater’s current internal policies and procedures
will lead to the following outcomes:

= All owners being liable for the bills of individual dwelling owners; and
= Any owner being able to request disconnection of any of ‘TasWater’s water supplies.

To address ownership by multiple owners Mr Wathen proposes that TasWater amend its sub-metering
Policy to apply the treatment of individual lots in a strata scheme with individual meters to the situation
where dwellings with individual meters are located on a multiple owner property. The occupiers of
individually metered dwellings will, therefore, be solely liable for both fixed and variable charges.

TasWater is constrained by the provisions in the Industry Act and by the Pricing Regulations in how it
imposes charges for the services it provides.

Section 3 of the Act defines a “customer” as the owner and/or occupier of a property connected to a
regulated entity’s water or sewerage infrastructure. Section 3A of the Act extends the definition of
customer to include strata tile lot owners with “lot” having the same meaning as in the Strata Titles Act
1998 and only applies to land divided into lots and common property as per a registered strata plan.

Regulation 3 of the Pricing Regulations defines fixed charge as a charge for provision of a regulated
service to a customer while variable charges are for a regulated services delivered or removed from a
property to which the charge relates.

Regulations 15 and 17 of the Pricing Regulations restrict who is liable for fixed and variable charge with
respect to residential premises. In both cases the charges can only be imposed on the owner not the
occupier of the residential premises.

The sub-metering policy does not address billing arrangements for different ownership structures per
se but rather aims is to address two specific issues:

= strata titled and multi-unit properties metering arrangements: and
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= apportioning fixed and variable charges to accommodate differing metering arrangements for
strata title and multi-unit properties.

For both strata title and multi-unit properties the liability for fixed and variable charges lies with the
owner of the property, not the occupier of the property.

In the situation where a property has multiple owners as tenants in common all owners are liable for
the fixed and variable charges that apply to that property.

4.10.2.3 Economic Regulator’s decision

The Economic Regulator does not consider that the sub-metering policy should be amended as
requested by Mr Wathen.

However, upon further review of the policy, the Economic Regulator noted clauses 4.2.2 and 4.2.4 of
TasWater’s Sub-metering policy did not state who will be billed for fixed and variable charges with
respect to multi-unit properties. The Economic Regulator has therefore amended the policy to clarify
the liability for fixed and variable charges with respect to multi-unit properties.

The Economic Regulator approves the ‘Sub-metering policy’, as included in TasWater’s ‘Water and
Sewerage Network and Charges Policies’ document provided at Appendix 5 to this Final Report, for
submission as part of TasWater’s final Price and Service Plan.

4.10.3 Service charges policy

A water and/or sewerage service charge is a charge levied on a property owner where there is an ability
to access a service, even if there is not yet a physical connection from the property to a regulated
entity’s water and sewerage infrastructure. The Industry Act allows, but does not require, a regulated
entity to impose service charges for water services and sewerage services on owners of property within
serviced land, based on the entity’s description of serviced land. Those liable to pay service charges fall
within the definition of customers under the Industry Act and are therefore covered by the entity’s
customer contract.

Service charges have traditionally applied in most parts of Tasmania, having been imposed by the
majority of local government authorities prior to the regional water corporations being established and,
subsequently, TasWater.

In its proposed PSP, TasWater noted its intention to maintain its current approach to the imposition of
service charges. That is, TasWater proposes that vacant land within its serviced land boundaries
continue to be levied a service charge. TasWater proposes that the service charge for water continue
to be equal to the fixed water charge for 20mm connections and the service charge for sewerage
continue to be 60 per cent of one ET fixed sewerage charge.

TasWater provided supporting arguments in its proposed PSP to justify maintaining its current
approved approach to service charges, noting that in order to ensure it can service and supply all of the
properties in its serviced area the entity has to spend money on maintaining pipes, pumps and running
the treatment plants. In addition, TasWater claimed that there are significant public health and
environmental benefits associated with piped, tested drinking water and sewage removal and
treatment, and an associated increase in property values from the provision of these services.

TasWater’s approach to date has been to share the cost between properties that use its services now
and properties that may use its services in the future. TasWater maintains that if it did not do this, then
properties that are currently connecting to TasWater’s infrastructure are carrying the burden of those
that are not presently connected. In addition, TasWater argues that sharing the costs in this way assists
in minimising prices in sparsely populated geographical areas throughout the State.
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By way of its customer consultation process undertaken on its proposed PSP, TasWater found that most
customers (59 per cent) supported the retention of service charges. Overall, the consultation found
that 44 per cent of customers supported the principle of charging vacant land and that the charging
arrangements should be retained, while another 15 per cent disagreed with the principle, but thought
the charges should remain.

The imposition of service charges was analysed in detail as part of the 2015 Water and Sewerage Price
Determination Investigation. The Economic Regulator at the time considered the arguments for and
against service charges and reviewed the approaches taken in other Australian jurisdictions. The
Economic Regulator concluded that, as TasWater has the legislative power to impose these fees, and a
decision to remove service charges would transfer the burden of those charges to other customers,
TasWater should be permitted to continue to impose service charges. After considering TasWater’s
service charge proposal for the third regulatory period, the Economic Regulator has approved
TasWater’s continued application of service charges on the same basis.

In addition, and as per the approach approved for the second regulatory period, the
Economic Regulator approves that, from 1 July 2018, the service charge for water be equal to the fixed
water charge for 20mm connections, recognising that no consumption occurs on these properties.

The Economic Regulator also approves that the service charge for sewerage be 60 per cent of one ET
fixed sewerage charge, recognising that no volume of sewage is discharged.

The draft service charges policy prepared by TasWater for the third regulatory period was included in
the Water and Sewerage Network and Charges Policies document provided as an attachment to
TasWater’s proposed PSP.

The Economic Regulator has assessed the draft service charges policy for consistency and compliance
with the obligations and principles as outlined in section 68A of the Industry Act. Only minimal drafting
matters, to ensure consistency and compliance with the legislation, were identified from this review.
TasWater subsequently provided a revised draft service charges policy to the Economic Regulator for
consideration. The Economic Regulator is satisfied that issues identified with respect to the draft service
charges policy were suitably resolved.

TasWater’s proposed services charges for the third regulatory period are set out in the “Network
Charges and Fees” list which can be located in TasWater’s Water and Sewerage Network and Charges
Policies document (Appendix 5 to this Final Report).

4.10.3.1 Issues raised during consultation on the Economic Regulator’s Draft
Report

In her submission Ms Reynolds raised concerns about the imposition of service charges and suggested
that TasWater should substantially reduce, or preferably eliminate, its charges for unconnected
properties. While acknowledging the concerns raised, Ms Reynold’s submission did not present any
new arguments against TasWater imposing service charges.

4.10.3.2 Economic Regulator’s decision

Noting the preceding discussion, the Economic Regulator has made the following decisions in relation
to service charges:

The Economic Regulator approves TasWater’s continued application of service charges on vacant land
within TasWater’s serviced land boundaries.

The Economic Regulator approves that the service charge for water continue to be equal to the fixed water
charge for 20mm connections.
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The Economic Regulator approves that the service charge for sewerage continue to be 60 per cent of one
ET fixed sewerage charge.

The Economic Regulator approves the ‘Service Charges Policy’, as included in TasWater’s ‘Water and
Sewerage Network and Charges Policies’ document provided at Appendix 5 to this Final Report, for
submission as part of TasWater’s final Price and Service Plan.

4104 Service infroduction charges policy

The Pricing Regulations state that a price determination may require a Price and Service Plan for a
regulated entity to include a policy in respect of service introduction charges. The policy must be
consistent with the requirements of the Pricing Regulations and specify how the regulated entity will
determine and apply service introduction charges consistent with the Pricing Principles.

As part of its PSP Guideline, the Economic Regulator requires TasWater to develop, and submit for
review and approval with its proposed PSP, a policy with regards to service introduction charges.

To this end, TasWater provided a draft service introduction charges policy in its Water and Sewerage
Network and Charges Policies document. This policy was assessed by the Economic Regulator for
compliance with the Pricing Regulations and consistency with the proposed approach for service
introduction as documented in TasWater’s proposed PSP.

In its proposed Price and Service Plan, TasWater defined service introduction as being the construction
of water and/or sewerage infrastructure to provide reticulated services to localities not previously
receiving them. TasWater noted that its draft service introduction policy details the process TasWater
intends to follow once it receives a request to introduce water and/or sewerage service to a new
locality. In addition, the policy details that where a service introduction request proceeds, then it is
proposed that one-off service introduction charges will be levied on the owners of properties within
the service introduction area. The proposed service introduction charge is to cover the property
owner’s share of the cost of installing, altering or using TasWater assets so that TasWater can provide
a regulated service to the owner’s land. In addition, one-off or ongoing charges will apply such as
connection charges, fixed and variable consumption charges.

TasWater intends to continue to calculate service introduction charges based on the NPV of the cost of
providing the assets specific to the service introduction and subtracting the present value of the amount
that would be recovered from the threshold amount of customers (being 80 per cent) through ongoing
annual water charges and/or sewerage charges (being fixed charges or service charges). Any third party
funding contributions will be subtracted from the NPV calculations.

In its proposed PSP, TasWater’s outlined the following three stages in its service introduction process:

= Stage 1 Initial Consultation — TasWater will provide high level, preliminary design of the
infrastructure, a map of the proposed service area and indicative service introduction charges per
title for the service(s).

= Stage 2 Indicative Community Support — TasWater will test whether there is broad community
support of at least 50 per cent for the service introduction proposal to undergo detailed design and
business case development. TasWater Board approval of the business case is conditional on the
threshold in Stage 3 being reached; and

= Stage 3 Community Commitment to Service Introduction — at least 80 per cent of owners of
developed land titles within the proposed service introduction area must enter into an agreement
committing to pay the service introduction charge and any other relevant charges.
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TasWater noted that its service introduction charges policy approved for the second regulatory period
(its current policy) uses an 80 per cent threshold for both stage 2 and stage 3. TasWater has argued
that the high threshold for initial support and subsequent resources applied by the entity to engage the
community was out of proportion to the level of commitment by TasWater or individual properties. The
new 50 per cent threshold proposed by TasWater for the third regulatory period is to test whether the
majority of the customers are interested in learning more about the proposal for TasWater to
undertake detailed design.

The stage 3 threshold of 80 per cent continues as a ‘commercially viable’ test. The 80 per cent threshold
is used in the calculation of the service introduction charge outlined above.

With the exception of the aforementioned threshold change, TasWater did not explain and justify any
other differences between its current service introduction charges policy (approved for the second
regulatory period) and that same policy as proposed for the third regulatory period. This was despite
the Economic Regulator identifying, in its review of the draft service introduction charges policy
document, an additional variation.

The currently approved service introduction charges policy for TasWater (applicable until 30 June 2018)
states that:

In the event that TasWater is directed by a Council, the EPA or the DHHS to progress service
introduction to a community/township, no service introduction charge will be imposed on
property owners in that area.

TasWater has chosen to remove this text in its proposed service introduction policy. The newly
proposed policy, as drafted, suggests that service introduction would only proceed based on
commercial viability of the service introduction proposal and sufficient community
engagement/commitment.

Officers from OTTER liaised with TasWater to ascertain the entity’s reasoning for omitting discussion
on service introduction required by other industry regulators or relevant Council officers. TasWater
provided return advice that the entity could not, in fact, be directed under law to introduce a service
by these third parties.

The Economic Regulator disagreed with this assessment, acknowledging that whilst Council and the
EPA are unable to compel TasWater to introduce services, the provisions of the Public Health Act 1997
(Public Health Act) permitted otherwise with respect to the Director of Public Health.

Under its broad power, the Director of Public Health may, as an example, identify a public health
emergency and subsequently consider that the most suitable action to be taken in response to that
emergency is the introduction of water and/or sewerage services by TasWater.

Whilst TasWater may argue that the likelihood of such an occurrence ever eventuating would be
minimal, the legislative power for the Director of Public Health to direct TasWater to undertake an
action (such as service introduction), that may be deemed necessary in response to a public health
emergency, remains.
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However, the Economic Regulator concedes that it was not concerned with information regarding such
directions being specifically removed from TasWater’s proposed service introduction charges policy, as
it notes that any emergency declaration and subsequent direction by the Director of Public Health to
TasWater with respect to service introduction would overrule the application of TasWater’s service
introduction charges policy. The Economic Regulator is, however, concerned that TasWater did not, in
its proposed Price and Service Plan, explain and justify this variation in its policy as drafted for the third
regulatory period. Consistent with the PSP Guideline, the Economic Regulator requires TasWater to
more adequately document, in its final PSP, the differences between its current and proposed service
introduction charges policies.

Following the progression of a series of suggested minor drafting amendments, TasWater provided a
revised draft service introduction charges policy to the Economic Regulator for consideration. The
Economic Regulator is satisfied that matters identified with respect to the draft service introduction
charges policy were suitably resolved and the policy is now consistent with the provisions of the Pricing
Regulations. A copy of the revised draft service introduction charges policy is included in TasWater’s
draft Water and Sewerage Network and Charges Policies document provided at Appendix 5 to this Final
Report.

Through the ongoing liaison of OTTER and TasWater representatives on matters concerning service
introduction, issues including incentives for land owners to commit to service introduction proposals
and TasWater’s recouping of costs associated with service introduction were discussed.

Under the proposed service introduction charges policy, service introduction charges will be levied on
those owners of land who have signed a contract committing to a connection from the date on which
their property is able to connect to TasWater’s infrastructure and/or sewerage infrastructure and the
agreement has commenced. In this way, simply put, the cost of service introduction within the
proposed service introduction area is being borne by those land owners who have committed to
connection.

There is a risk to TasWater that some land owners, in an attempt to avoid paying service introduction
charges, will not sign a contract committing to connection. Rather, they may choose to wait until the
service system is in place and operational before connecting to TasWater’s infrastructure.
Consequently, there is a potential for TasWater to be disadvantaged from not obtaining otherwise
entitled amounts of revenue and an inequity across customers where some have paid significant service
introduction charges where others, in the newly serviceable area, have not.

It is, however, acknowledged that TasWater’s policy provides that owners of land who choose not to
connect to TasWater services will become liable to pay service charges following completion of works
and availability of services. The levying of such service charges would recoup some of the costs
associated with the service introduction undertaking.

Itis also acknowledged that the community members of any proposed service introduction area would
be discussing amongst themselves the benefit, or otherwise, of service introduction in reaching a
resolution of whether or not to support a service introduction proposal. Community views may
contribute to land owners committing to connection rather than attempting to avoid paying the service
introduction charge by delaying a decision to connect.

The Economic Regulator approves the ‘Service Introduction Charges Policy’, as included in TasWater’s
‘Water and Sewerage Network and Charges Policies’ document provided at Appendix 5 to this Final Report,
for submission as part of TasWater’s final Price and Service Plan.

The Economic Regulator requires TasWater to explain and justify, in its final Price and Service Plan, all of
the differences between its current service introduction charges policy (approved for the second regulatory
period) and the service introduction charges policy TasWater is proposing for the third regulatory period.
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411 Serviced land

4.11.1 Background
Serviced land is land that TasWater will permit to be connected to its infrastructure.

The identification of serviced land is important as it determines TasWater’s obligation to connect and
supply customers. Serviced land also underpins policies and arrangements with respect to service
extension and expansion, service charges, service introduction, service replacement and developer
charges.

411.2 Legislative requirements

Section 56U(1)(b) of the Industry Act requires TasWater’s proposed PSP to include a description of the
land (identifiable by individual title or locality) it will permit to be connected to its water or sewerage
infrastructure, ie a description of serviced land.

In addition, TasWater must comply with Clause 2.2 of the Code which requires a regulated entity to
connect a property to its existing infrastructure if:

= the property is within 30 metres of that infrastructure; and
= the person requests the regulated entity to connect the property to the infrastructure; and
= the person has paid, or has agreed to pay, all applicable fees for connection; and

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

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

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

= noplan of subdivision, or other instrument of a type approved by the Economic Regulator, specifies
that connection to the regulated entity’s infrastructure, or provision of regulated services by the
regulated entity, will not occur.

4.11.3 Describing and identifying serviced land

The PSP Guideline states that a description of serviced land must be included with the Price and Service
Plan that: complies with the Industry Act and the Code; underpins TasWater’s policies; and is sufficiently
detailed to identify individual titles. TasWater must also outline the factors and considerations it may
rely upon in determining and justifying whether land is serviced land.

4.11.4 Connecting properties outside serviced land

TasWater does not have an obligation to connect a property to its infrastructure if that property is
outside serviced land. However, at the same time, there is nothing preventing TasWater from entering
into an arrangement with a property owner to connect a property outside serviced land.



2018 WATER AND SEWERAGE PRICE DETERMINATION INVESTIGATION - FINAL REPORT 89

TasWater stated that Clause 6 of its Water and Sewerage Network and Charges Policies document and
its Land Development Policies document outline the circumstances when TasWater will consider
allowing unserviced land to connect to its network.

The Economic Regulator notes that TasWater’s Conditional Connections Policy, which was submitted
by TasWater as Clause 6 of the water and sewerage network and charges policies document, is not a
regulated policy. Connections made under the Conditional Connections Policy are non-standard
connections which are subject to a contract under section 61 of the Industry Act. Section 61 contracts
are usually adopted for large trade waste and large water service customers which have the ability to
negotiate contractual obligations and rights with TasWater. In contrast, smaller customers do not have
the same negotiating power and therefore need the Code protections provided in the standard
customer contracts. Section 61 contracts do not necessarily have to be consistent with a price
determination or other economic regulatory requirements (such as provisions of the Code), provided
that the customer agrees.

Land titles can be either serviced land (water) or serviced land (sewer) or both.

4.11.5 TasWater's proposed approach to serviced land - water

TasWater has stated that it identifies titles with a full service based on servicing factors and the
standards in the TasWater Supplement to Water Supply Code of Australia WSA 03-2011-3.1 MRWA
Edition V2.0. This code details the minimum service pressure at peak hour demand and minimum flow
rate:

=  Minimum service pressure at the connection point is 220kPa, static head of 22m (clause 2.5.3.3 of
the Code); and

= Minimum flow rate 15 litres/minute (L/m) at the connection point (clause 2.12 of the Code).

TasWater proposes that land titles are defined as being water serviced land when they meet all of the
following criteria (land titles that do not meet the criteria are unserviced for water):

= can be supplied with treated water; and

= are within 30 metres of the water reticulation main; and

= can receive the minimum flow and pressure at the connection point; and

= connection to the reticulation network would not cross a land title owned by a third party; and

= the physical characteristics or location of the land title are not such as to require the application of
unusual or unusually costly infrastructure, design, or installation techniques in order for the
connection to be made.

Treated water means either fully treated water or disinfection only water supplies. Raw water supplies
are excluded. TasWater proposes that customers in serviced land receiving water that is not safe for
drinking will receive a discount on the regulated variable consumption rate.

Existing or new connections that receive untreated water (raw water) or are directly connected to a
bulk transfer main are connections outside serviced land and are dealt with in accordance with
TasWater’s Conditional Connections Policy.
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4.11.6 TasWater's proposed approach to serviced land - sewer

TasWater proposes that land titles are defined as sewer serviced land when they meet all the following
criteria (land titles that do not meet the criteria are unserviced for sewer):

= are within 30 metres of the sewer reticulation main; and
= connection to the reticulation main would not cross a land title owned by a third party; and

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

= are not otherwise considered unserviced land in accordance with clause 3.4 of the Water and
Sewerage Network and Charges Policies document.

According to TasWater, pressure sewer schemes established before 1 July 2015 are defined as
unserviced land.

4.11.7 Assessment of TasWater’'s approach to determining serviced land

The Economic Regulator considers that identifying titles that are not within 30 metres of a TasWater
reticulation main as “unserviced” complies with Clause 2.2 of the Code. The Economic Regulator also
considers that land needing an easement over private land is justification for identifying a title as
unserviced given the requirement under Clause 2.2 that the physical characteristics or location of the
property are not such as to require the application of unusual or unusually costly infrastructure, design,
or installation techniques in order for the connection to be made.

The Economic Regulator considers that TasWater’s proposed minimum flow and pressure standards
from the TasWater Supplement to the Water Supply Code of Australia are appropriate for the definition
of serviced land. The Code is prepared by the Water Services Association of Australia, which is the
industry’s peak body. TasWater has inherited an array of non-standard or “conditional connections” to
its network that receive limited quality and/or limited service. Conditional connections are also known
as wayside connections and include: raw water connections; connections immediately after treatment;
direct connection to a bulk transfer main; connections to reticulation network without a service
reservoir and direct connections to a distribution water main. These limited service and/or quality
customers are on different agreements such as customer contracts, section 61 agreements and
deemed agreements.

In the second regulatory period, serviced land included land receiving a full service or a limited service.
Titles receiving a limited service were known as limited service areas. For the third regulatory period,
TasWater are proposing to remove the concept of limited service areas. Land is either serviced land or
unserviced land.

TasWater has proposed that new conditional connections are to be dealt with in accordance with the
Conditional Connections Policy.

TasWater has stated that in doing this it aims to:

= align its connections policy and serviced land with its minimum service levels (pressure, flow and
quality);

= provide flexibility to price water services for new customers for range of supply and quality received
by customers; and
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= achieve consistency by using section 61 contracts for new customers that reflect a range of supply
and quality scenarios.

The Economic Regulator notes that, despite the removal of the concept of limited service areas from
serviced land, the contracts, section 61 agreements, or deemed agreements do not change for existing
customers receiving a limited service. Any protections or other benefits under the contracts or
agreements remain in place. The limited water quality and limited water supply customer classes
remain.

Therefore, TasWater’s proposal to remove the concept of limited service areas from serviced land does
not disadvantage existing limited service customers and achieves the benefits outlined above. The
Economic Regulator therefore approves TasWater’s approach to the definition of serviced land with
limited service areas being removed from serviced land. TasWater is required to update its serviced
land maps to reflect the new serviced land definition.

The Economic Regulator approves TasWater applying the minimum water flow and minimum water
pressure figures outlined in TasWater’s Supplement to the Water Services Association of Australia’s Water
Supply Code of Australia in determining whether a property or part of a property is within serviced land.

The Economic Regulator requires TasWater to publish TasWater’s Supplement to the Water Services
Association of Australia’s Water Supply Code of Australia together with any other additional relevant
information that would assist customers and stakeholders in determining whether their property or part
of their property is within serviced land.

The Economic Regulator approves TasWater’s approach to the definition of serviced land with limited
service areas being removed from serviced land.

The Economic Regulator requires TasWater to: publish separate descriptions of serviced land for water
services and sewerage services; continue to make descriptions of serviced land for both water and
sewerage services publicly available (eg on the entity’s website, at a fixed address, by phone); and ensure
that the description of serviced land is updated and published on a regular and ongoing basis (ie on at
least a monthly basis or when serviced land boundaries change).

The Economic Regulator also requires TasWater to update its serviced land maps to reflect the new
serviced land definition.

4.11.8 Assessment of TasWater’s service replacement proposals

In its proposed PSP for the third regulatory period, TasWater stated that during the second regulatory
period (2015-18) there remained a number of small towns across the state where the water supply did
not comply with the Tasmanian Drinking Water Quality Guidelines (TDWQG). TasWater also stated that
at the commencement of the third regulatory period all of these towns will either:

= have a compliant drinking water service; or
= acompliant drinking water service will be close to finalisation; or

= service replacement will have occurred.
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412 Service replacement

4.12.1 Background

Service replacement involves replacing reticulated services with other arrangements, most commonly
replacing reticulated water supply with water tanks. The Economic Regulator considers that it is
important that a robust framework exists for TasWater to follow when considering whether to replace
an existing service.

Any reductions in serviced land due to service replacement proposals will need to be approved by the
Economic Regulator prior to that service replacement taking place and, consequently, the serviced land
boundary changing.

Service replacement will only be permitted where:
= there are environment or public health issues that need to be addressed; and

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

The Economic Regulator does not intend assessing a serviced land reduction proposal, arising from
service replacement, from a wider socio-economic or public benefit perspective. Rather, the
Economic Regulator’s assessment will be based on whether TasWater has followed an appropriate
process and whether the proposal has appropriate support.

412.2 Regulatory framework

The water and sewerage regulatory framework provides guidance in relation to the requirement for a
regulated entity to make customer connections and sets out conditions that apply to the disconnection
of customers from reticulated services.

Regulation 8 of the Customer Service Regulations provides that a regulated entity can initiate the
disconnection of a reticulated service under certain circumstances, including where the customer has
requested or agreed to the disconnection.

Where a service replacement proposal involves disconnecting regulated reticulated services, it is
considered that Regulation 8 provides the opportunity to do so. However, the water and sewerage
regulatory framework does not explicitly address the issue of service replacement.

The PSP Guideline states that the Economic Regulator, as part of its 2015 Price Determination
Investigation, approved a service replacement process that was required to be reflected in TasWater’s
Price and Service Plan for the second regulatory period and must be followed by TasWater when
considering whether to replace a service.

The PSP Guideline states that if TasWater proposes any changes to the service replacement process
approved for the second regulatory period for the third regulatory period, it will need to clearly justify
any departures from the current process including evidence of consultation with stakeholders.

The Economic Regulator did not require specific service replacement proposals to be submitted for
approval as part of TasWater’s proposed Price and Service Plan.
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However, the Economic Regulator expects that TasWater’s proposed PSP will identify areas where it
has undertaken preliminary analysis and community consultation in respect to the potential
replacement of an existing service and to provide information in line with the above considerations,
where it has that information.

4.12.3 Assessment of TasWater's proposed service replacement process

TasWater’s proposed PSP states that its process for service replacement is largely unchanged from the
process used in the second regulatory period, with only minor revisions to improve clarity (eg on the
level of community support required to proceed).

In its 2015 Water and Sewerage Price Determination Investigation Final Report the Economic Regulator
stated that TasWater must engage the community to ensure the process for service replacement is
transparent and present evidence of broad community support for any proposal. Broad community
support was not a defined term. For the third regulatory period TasWater is proposing “broad
community support” be defined as 80 per cent of customers on signed agreements for service
replacement. TasWater also proposes that sufficient support for an opt-in irrigation supply be defined
as support from 80 per cent of customers in the serviced area. The Economic Regulator considers that
an 80 per cent threshold is an appropriate indicator of broad community support in the context of the
service replacement process.

TasWater proposes that customers have 150 days to respond to a Service Replacement Offer. The
Economic Regulator considers this to be a reasonable offer period.

TasWater proposes replacing “chooses” with “indicates” in the process for engagement with
community and regulators: “Community indicates type of service replacement to be implemented
(eg rainwater tanks)”. Under the service replacement process, the community would be presented with
options from TasWater. The word “chooses” suggests more than one type of service replacement being
offered by TasWater or that the community chooses the option independently of TasWater. Given that
it is TasWater who provides the options to the community and in many cases the only option TasWater
can offer is water tanks, the community choosing the type of service replacement is not an accurate
description of the process. The word “indicates” would allow for all scenarios from one option or many
options from TasWater.

In its Draft Report, the Economic Regulator rejected TasWater’s proposal to add the option of offering
cash to customers instead of service replacement due to:

= concerns that customers may not use the cash for its intended purpose; and

= it not being clear when the Director of Public Health can remove any associated Public Health Alerts
after the Economic Regulator approves the reduction in serviced land.

4.12.3.1 Issues raised during consultation on the Economic Regulator’s Draft
Report

In its submission, TasWater stated that offering cash may be appropriate where a community has a high
number of holiday shack owners who visit for weekends a few times a year. A rainwater tank may not
meet their needs and may even have adverse health impacts as infrequent visits may not allow for
sufficient maintenance to the roof, guttering and tank to ensure safe drinking water. These customers
may prefer to allocate funds to purchasing drinking water for the few times they visit their property
each year while others may prefer to install rain water tanks. The Director of Public Health stated as
part of its submission on the Draft Report that cash payments in some instances may be the only
workable solution in some communities.
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Given the above arguments, the Economic Regulator supports the proposal for TasWater to have the
flexibility to propose cash payment in certain circumstances approved by the Economic Regulator.

TasWater also provided further information in its submission on its proposal to have review points at
the end of each stage of the service replacement process to obtain in-principle agreement from
relevant regulators to proceed to the next stage. According to TasWater, the review point would
provide an opportunity to test with regulators whether its customer engagement is sufficient and that
a range of service replacement options were considered. The revised process includes which regulators
are to be engaged at the end of each stage and the issues they may be asked to consider. The revised
service replacement process states that the list of issues for regulators to consider is not prescriptive
and does not seek to limit regulator’s ability to request further information at the review points or at
any time during the process.

The Economic Regulator understands that, by proposing review points, TasWater wishes to avoid, for
example, seeking approval from the Economic Regulator for amendments to serviced land at the end
of aservice replacement project only to be denied approval on the basis of a decision made by TasWater
at the start of the process. The addition of review points will also mean that regulators should be fully
informed of when cash is appropriate for some customers.

The Economic Regulator supports TasWater’s proposal to have review points but it should be noted
that in-principle approval at the end of each stage prior to seeking approval to amend serviced land
does not automatically guarantee the Economic Regulator’s approval to amend serviced land. For
example, despite having review points, information could come to light at the end of the process
regarding earlier stages that means that amendments to serviced land should not be approved.

In the Draft Report, the Economic Regulator rejected TasWater’s proposed simplified Customer Offers
and Review diagram that removed the steps a customer may wish to take, should the customer reject
the TasWater’s offer, to contact the Water and Sewerage Ombudsman (this is explicitly set out in the
current diagram notwithstanding the fact that the Ombudsman can be contacted by a customer at any
time).

In its submission TasWater stated that the current Customer Offers and Review diagram suggested a
limited role for the Ombudsman when in fact customers can complain to the Ombudsman at any time
(the Ombudsman requires a complainant to address their complaint with the public authority first and
allow that authority to respond).

In its revised service replacement process diagram, TasWater has simplified the steps after a customer
rejects TasWater’s offer with no mention of the option of making a complaint to the Ombudsman.
Instead, TasWater has included a separate section on customer complaints. This section states that that
customers need to lodge a complaint first with TasWater, and if dissatisfied with TasWater’s response,
will be advised of their right to lodge a complaint with the Ombudsman.

The Economic Regulator accepts this proposal given that: there is a separate complaints section in the
service replacement process document; TasWater will advise customers of their right to make a
complaint to the Ombudsman if the customer remains unsatisfied with TasWater’s response; and that
a complaint can be made at any time, which is not clear in the current diagram.
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In his submission, Mr Marrone appeared to support postage stamp pricing in general but questioned
why most Tasmanians should pay substantial increases in their water bills so that a small number of
Tasmanians can gain access to reticulated water supplies in very remote locations. The
Economic Regulator has approved postage stamp pricing for the third regulatory period. The
Economic Regulator notes that detailed regional information is not available and would be costly to
acquire and has therefore approved TasWater’s proposal to retain a single pricing zone for the State
for the third regulatory period. This means there is some cross-subsidisation. However, the
Economic Regulator notes that the service replacement process addresses the issue of uneconomic
system upgrades for very small communities. Where appropriate, existing reticulated water services
are replaced with water tanks or other lower cost options where, amongst other considerations, the
cost to upgrade is greater than $20 000 per connection.

TasWater has not proposed any process under which the property owners of a community could
choose, instead of service replacement, to contribute to the costs of upgrading their current reticulated
service. Therefore, in the absence of a proposal from TasWater, TasWater will not be able to provide
this as an option to communities during the third regulatory period as the methodology for determining
any such charge needs to be approved by the Economic Regulator before agreements can be entered
into with property owners.

While it is necessary for TasWater to comply with its regulatory obligations, it is also expected that
proposals for reticulated service replacement will be consistent with relevant established policies and
initiatives, including regional land use planning frameworks. It is also expected that any proposal will
take account of fire-fighting requirements to the satisfaction of the Tasmania Fire Service.

In keeping with the independence of the various regulators involved in the decision-making process, it
is the responsibility of each regulator to determine the basis on which it might assess the extent to
which a particular proposal is considered satisfactory.

4.12.3.2 Economic Regulator’s decision

Noting the preceding discussion the Economic Regulator has made the following decisions in relation
to service replacement:

The Economic Regulator approves TasWater’s proposed new service replacement process as set out in its
submission in response to the Economic Regulator’s Draft Report.

Subiject to the Economic Requlator’s approval, TasWater will be able to offer the option of paying cash to
customers to undertake the installation of assets for service replacement.
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