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SUMMARY

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

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

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

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

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

Water usage charges will increase by 10% per annum until a customer’s usage charge per
kilolitre aligns to the target tariff.

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

TARGET TARIFFS

Water Fixed Charge Factors

(including vacant blocks) (2DP) 2011/12 2012/13 2013/14 2014/15
20 mm connection 1.00 $270.00 $286.00 $303.00 $322.00
25 mm connection 1.56 $421.00 $446.00 $473.00 $502.00
32 mm connection 2.56 $691.00 $733.00 $777.00 $823.00
40 mm connection 4.00 $1,080.00 $1,145.00 $1,213.00 $1,286.00|
50 mm connection 6.25 $1,688.00 $1,789.00 $1,896.00 $2,010.00|
75 mm connection 14.06 $3,796.00 $4,024.00 $4,265.00 $4,521.00|
100 mm connection 25.00 $6,750.00 $7,155.00 $7,584.00 $8,039.00|
150 mm connection 56.25 $15,188.00 $16,099.00 $17,065.00 $18,088.00
Potable Water Variable Charge (per kL) $0.9000 $0.9270 $0.9550 $0.9830
Non-Potable Water Variable Charge (per kL) $0.7000 $0.7210 $0.7430 $0.7650
Factors
Sewer Charges (Residential) (2DP) 2011/12 2012/13 2013/14 2014/15
Developed 1.00 $450.00 $477.00 $506.00 $536.00
Vacant 0.60 $270.00 $286.00 $303.00 $322.00
Based on WSAA approach to
Sewer Charges (Non-residential) equivalent tenements

The ratio of the number of standard connections for water services greater than 20mm are
shown in the table as factors rounded to 2 decimal places.

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

Miscellaneous fees and charges, other than those set by legislation, will be increased by 3% per
annum. Charges to be applied for developer charges and liquid trade waste are cost reflective.
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BLW’s Customer Hardship Policy recognises customers may experience times of financial
hardship due to changes in circumstances beyond their control. The Policy affirms BLW'’s
commitment, supported by the Customer Assistance Program, to helping those customers who
have the intent but not the short term capacity to make payments in accordance with BLW'’s
terms.

B ACKGROUND

Upon releasing its “Tasmanian Water And Sewerage - State Of The Industry Report 2009/10”
on 9 March 2011 the Tasmanian Economic Regulator stated:

In summary, the Tasmanian water and sewerage industry is characterised by substandard
environmental and public health outcomes that have resulted from sustained under investment
across the State. Mr Appleyard said, “The framework is in place to resolve the widespread
challenges currently facing the industry. However, these problems have been allowed to
develop over a number of years, if not decades, and will take a similar time period to resolve".

The House of Assembly Select Committee’s Interim Report into the Tasmanian Water and
Sewerage Corporations, released in April 2011, noted that the task of achieving the reform
goals is a very difficult one exacerbated by the State Government’s temporary 5% price cap:

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

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

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

This is the background to which this Price and Service Plan, covering the period 1 July 2012 to
30 June 2015, has been prepared. The proposals in this Plan deliver the following:

major infrastructure improvements — investment in capital projects to fix poor water quality
and sewage pollution;

equitable pricing — customers pay the same price for the same service;

revenue increases — to funds capital works and ensure financial viability; and

minimise price shocks — price increases are transitioned over time.

ABOUT BEN LOMOND WATER

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

BLW is owned in equal shares by the eight Councils in its region — Break O’Day Council, Dorset
Council, Flinders Council, George Town Council, Launceston City Council, Meander Valley
Council, Northern Midlands Council and West Tamar Council. The Owner Councils receive
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dividends, income tax equivalents and loan guarantee fees from BLW, apportioned in
accordance with an Order issued by the Treasurer.

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

to promote the efficient delivery of water supply and provision of sewerage services;
to encourage water conservation, demand management of water and the re-use of water on
an economic and commercial basis;
to be a successful business, and, to this end:
o0 to operate its activities in accordance with good commercial practice; and
0 to maximise sustainable returns to its members.

REGULATORY FRAMEWORK

Industry regulation is established through the Water and Sewerage Industry Act 2008, which put
in place a regulatory framework similar to utility regulatory frameworks in other Australian states.
The framework of Tasmanian industry regulators is:

Office of the Tasmanian Economic Regulator

Director of Public Health

Director, Environmental Protection Authority

Council Environmental Health Officers

Department of Primary Industries, Parks Water and Environment
Ombudsman

Within this regulated framework the challenges facing BLW include:

replacing ageing infrastructure by investing $250-$300 million over a period of at least ten
years, principally to upgrade or replace non-compliant urban water and sewerage
infrastructure;

addressing low revenue levels (under price regulation) in the sector by increasing prices by
tolerable increments to full cost recovery levels (whilst also unwinding cross subsidies) in
order to fund ongoing infrastructure works and ensure long-term sustainability.

OWNERS’ EXPECTATIONS

Further, BLW’s Owner Councils have communicated their “high-level performance expectations
and strategic priorities” through a formal Shareholders’ Letter of Expectation which
communicates expectations regarding appropriate governance, planning, service delivery, risk
management, financial and reporting arrangements.

Of particular ongoing and significant financial impact is the Owner Councils’ dividend
expectation, consistent with full cost recovery principles, that:

“Broadly, the owners expect the Corporation to achieve returns that are comparable to
alternative investments of similar risk and pay dividends that appropriately reflect these returns.

KEY OBJECTIVES OF THE PLAN

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

To this end, the key objectives of this Price and Service Plan are to:
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deliver on our customer service standards — one of the key drivers of the industry reform
process is to improve services to customers. This Plan commences the transition to
meeting the Economic Regulator’'s minimum customer service standards;

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

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

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

move towards the achievement of equitable pricing — we need to commence the removal of
cross-subsidies and the transition to a consistent pricing structure. This will take time.

These key themes/intents of this Plan can be simply illustrated:

From a stakeholder perspective, these challenges can, in addition to ensuring sustainability of
the business, be summarised as follows:

for our customers: minimise price shocks; achieve equitable pricing; improve services;

for our industry regulators: invest to bring infrastructure and services up to contemporary
standards; and

for our Owner Councils: achieve a fair rate of return on assets and provide a steady dividend
stream.

THE KEY DRIVER - MINIMISING PRICE SHOCKS

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

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

This is discussed in more detail later.

CUSTOMER HARDSHIP PoOLICY

BLW has a Financial Hardship Policy which applies to customers suffering financial hardship
and who, as a consequence, are having difficulty or expect in the future to have difficulty in
paying their account. The Policy is based on the following values:

all customers will be treated with dignity and respect;

all customers will be treated in a non-judgmental way;

all customers will be assisted to meet their financial commitments to BLW in a supportive
environment; and

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

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

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

CUSTOMER CONSULTATION

This Price and Service Plan has been developed to respond appropriately to the customer,
commercial, community and environmental objectives of BLW. The Economic Regulator
expects that appropriate consultation will be conducted by BLW with relevant stakeholders,
including industry regulators, customers and other industry stakeholders.

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

uncertainties surrounding the State Government’s 5% price cap revenue support which was
not finalised until the State Budget on 16 June 2011; and

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

delays in finalising the Water and Sewerage Industry (Pricing And Related Matters)
Regulations 2011 (not yet finalised); and

a corresponding delay in release of Price and Service Plan Guidelines (not yet finalised)
which set out the essential requirements of this Plan, and which must be based on the
Pricing Regulations.

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

In late 2010 BLW participated in a market research study with Cradle Mountain Water and
Southern Water in a brand and customer satisfaction survey of customers of the three water
corporations in Tasmania. The study showed customers were aware of price increases and the
reasons for the formation of the water and sewerage corporations. The study also provided
feedback on a range of parameters that will play a role in future planning and identified areas of
relative strengths or weaknesses:

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

In particular, BLW has developed a Drinking Water Compliance Plan and a Wastewater
Management Plan based on priorities provided by the Department of Health and Human
Services and the Environment Protection Authority. These Plans provide a framework for
managing BLW'’s infrastructure to:

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

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

Liaison with industry regulators is critical to ensure they are as informed as possible on the
background and context of the proposed capital expenditure programs. The capital expenditure
program in this Plan totals $38.323m in 2012/13, $30.253m in 2013/14 and $30.000m in
2014/15, on top of capital expenditure of $15.838m in 2009/10, $17.856m in 2010/11 and a
budgeted $38.889 in 2011/12. Whilst this is a significant investment in infrastructure
improvement, it is acknowledged by the regulators and BLW that, due to competing priorities
and limited resources, not all expectations of regulators will necessarily be met regarding timing.

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

In particular, customer and stakeholder consultation has been facilitated by the public release of
this Price and Service Plan Executive Summary for a two week feedback period prior to the
finalisation and ultimate submission of the draft Plan to the Economic Regulator.

This Section of the price and Service Plan will be updated based on public feedback on this
Executive Summary.

This Plan is first submitted to the Economic Regulator in September 2011 as a draft, and will
then be released for public consultation prior to ongoing negotiation with BLW. The Economic
Regulator will issue a final pricing determination by the end of May 2012.

SERVICE OBLIGATIONS

The need to improve levels of customer service was one of the drivers of the industry reform
process. Improvements in customer service standards and regulatory compliance underpin
expenditure proposals and will consequently flow through to tariffs and prices.

BLW'’s primary focus is, through operational improvements and investment in infrastructure, to
improve standards of service and supply to our customers to a level which exceeds parameters
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set out in the Customer Service Code issued by the Office of the Tasmanian Economic
Regulator (OTTER) in July 2010.

The Code establishes a number of minimum service standards that underpin service standards
and price outcomes during the first pricing period. Minimum service standards are usually
developed in consultation with customers, particularly regarding the price implications of
alternative levels of service provision. However, this has not been possible due to uncertainties
in the operating environment, cross-subsidies, the gap to full cost recovery and BLW being in
the early stages of the reform process.

The Economic Regulator has taken a pragmatic alternative approach of setting minimum target
standards based on existing service standards within Victoria. However, the Economic
Regulator will review minimum service standards by 30 June 2013 in accordance with the
requirements of the Customer Service Code, to take into account cost and service level data
from the early stages of the first price determination.

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

REVENUE REQUIREMENTS

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

efficient operational, maintenance and administrative costs;

externalities (effects on third parties eg. pollution);

taxes or taxation equivalent payments;

cost of capital, calculated using a weighted average cost of capital (WACC); and
asset consumption costs (depreciation).

It should be noted that a major factor in the calculation of the full cost recovery or upper bound
limit revenue is the Weighted Average Cost of Capital, which is applied to the regulated asset
value to determine a required return on assets. Determining the value of each component of
the Weighted Average Cost of Capital calculation is a complex and somewhat specialised
activity involving varying degrees of subjectivity.

BLW has taken the view that the Economic Regulator's determination of a Weighted Average
Cost of Capital of 6.39% in its “Review of the Interim Price Order for the Tasmanian Water and
Sewerage Sector” (November 2010) is appropriate guidance for setting the Weighted Average
Cost of Capital for this Plan.

However, recent amendments to the Water and Sewerage Industry Act 2008 specify a 3%
return on equity for assets contributed by Councils upon the formation of BLW. As a result this
Plan proposes a differential Weighted Average Cost of Capital for regulated assets as at 1 July
2009 of 3.64% (adjusted for cost of debt) and 6.39% for subsequent additions to the Regulated
Asset Base (ie. newly constructed assets).

This Plan has established that BLW's full cost recovery limit (maximum allowable revenue)
incorporating the legislated required 3% return on equity on transferred assets as at 1 July 2009
is in the order of $91m for 2011/12.

For the period covered by this Plan the upper bound limits are $95m, $98m and $102m,
respectively. The upper bound limit will continue to increase with new capital expenditure
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attracting the full weighted average cost of capital of 6.39%. Over time (80+ years) all assets
will attract the full weighted average cost of capital.

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

efficient operational, maintenance and administrative costs;
externalities (effects on third parties eg. pollution);

taxes or taxation equivalent payments (not including income tax);
the interest cost on debt;

dividends (appropriate returns); and

an annuity provision for the replacement/refurbishment of assets.

This Plan has established that BLW’s lower bound limit (minimum revenue) is $70m for
2011/12. For the period covered by this Plan the lower bound limits are $72m, $74m and $76m,
respectively.

BLW'’s regulated revenue in 2011/12, the year before this Plan comes in to effect, is expected to
$59.187m which is 85% per cent of the lower bound limit and 65% of the upper bound limit and,
accordingly, there is a need to continue to transition revenues towards the upper bound limit. It
is also relevant that continued investment in infrastructure improvements will cause the upper
and lower bounds to rise.

DEMAND FORECASTING

Factors affecting demand are not only related to population change, but also include changes in
demographic composition, seasonal factors, climate change, consumer preferences and
expectations, economic factors, agricultural practices and environmental awareness.

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

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

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

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

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

ULTIMATE PRICING OBJECTIVES

Fixing water quality and pollution (ie. achieving regulatory compliance) by investing to replace
ageing infrastructure means BLW must increase revenue by increasing prices over time to full
cost recovery levels.
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In accordance with National Water Industry pricing principles and the Water and Sewerage
Industry Act 2008 increasing revenue through price reform requires BLW to meet what can been
referred to as long term or ultimate pricing objectives, as follows:

achieve full cost recovery levels of revenue;

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

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

Further, to immediately unwind existing cross subsidies (where one customer pays more than
they should and another customer pays less than they should) in order to achieve more fully
cost reflective prices would further compound the impact felt by some customers through price
increases.

Accordingly, BLW cannot immediately meet the ultimate pricing objectives — they must be
achieved in the long term.

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

IMMEDIATE PRICING OBJECTIVES

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

achieve a level of revenue that supports the viability of the business;

commence the transition of revenue to lower bounds limits;

fully achieve two part pricing for water by having all customers metered by 1 July 2012;
move customers to a rational price structure (ie. consistent with NWI pricing principles but
not necessarily fully cost reflective);

prevent any increases in the extent of current cross subsidies; and

manage the impact of price changes upon customers by applying price caps.

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

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

no free water allowance — all water is paid for with two part pricing and full metering in place;
pricing relative to demand on system through water connection size (larger connection,
larger fixed charge) or a sewerage equivalent tenement (one household is one equivalent
tenement; all other customers assessed for number of equivalent tenements); and

an indefinite speed of transition — time is the greatest variable; individual customers will
move to the required revenue levels in individual time frames driven by the side-constraint
(price cap).
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FIXED CHARGES, USAGE CHARGES AND MISCELLANEOUS CHARGES — POSTAGE STAMP PRICING

BLW believes that postage stamp pricing is, in the circumstances, the fairest and most practical
pricing approach and one which will deliver the greatest benefits to the greatest number of
customers.

Postage stamp pricing is effectively an average price across the entire BLW service area which
means that once fully implemented every customer receiving the same service will pay the
same price.

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

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

DEVELOPER CHARGES — COST REFLECTIVE ZONAL PRICING

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

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

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

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

In particular, BLW has formulated a developer charge policy which essentially requires:

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

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

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

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

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

LIQUID TRADE WASTE — COST REFLECTIVE PRICING

Additional burden and risk is placed on the sewerage system through liquid trade waste
discharges. Sewerage system infrastructure is primarily designed to transport and treat
domestic strength wastewater using mostly biological systems for treatment. The acceptance of
liquid trade waste requires careful management and planning to ensure that wastewater
received from all sources can be safely transported and treated to a standard that prevents
environmental and operational harm.

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

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

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

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

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

Accordingly, BLW proposes to apply a pricing framework covering the following charges:

Application Fee - An application fee is levied to recover the costs associated with processing
the Liquid Trade Waste Application for all categories excluding Category O (ie. domestic
sewerage).

Annual Management Fee - An annual management fee is levied to recover the costs of
administering and managing the consent or agreement for all categories excluding
Category 0 (ie. domestic sewerage).

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

Non-Compliance Charges - The Corporation reserves the right to apply exceedance
charges (ie. penalties) and recover other costs associated with the customer failing to
comply with the conditions of an agreement or consent, or failing to obtain approval for
discharge of liquid trade waste to sewer.
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Community Asset Contribution Charge - In addition to the above standard charges, new
customers requesting the treatment of liquid trade waste or existing customers requesting to
alter the nature or increase the approved volume or mass load of liquid trade waste
discharged, may be subject to Community Asset Contribution Charges. (Refer to BLW'’s
Developer Charges Policy and Extension & Expansion Policy for more information.)
Developer Charges - In addition to the above standard charges, new customers requesting
the treatment of liquid trade waste; or existing customers requesting to alter the nature or
increase the approved volume or mass load of liquid trade waste discharged, may be
subject to Developer Charges.

In particular, liquid trade waste charges reflect the risk to the system through the volume and/or
composition of the liquid trade waste being discharged.

Further, a liquid trade waste monitoring regime will be implemented to ensure that agreed
discharge composition and volumes are what is actually being discharged. An exceedance
charge (ie. penalty) will apply to breaches of the liquid trade waste agreement.

REGULATED TARIFF STRUCTURE

Accordingly, the regulated tariff structure proposed by BLW is:
Water:

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

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

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

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

one variable charge to apply to each customer — no stepped usage charges;

different charges (potentially both fixed and variable) based on whether supplying potable or
non-potable water;

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

Sewerage (excluding liquid trade waste)

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

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

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

Liquid Trade Waste

cost reflective — a generic low level trade waste charge will apply, but above that each
customer will be assessed on a case-by-case basis to determine cost attribution depending
upon the volume and composition of trade waste (ie. the level of burden and risk placed
upon the system).

Developer Charges

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

Miscellaneous Fees and Charges
postage stamp pricing of miscellaneous fees and charges across each region.
STRATA TITLES

BLW'’s policy is that all new strata title properties are to be connected with an individual meter at
the main for each strata title. However, where strata developments are of a significant size a
master meter and individual sub-meters may be agreed by BLW, with the master meter charge
and net usage billed to the Body Corporate.

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

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

OWNER/TENANT BILLING

BLW will bill the property owner for all relevant charges.

Whilst the owner of a rental property will receive the fixed and volumetric bills, it is understood
that in most cases owners intend to pass on the volumetric bill, in particular, to the tenant as the
end user, either through the lease contract or other legal means.

TRANSITION PATH TO FULL COST RECOVERY

BLW will move all customers, over time, to full cost recovery with the transition managed
incrementally, as follows:

customer’'s charges will be increased by set side-constraints (price caps) until all of the
individual charges on the bill align with BLW'’s target tariffs;

the target tariffs will be increased each year (at a rate less than the price caps) until the
target tariff aligns with full cost recovery. These target tariffs reflect the transition point on
the move to full cost recovery;

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

The price caps proposed in this Plan transition customer’s charges to full cost recovery by
applying the following price caps:

for each equivalent standard connection, a price increase capped as follows:

(0]

o

fixed (service) charges capped at 10% or $100 (whichever is the greater)(i.e. $50 per
service) per annum, until a customer’s bill aligns to the target fixed tariff. Any
customer that is below the respective target tariff but would go above when the
increase is applied goes to the target tariff. Any customer whose bill is already
charged above the respective target tariff is flat lined;

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

and, for other charges:

(0]

o

developer charges and service introduction charges — these are calculated based
upon a pre-determined cost-reflective methodology.

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

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

This Plan proposes that customer charges be moved towards BLW's target tariffs in accordance
with these price caps, increasing year on year until they align with those target tariffs.

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

TARGET TARIFFS

The proposed target tariffs are, over time, transitioning incrementally to full cost recovery. Fixed
charges are being increased at 6% per annum and variable charges are being increased at 3%
per annum.

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

Water Fixed Charge Factors
(including vacant blocks) (2DP) 2011/12 2012/13 2013/14
20 mm connection 1.00 $270.00 $286.00 $303.00 $322.00
25 mm connection 1.56 $421.00 $446.00 $473.00 $502.00
32 mm connection 2.56 $691.00 $733.00 $777.00 $823.00
40 mm connection 4.00 $1,080.00 $1,145.00 $1,213.00 $1,286.00
50 mm connection 6.25 $1,688.00 $1,789.00 $1,896.00 $2,010.00
75 mm connection 14.06 $3,796.00 $4,024.00 $4,265.00 $4,521.00
100 mm connection 25.00 $6,750.00 $7,155.00 $7,584.00 $8,039.00
150 mm connection 56.25 $15,188.00 $16,099.00 $17,065.00 $18,088.00
Potable Water Variable Charge (per kL) $0.9000 $0.9270 $0.9550 $0.9830
Non-Potable Water Variable Charge (per kL) $0.7000 $0.7210 $0.7430 $0.7650
Factors
Sewer Charges (Residential) (2DP) 2011/12 2012/13 2013/14 2014/15
Developed 1.00 $450.00 $477.00 $506.00 $536.00
Vacant 0.60 $270.00 $286.00 $303.00 $322.00
Based on WSAA approach to
Sewer Charges (Non-residential) equivalent tenements

CUSTOMER IMPACTS

The effect of the proposed price caps is that the majority of customers (ie. standard residential
customers) will have their fixed charges increased by $100 per annum (ie. $50 per service) and
their usage charge increased by 10%.

The same target tariff arrangement applies for non-standard residential customers and non-
residential customers, except that target tariffs and maximum increases are for each equivalent
standard connection.

Accordingly, the transition paths proposed in this Plan have the following impacts for each type
of customer:

Residential — Water : Annual fixed charge for customers below the target tariff will be increased
by the maximum of 10% or $50 per connection. Annual fixed charge for customers above the
target tariff for the respective connection size will be frozen until 2013/14 and then reassessed
with a view to, where appropriate, commencing a reduction. The fully treated usage charge will
increase by 10% per annum towards a target of 90 cents per Kilolitre.

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

Non-residential — Water : Annual fixed charge for customers below the target tariff will be
increased by 10% or $50 per equivalent standard connection (whichever is the greater). The
factors (ie. multiples) of the standard domestic water connection are set out in the Target Tariff
table above for each larger connection size. Annual fixed charge for customers above the
target tariff for the respective connection size will be frozen until 2013/14, and then reassessed
with a view to, where appropriate, commencing a reduction. The fully treated usage charge will
increase by 10% per annum towards a target of 90 cents per Kilolitre.
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Non-residential — Sewerage: The annual fixed charge for customers below the target tariff will
be increased by the maximum of 10% or $50 per equivalent tenement until the relevant
equivalent tenement charge is reached. Annual fixed charge for customers above the target
tariff for the respective equivalent tenement factor will be frozen until 2013/14, and then
reassessed with a view to, where appropriate, commencing a reduction. All non-residential
connections will have an equivalent tenement calculation completed prior to 2012/13 and each
connection will be charged in multiples of the equivalent tenement charge. (Trade waste
charges are separate and additional.)

The overall impact of the pricing approach proposed in this Plan is that the majority of
customers will have their fixed charges increased by $100 per annum (ie. $50 per service), as
most customers have only one standard (ie. 20mm) water connection and one standard
(ie. 1 equivalent tenement) sewerage connection.

The following graph shows, for these standard customers, the impact of the price increases
proposed in this Plan as year-on-year increases from 2011/12 to 2014/15:
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CALCULATION OF TRANSITIONAL REVENUE PATHS

The transitional regulated revenue path proposed by this Plan, incorporating the price caps and
target tariff paths, is as follows:
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Transitional Revenue Path 2011/12 2012/13 2013/14 2014/15
Variable Water Consumption $11,197,675 $12,121,774 $12,687,287  $13,222,708
Variable Sewer Trade Waste $1,603,140  $1,763,454  $1,939,800  $2,133,779
Fixed Water Connection Charges $19,186,440 $21,458,999 $24,155,618 $26,801,472
Fixed Sewerage Connection Charges $24,163,879  $26,535,337  $28,921,461 $31,333,157
Rebate Revenue Support $1,000,000 $500,000 $0 $0
Sub Total $57,151,134  $62,379,565 $67,704,166 $73,491,1 16
Settled Water settled untreated fixed $1,051,877  $1,114,990  $1,181,889  $1,205,527
Wayside Wayside - fixed $80,035 $84,837 $89,927 $91,726
Other Revenue Miscellaneous fees & charges $904,448 $947,667 $992,786  $1,012,642
Total Regulated Revenue $59,187,494 = $64,527,059 $69,96 8,768 $75,801,011
year on year increase 9.15% 8.54% 8.55%
Upper Revenue Limit $91,000,000  $95,000,000  $98,000,000 $102,000,000
Percentage of Upper Limit 65% 68% 71% 74%
Lower Revenue Limit $70,000,000 $72,000,000 $74,000,000 $76,000,000
Percentage of Lower Limit 85% 90% 95% 100%

This transitional regulated revenue path is sufficient to ensure sustainability of the business, as
well as deliver the following key objectives:

for our customers: minimise price shocks; achieve equitable pricing; improve services;
for our industry regulators: invest to bring infrastructure and services up to current
standards; move revenues on a path towards full cost recovery; and
for our Owner Councils: achieve a fair rate of return on assets and provide a steady dividend

stream.

We recommend this Plan and the proposals it contains be approved by the Economic

Regulator.
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