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Dear Sir 

Draft Urban Drainage Bill 2013 

The Council submission on the draft Urban Drainage Bill 2013 is in two parts.  One 
submission relates to the technical infrastructure and engineering issues which has 
been made to the Local Government Association of Tasmania.  The second (this 
submission) relates to the issues surrounding the 'combined system' that exists 
within the Launceston municipality. 
 
From the very first meetings on the formation of the Water and Sewerage 
Corporation, the Council has flagged the issue of combined systems and sought to 
cooperatively participate in an equitable resolution for not only the community the 
Council represents but all Tasmanians. 
 
The most equitable and simplest solution is for the combined system to be 
recognised as a regulated service and the Water Corporation provided with the 
power to include the cost of the system in the pricing determination.   
This approach would be entirely consistent with other examples across the State 
where services are provided to a small group but the group is not required under the 
pricing model to fully fund the service - the wider community including Launceston 
residents cross subsidise these unprofitable service projects. 
 
In the absence of this practical and logical change to the Water Legislation then the 
approach of an agreement to cost share based on a direct marginal cost approach 
(section 8) that excludes return on assets and any subjective allocation of capital 
costs (depreciation) and debt servicing or interest would be the next alternative 
which offers some prospects of an equitable outcome. 
 
It is worth noting that the draft legislation is based on a premise in section 6 that a 
Council has a choice in entering into an arrangement.  Clearly this is not the case 
with a combined system which promotes the justification that such systems should 
be treated as a regulated service.  
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Before proceeding to specific comments on the legislative provisions some 
background information has been provided including details of a recent proposal 
from Ben Lomond Water. 
 
Background 
 
Drainage and Waste Water Systems 
 
There are three distinct types of drainage system: 

a) Stormwater 
b) Sewerage 
c) Combined 

 
It is important to understand that a combined system, contrary to the name, is not a 
combination as such, it is a single (and fairly unique) system that provides the two 
services.  The Water and Sewerage legislation dealt with this fact by defining 
sewerage infrastructure to include the combined system. 
 
It is also significant that what is being discussed is the management of an 
established system that has been compulsorily transferred.  This is far removed 
from the Council asking for a business proposal for the construction and operation 
of a new combined system. 
 
Over many years the Council had established and maintained the combined 
system.  In the 1980's and 1990's the operation of the system was reviewed and the 
separation of stormwater and sewerage network infrastructure was deemed not to 
be cost effective.  Major upgrades of key infrastructure were then undertaken and a 
detention basin added to assist with the management of storm events. 
 
The premise or inference on which legislation and discussion have been based to 
date is that the Council has (in recent history) decided to build a combined system 
instead of building a sewerage system and a stormwater system.  This decision was 
made many years ago and at the time was probably world's best practice.  Today's 
residents should not be penalised for a decision made a long time ago which cannot 
now be cost effectively undone. 
 
Rating Structures 
 
The Council's rating structure prior to the transfer of responsibilities to the Water 
Corporation reflected the view that the combined system has a primary purpose of 
managing sewage flows and so was funded through sewerage rates and charges.  
In the year prior to the transfer the Council sought to adjust its cost allocation and 
rating structure to reflect the pending arrangements.  The end result of this process 
was to transfer water and sewerage activities that were reflecting on operating 
surplus and a rating revenue base that had been significantly increased over a 
number of years in the lead up to the change.  Details of this are on the public 
record.  The Council's submission to the Parliamentary Committee on Water and 
Sewerage sought to correct the misinformation provided to the Committee to the 
effect that the Council reduced (by inference total) revenue. 
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Regulated Services 
It is our understanding that Ben Lomond Water has been required by the Office of 
the Tasmanian Economic Regulator (OTTER) to separate the cost of the combined 
system into stormwater and wastewater components.  The purpose being to 
separate a stormwater service as this is not a regulated service over which OTTER 
can regulate the determination of the fee setting. 
 
This approach is fundamentally flawed.  As previously stated, there are three 
systems. 
 

a) Stormwater 
b) Sewerage 
c) Combined 

 
The combined system is a unique system and is not logically or practically divisible 
into two components.  Further, for the purposes of the water reform process it could 
only logically have been defined as a sewerage service. 
 
The service provided by a combined system should correctly be defined as a 
regulated service which forms part of the price setting process for the water 
corporation. 
 
It could be argued that this may result in cross subsidisation to the customers 
connected to the combined system.  This subsidisation does not differ from the 
current provision of water and wastewater services to numerous small towns across 
the State. 
 
It cannot reasonably be considered equitable for Launceston customers to 
subsidise the cost of water supply to communities across the Ben Lomond Water 
region but be banned from being able to similarly benefit from the 'postage stamp' 
pricing approach for the combined system. 
 
It is important to reiterate that the combined system is a historical reality which is 
prohibitively expensive to change and it is inequitable for current and future 
residents of the City to bear a cost that no other community in the State is expected 
to specifically fund in a like manner. 
 
Draft Legislation - Urban Drainage Bill 2013 
(Combined System and Service Agreements) 
 
The following comments are provided in point form.  Many of the issues referred to 
would not arise if the combined system were to be dealt with by inclusion in the cost 
structure of the water corporation. 
 
Additions proposed to the draft legislation are indicated in an underlined format. 
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Reference Comment 

Section 3 
Interpretation 

Refers to stormwater and stormwater service.  Does not 
define a combined system. 

Section 6 
Provision of 
stormwater 
services 

Refers to (3) "may engage…or use the infrastructure of a third 
party". (4) "wishes to engage". 
Suggests there is a choice which in fact does not exist with a 
combined system. 

New section To cover the provision of a combined system and services. 
Achieves clarity and avoids confusion where an arrangement 
exists for the provision of a separate stormwater system 
across two municipalities. 

Section 8(3) 
…commercial 
arrangements… 

(b) the price for those services by applying marginal cost 
principles to direct operating costs and transition price… 

Section 8(4) 
…commercial 
arrangements… 

In making a determination in respect of assets that form part 
of a combined system that have been transferred … 
(a) the maximum rate of return on such transferred assets is 
to be 0% or such other percentage as may be prescribed; 
after consultation with all parties affected by a change to the 
rate. 
(d) estimated depreciation on assets that comprise the 
combined system does not form part of the price for the 
provision of services. 

 
Ben Lomond Proposal 
 
The Chairman of Ben Lomond Water, Mr Miles Hampton, has by correspondence 
dated 13 March 2013, advised that it will initiate billing to Launceston City Council at 
a rate of at least $5.8m per annum.  The charge is calculated as follows: 
 

 $m pa 
Operating Expense 2.30 
Depreciation 2.26 
Capital Charge  1.24 

at 1.324% (actual ROA for 2011/12) 5.80 
 
An alternative scenario with a capital charge of 2.74 percent as raised at a meeting 
with Ben Lomond Water would see annual costs escalate to $6.87m. 
 
A charge of $5.8m equates to a stormwater charge of $644.44 per property levied 
on the Council for the approximately 9,000 properties serviced by the combined 
system ($5.8m/9,000 = $644.44).  The Council's general rate revenue is 
approximately $45m; $5.8m would require a 12.5 percent increase. 
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The following comparisons of estimated stormwater costs (excluding any capital 
charge, which is consistent with the draft legislation) for the remainder of the 
municipality are shown in the following table bring into sharp contrast the gross 
inequity of the charges proposed to be levied on the Council by Ben Lomond Water. 
 

 2011/12 2010/11 2009/10 2008/09 
 $000 $000 $000 $000 
Income 5.1 0.6 4.2 0.1 
Expenses     
Operating 383.3 309.4 372.2 453.5 
Special Project - 1,600.0 - - 
Cost Attribution 29.8 28.9 22.0 22.0 
Depreciation 2,868.1 2,575.5 2,562.5 2,918.1 
Total Expenses 3,281.2 4,513.9 2,956.8 3,393.6 
Net Expenses 3,276.1 4,513.2 2,952.6 3,393.7 

 
Using averages and allowing for the special project related to separation work the 
costs are in the range of $160 to $177 per property (based on 20,000 properties). 
 
Ben Lomond Water have also advised the Council that the charge of $5.8m will be 
applied from 1 July 2013 and that a submission has been made on the draft 
legislation seeking to have it amended to provide the authority for such an 
approach.   
 
The calculations clearly substantiate the difficulties and major inequities in 
attempting to separate what is fundamentally a single combined system. 
 
Conclusion 
 
The principles of utility provision have always relied upon universal access to a 
standard of service.  The service scale of utilities provides that the cost of supplying 
a universal standard of service to consumers in areas where an appropriate rate of 
return upon investment does not exist is amortised across the entire consumer 
base, or cross subsidised. 
 
The only equitable outcome is for the same practice to be adopted for the single 
facility combined system. 
 
The Council appreciates the draft legislation seeks to bring clarity to the issues 
surrounding a combined system.  The Council has made a number of suggestions 
that seek to assist in the interpretation of the provisions.   
 
However it is the fundamental position of the Launceston City Council that these 
provisions are not required and further that the only equitable solution is for the 
combined system to be included within the regulated services provisions such that 
the water corporation can reasonably recover all its costs from the pricing structure.  
To do otherwise is to argue that cross subsidies are selectively acceptable for some 
of Ben Lomond Water's services and not others. 
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The Council wishes to make this submission in the strongest possible terms. 
 
All parties must deal with the infrastructure system that exists and not pretend that a 
model can be formulated based on a green fields site where choices could be made 
about system configuration, relating to what is, and always has been, a single 
system facility. 
 
The Council has included details of the approach that Ben Lomond Water have 
proposed if their submission on changes to the legislation are successful.  Clearly 
this would be a gross injustice for Launceston ratepayers.  The examples highlight 
the inherent dangers in accepting the changes that are proposed. 
 
The Council would seek to address its serious concerns in these matters before the 
Minister at the earliest opportunity. 

Yours faithfully 

 
Robert Dobrzynski 
GENERAL MANAGER  
 


