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1. Introduction

The NSW Government considers it important for each local water authority to set best-practice tariffs for
water supply, sewerage and liquid trade waste. Such tariffs reflect the cost of providing the services and
comply with the Independent Pricing and Regulatory Tribunal’s (IPART) Pricing Principles (DLWC,
2002).

Sewerage charges need to be set to ensure that the annual income is sufficient for the long-term
financial sustainability of the sewerage business including investment in new and replacement of the
existing infrastructure.

The pricing policy adopted in June 2008 and applied in 2008/09 has required a review as the awarded
tender price for construction of the sewage treatment plant have risen by a considerable amount above
the pre-construction estimates that were supplied to the Federal Government in early 2007 when grant
funds totalling of $6.8 million was being sought for the project. Council is required to contribute cash of
$3.394 million towards the sewerage scheme augmentation, $2.689 million of this will be provided from
loans. These loans will result in a moderate increase in sewerage charging, as they will raise costs of
loan payments that will be required to finance the works.

Although the costs to construct the scheme are significantly higher, the following mitigation factors that
will alleviate an unexpected pricing increase for Braidwood sewerage customer were used to re-work the
20 year financial model:

» A lower borrowing interest rate of 6.5% for new loans as opposed to the previously allowed 8%. The
interest rate was reduced as the effects of the global downturn;

» Are-worked Development Servicing Plan involving higher developer contributions; and

» A lower annual operation, maintenance and administration (OM&A) costs to run the sewerage
scheme on completion. The OM&A costs estimated in the previous financial model were over
conservative. Significant savings in operational costs are now expected as the high expense of the
previous breakdowns and repairs required by the old pumping stations will be drastically reduced in
the future with the replacement with new more reliable plant. OM&A costs can be reduced by
$142,000/year for 2009/10.

Council also proposes to construct an extra pumping station, rising main and gravity mains to service the
Victory Street area. This area with its ‘pump to sewer’ septic tanks poses a risk of effluent
overflows/seepage to the nearby creek system. Further potential developments in this area will
contribute to alleviate any significant increase in sewerage prices.

Best-practice pricing consists of a suitable sewerage tariff and a sustainable financial plan. Also, it
includes a separate sewerage tariff structure for the non-residential customers, which considers the size
of the water service connection and the water use in the sewerage charge. The new tariff has been
determined using the Incidence Analysis Model provided by DWE in a spreadsheet format.

A 20 year financial plan has been prepared using the NSW Financial Planning Model (FINMOD), which
incorporates the proposed developer charges, liquid trade waste charges (if adopted by Council),

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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recurrent OMA (operation, maintenance and administration) costs and the projected capital cost of new
and replacement infrastructure.

Council does not have an existing liquid trade waste policy although it proposes to implement this in the
near future. Therefore, best-practice trade waste pricing is not covered in this document.

The adopted sewerage tariff should be adjusted annually based on the consumer price index (CPI).

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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2. Administration

2.1 Reference

This policy document is called the “Sewerage Pricing Policy — Braidwood”. Once adopted, it supersedes
any other requirements related to sewerage pricing policy for Braidwood, including the previous
Sewerage Pricing Policy adopted in June 2007 and which was modified for application in 2008/09.

2.2 Purpose of the Policy

The primary purpose of this policy document is to enable the Council to effectively manage its sewerage
business.

The tariff developed under this policy covers the OMA cost of delivering sewerage services to Braidwood
and that part of the capital cost of the following major capital works expenditure that is not all funded by
government grants:

» New IDEA treatment plant to service the existing and future customers;

» New pump station (No. 5) and its gravity system to service the existing and future customers located
in the Victory Street area; and

» Ongoing renewal of the existing gravity mains.

Details of the forecast expenditure in renewals and capital works are shown in the Cashflow Statement in
Appendix A.

Other purposes of the best-practice tariff are to:

» Enable customers to balance the benefits and costs of using the sewerage services and promote
efficient use of resources;

» Distribute costs equitably among customers and eliminate significant cross-subsidies; and

» Reflect the cost of providing the service and determine the annual income required for the long-term
financial sustainability of Council’s sewerage business, including investment in new and replacement
infrastructure.

2.3 Review/Update of Tariff

The sewerage tariffs calculated in this policy document are based on current projections of growth in
population and development and Council’s assessment of infrastructure that will be required to service
this growth. It is important that trends are monitored to ensure that contributions received are spent in a
manner that provides services in an efficient and effective way.

Council’'s commitment to future works will be dependent on development and any change in the current
projections may necessitate the rescheduling of future works. This document therefore will require
periodic review every 5 years, to ensure the sewerage tariffs remain viable. Notwithstanding, this policy
should be reviewed when Council implements the proposed liquid trade waste policy in a later year.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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If a major change occurs in circumstances such as, the need for capital works that had not been included
in the DSP (Developer Service Plan) or changes in planning strategy, Council may carry out a review in
less than 5 years, subject to (DWE) approval.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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3. Sewerage Pricing

3.1 Introduction

Best-practice sewerage pricing involves setting prices to reflect costs and instituting an appropriate two-
part tariff for non-residential customers to remove cross-subsidies by the residential customers.

Appropriate pricing is essential to provide relevant pricing signals to non-residential customers, enabling
them to make informed decisions on their water use and resulting sewage and trade waste discharges.
This will encourage such customers to use water efficiently and minimise wastage of water resources
and associated sewerage infrastructure.

Best-practice pricing is required under the COAG Strategic Framework for Water Reform and National
Competition Policy, and complies with the IPART Pricing Principles.

Council will use its powers under the Local Government Act 1993 and apply Section 501 to set charges
for rateable properties and Section 502 for non-rateable properties covered by the sewerage scheme.

3.2 Best-Practice Sewerage Pricing

The best-practice sewerage pricing structure, which is designed to remove cross-subsidies between the
two sectors, is described below.

3.2.1 Residential

Residential sewerage bills should be based on a cost-reflective uniform sewerage bill per residential
assessment. The IPART Pricing Principles indicate that pay-for-use sewerage pricing for residential
customers was not warranted due to a lack of net benefits from such charging. In particular, the cost of
sewerage collection and transfer is largely driven by hydraulic capacity, which is dependent on wet
weather flows and the cost of sewage treatment is driven by biological and suspended solids, which
relate to the population served.

The residential sewerage bill should be based on the estimated volume of sewage discharged from all
residential customers. This ensures that collectively, residential customers meet an equitable share of
the cost of the sewerage system.

The annual residential sewerage bill is calculated as the Sewer Discharge Factor' (SDF) times the sum
of the annual non-residential sewerage access charge for a 20 mm water service connection and the
product of the sewer usage charge and the average residential consumption as shown in the following
formula.

! The residential sewer discharge factor (SDF) is the ratio of residential indoor water consumption to the total residential water
consumption. A typical value for NSW is SDF = 0.6

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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Br = SDF x (ACZO + Cgr X UC)
Where: Br = Annual residential sewerage bill ($)
Annual Access Charge for a 20 mm diameter water
ACy = supply service connection ($)
The proportion of total residential water consumption
SDF = that is discharged to the sewerage system
Cr = Average annual residential water consumption (kL)
uc = Sewer usage charge ($/kL)

3.2.2 Non-residential

Non-residential sewerage bills should be not less than the residential sewerage bill and should be based
on a cost-reflective two-part tariff with an annual access charge and a uniform sewer usage charge per
kilolitre. The sewerage access charge should be proportional to the square of the size of the water
supply service connection to reflect the load placed on the sewerage system as shown in the formula
below. The sewer usage charge per kilolitre should apply for the estimated volume discharged to the
sewerage system.

AC = ACy x D?/400
Where: AC = Customer’s Annual Sewerage Access Charge ($)
ACy = Sewerage Access Charge for a 20 mm diameter water supply

service connection ($)

D Diameter of customer’'s water supply service connection (mm)

The volume discharged to the sewerage system can be estimated using the customer’s total water
consumption multiplied by a sewer discharge factor.

Therefore the sewerage bill for a non-residential customer would be calculated as:

B = SDF x (AC + C x UC)
Where: B = Annual non-residential sewerage bill ($)
AC = ACy x D?/400 ($)
D = Water supply service connection size (mm)
SDF = Sewer discharge factor
C = Customer’s water annual consumption (kL)
uc = Sewer usage charge ($/kL)

Similar to the water supply pricing, the sewer usage charge is a key element in best-practice pricing and
should be based on the long-run marginal cost of the sewerage business. The sewerage long-run
marginal cost can be reasonably estimated as between 100% to 150% of the Council’s operating cost
per kilolitre (OMA)?.

22000/01 NSW Water Supply and Sewerage Performance Comparison Report (Tables 2, 12), Department of Land Water and
Conservation, NSW/Local Government and Shires Associations, NSW

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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A Financial Planning Model® (FINMOD) has been developed to determine the marginal operating cost
and the minimum typical residential bill to successfully operate the sewerage business (Appendix A).

Sustainable financial planning should satisfy the following criteria:

» Cash and investments levels are above the specified minimum and do not go into overdraft;
»  The loans do not continuously increase over the forecast period;

»  The average residential bill is higher than the OMA cost per assessment; and

»  Most of the operating results are greater than $0 across the 20 year planning horizon.

% Under the Local Government Act 1993, each NSW council is required to prepare and publicly exhibit a management plan on its
principal activities. FINMOD is designed for long-term financial planning, which is essential for negotiating levels of services and
the associated annual charges for residential customers with the community and for demonstrating long-term financial
sustainability of Council’s water supply or sewerage business to comply with National Competition Policy.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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Council is required to carry out a review of the current sewerage tariff due to the lower borrowing interest
rates, higher developer charge, lower OM&A costs, and new loans required for construction of the
sewerage scheme augmentation works. Details of these changes are shown in Table 2.

Table 2 Current and Revised FINMOD Inputs

FINMOD Parameters Current Inputs Revised Inputs

Borrowing Interest Rate for New 8.00 6.50

Loans (%)

Developer Charge ($/assessment) 5,283 6,000

OM&A Costs ($'000 for 2009/10) 463 321

Extra Capital Works to service 250 300

Victory St area ($'000)

Funding for Capital Works Government Grants Council’s Internal Funding and
totaling $6.8 million New Loans of $2.689 million

Typical Residential Bill in 2009/10 915 Lower typical residential bill

(($/assessment)

Typical Residential Bill in 2023/24 812 Lower typical residential bill

(($/assessment)

The revised data and the current sewer tariff were modelled using the FINMOD software. The predicted
total capital work, total expenses, cash and investments and operation result of Council’'s sewerage
business for the next 20 years have been summarised in Figure 1.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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Figure 1  FINMOD Results Using the 2008/09 Sewerage Tariff

FINMOD modelling found the income from the existing rates and charges exceeds Council’s financial
requirements over the 20 year planning horizon. Cash and investment increases significantly with no
intended use for future capital works (as shown in Figure 1).

The current tariff was calculated to raise income to fund the construction of the capital works and the
OM&A that was over estimated in the previous financial model. A total of $2.689 million new loans are
required to fund the proposed sewerage scheme and the revised OM&A costs are expected to be
$142,000/year lower than the previous estimate. FINMOD results showed that excess income will be
obtained from the current tariff as a result of the lower OM&A. Therefore, new sewer tariff model was
developed in FINMOD to calculate the minimum income required from the rate and charges to meet
Council’s long-term financial sustainability.

3.4 Proposed Sewerage Tariff Options

The excess income collected from the 2007/08 sewerage tariff was returned to customers in one-off
payment in 2008/09. The typical residential bill in 2009/10 is required to be increased to raise income to
fund the sewerage scheme augmentation works.

FINMOD has determined and forecasted the minimum typical residential bill to be $880/assessment from

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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2009/10 to 2022/23 and then drop down to $760/assessment from 2023/2024 to 2028/2029 should
Council not propose any further capital works. The new tariff was calculated based on the developer
charge of $6,000 per equivalent tenant.

Based on the new sewerage tariff, the predicted total capital work, total expenses, cash and investments
and operation result of Council’s sewerage business for the next 20 years are summarised in Figure 2.
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Figure 2  FINMOD Results Using the 2008/09 Sewerage Tariff

The OMA cost was estimated to be an average of $4.17/kL, based on the total number of sewerage
connections and total sewerage discharge (refer to Appendix A). According to the Best-Practice Pricing
Principles, the sewerage tariff for all options should be set to be not less than $4.17/kL (i.e. 100% of
$4.17/KL) and not greater than $6.26/kL (i.e. 150% of $4.17/kL) for the non-residential usage charge.

However, DWE advises that the sewerage usage charge should be less than $2.50/kL, which is close to
the State-wide medianmeidan operating cost. Based on this recommended usage charge, three tariff
options were developed using the Incidence Analysis Model. Details of each tariff option, together with
the percent of revenue from each customer group, are presented in the table below.

Three tariff options have been developed using the Incidence Analysis Model to meet the income
requirements of the sewerage business. The structure of each tariff examined is shown in the table
below, together with the percentage of income from each customer group.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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Table 3 Proposed Sewerage Tariff Options (in $2007/08)

New Tariff Option Option 1 Option 2 Option 3
2008/ 2023/ 2008/ 2023/ 2008/ 2023/
Year 2009 2024 2009 2024 2009 2024
Residential
Annual Sewerage Bill $880 $760 $880 $760 $880 $760

Non Residential

Annual Access Charge

20 mm Connection $1,300 $1,089 $1,218 $1,008 $1,136 $926
Usage Charge ($/kL) $1.50 $1.50 $2.00 $2.00 $2.50 $2.50
Total Income $627,000 $581,000 $636,000 $591,000 $645,000 $600,000

% of Income from Each Customer Group

Residential 73.4% 73.8% 72.4% 72.7% 71.3% 71.6%
Non-Residential 26.6% 26.2% 27.6% 27.3% 28.7% 28.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

The typical residential bill in 2009/10 is expected to increase by 29% from $681/assessment to
$880/assessment. Table 3 shows income from the non-residential customers increases as the usage
charge goes up. Percent of income from each customer group varies within 2 percent among the three
tariff options. If Council does not propose to undertake any capital works after 2022/23, the sewerage
tariff in 2023/24 can be reduced by 13.6%. Reduction on the typical residential bill in 2023/24 is
indicative only. Itis recommended that the typical residential bill should be reviewed and updated prior
to applying reduction on charges in 2023/24.

3.4.1 Preferred Tariff Option

Three sewerage tariff options were developed to comply with the Best-Practice Pricing Principles.
Option 1 is the recommended new sewerage tariff for the following reasons.

»  Lower usage charge (Option 1) can encourage business growth in Braidwood; and

»  Growth of the pensioner assessments may exceed the assumption made in FINMOD. Higher typical
residential bill (Option 1) can secure the income from both residential and non-residential customers.

3.5 Impact on Customers

As predicted when setting the 2008/09, residential customers are likely to receive an increase of about
29% in the 2009/10 sewerage bill. The main reason for this is due to Council approving a one off lower

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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charge in this year to pay back the “over charging” of 2007/08 when charges in that year were set prior to
securing the $6.8m of government grants. Comparison of the historical and proposed typical residential
bill is shown in Figure 3.
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Figure 3  Comparison of Typical Residential Tariff from 2006/07 to 2009/10

Unlike residential customers, sewerage bills for non-residential customers are based on the estimated
volume they discharge to the sewerage system. Small commercial businesses with low water use and
sewer discharges are likely to see a reduction in their sewerage bill, while businesses with higher water
demand may see an increase in their new sewerage bills.

The impact of the preferred option (Option 1) on residential customers and representative non-residential
customers are shown in Table 4.

Table 4 Impact of 2009/10 Sewerage Tariff (Option 1 in $2008/09)

Description Connection Current Current 2009/10 % Increase
of Service Size (mm) Discharge Sewerage Bill ($)  Sewerage Bill ($)
(kL/a)

Residential 20 Any $681 $880 29%
Business 1 20 860 $3,270 $2,448 -25%
Business 2 25 2,803 $9,048 $6,008 -34%
Business 3 32 1,035 $5,219 $4,637 -11%
Business 4 40 0 $681 $880 29%
Business 5 50 978 $8,559 $9,112 6%

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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4, Recommendation

The recommended sewerage tariff to be adopted for Braidwood Sewerage in 2009/10 is Option 1. Under
this option the revenue from the non-residential customers is about 26.6% of the total.

Details of the new sewerage tariff are shown in Table 5. The charges should be renewed annually based
on the consumer price index (CPI).

Table 5 Sewerage Tariff for Braidwood in $2009/10 at 2.7% pa inflation

Year/ Connection Size 2009/10
Connection Type (mm)
Residential 20 mm $904
Vacant Lots 20 mm $904
Non-Residential*
Access Charge 20 mm $1,335
25 mm $2,086
32 mm $3,418
40 mm $5,340
50 mm $8,344
80 mm $21,362
100 mm $33,378
Usage Charge $1.55/kL

* Including non-rateable connections e.g. properties owned or operated by Council.

* This document is in a draft and not a final issued form. The contents of this draft document including any opinions, conclusions or recommendations
contained in or which may be implied from this draft document must not in any way whatsoever be relied upon. GHD reserves the right, at any time
with or without notice, to amend, modify or retract any part or all of the draft document including any opinions, conclusions, or recommendations
contained therein. Unauthorised use of this draft document in any form whatsoever is strictly prohibited. To the maximum extent permitted by law,
GHD disclaims any responsibility for liability howsoever arising from or in connection with this draft document.
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