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South Gippsland Water6 2018 Pricing Submission has been developed with reference to the Water
Industry Regulatory Order (WIRO)and utilising the Essent i&akw Service C
water pricing framework and approach, PREMO.

The submission documents a clear alignment between South Gippsland Water customers, community
and other stakeholders and the Corporationés services

Development of the submission has included:

1 A comprehensive engagement process placing customers and community at the forefront of
the pricing submission process;

Finalising a set of key customer outcomes together with outputs, activities and measures;

Analysis of external and internal information sources in order to ascertain demand for
services;

9 Linking of capital and operational expenditure needs to customer outcomes, including
planning, reliability, provision of safe water and wastewater services, environmental
responsibility, and customer respect and affordability;

I Setting a pricing and tariff structure that will meet customer needs, aspirations and outcomes
while providing for a sustainable South Gippsland Water;

I Utilisingthe ESCs gui dance to assess, South Gippsland Wat e
PREMO as 6Standarddé, while theasBoard has provided

o the quality and accuracy of information, and veracity of assumptions contained in this
Pricing Submission;

o adherence to the ESCs guidance material

I Arobust risk identification, assessment and allocation process in order to ensure risk is
managed by the party best placed to do so.

In order to deliver on customer outcomes, a revenue requirement of $165.15M will be needed over
the five year regulatory period from 1 July 2018.

This results in significant tariff impacts - a stepped real increase of 8% in the first year of the
regulatory period, followed by a real price increase of 3.5% for each successive year. This pricing
path was tested with customers whom indicated support for a capital and operating plan which
delivered on addressing infrastructure backlog issues and investing in maintenance in order to
maintain levels of service and ensure a sound financial position for the Corporation.



Drivers of the revenue requirement include:

1 Demand for services will increase over the fourth regulatory period with customer growth
forecast at 1.52% p.a., average consumption patterns largely consistent with recent historical
trends and major customer consumption increasing by 0.5% p.a. This will see customers
consume around 4.9GLs of water in 2022/23, an increase of 233MLs over a 5 year period;

1 A prudent and efficient capital expenditure plan of $88.2M focused toward renewal projects in
order to align with customerds priorities on | eve
stakeholders and regulators;

1 Risk for delivery of capital expenditure largely resting with the Corporation through
prioritisation of projects, scoping, minimisation of contingencies and efficient project
management;

1 Higher operating expenditure driven by a combination of meeting regulatory requirements and
maintaining service standards in line with stated customer outcomes, in particular reliability of
services;

1 A higher 1.5% p.a. efficiency target on controllable operating expenditure in order to offset
cost pressures;

Other significant issues include:

1 Key tariff changes in line with customer preference for a user pays rationale (higher
volumetric fee component) and to provide a more equitable tariff structure and alignment with
the wider water industry (reform of the cisterns and minor trade waste); and

1 A uniform water and sewer New Customer Contribution with the customer responsible for all
installation costs of onsite infrastructure;

1 Increasing the Guaranteed Service Level amount from $75 to $100 for unplanned water and
sewer interruptions not restored/rectified within 5 hours;

1 Individual price caps form of control over the majority of services with a revenue cap to be
applied to the combination of services known as cisterns and minor trade waste;

Customer assistance programs developed to support impacted customers



The 2018 price review sees the introduction of PREMO, an incentive
mechanism linking the return on equity reflected in approved prices to the level of ambition
expressed in a price submission. The return on equity depends on whether a price submission
is rated as O6Leadingd6, O6Advancedd, 6Standarddé or

The Essential Services Commission (ESC) provided guidance as to the manner in which a water

business should assess its pricngs ubmi ssi on t o decide on the submissio
therefore the return on equity to be reflected in its proposed prices. South Gippsland Water has

utilised the ESCs PREMO assessment tool to inform its PREMO rating.

Informed by an assessment of the four elements of PREMO - Risk, Engagement, Management and
Outcomes, Sout h Gippsland Water proposes an overal/l PREM
return on equity of 4.5%. The following summarises the reasons for the assessment.

Risk i Rating 2.4 Engagement i Rating 2.7
1 Risk framework consistent with ISO 31000 and 1 Engagement commenced June 2016 and
requirements of the Statement of Obligations aligned with IAP2
1 While South Gippsland Water has a significant 1 Engaged on customer values, views and
price increase, it has minimised increases with expectations with a broad range of customers
appropriate consideration and allocation of risk utilising a number of methods and formats
management 1  Establishment of relationships for higher level
9 Capital projects assessed for priority against future engagement
the Corporationds ri sk 1 Identified priority matters for further
1 Well defined project scopes with realistic engagement
timelines and low contingencies and robust 1 Customer Outcomes, output and measures
estimates developed in consultation with Customers and
1 Demand risk shared between the Corporation the Pricing Submission Advisory Panel
and customers 1 Learnings impacted on the Pricing Submission
1  Form of Price Control appropriate and tested via deliberative engagement with

Advisory Panel and regional forums
1 Close out with community and the Advisory

Panel

1 Management i Rating 2.3 I Outcomes i Rating 2.5

1  While there are extra operating and capital 1 Proposed expenditures are consistent with
expenditure pressures, these have been maintaining customer service levels
discussed and tested with customers 1 Customer Outcomes, output and measures

1  The Corporation has taken on a higher developed in consultation with community and
productivity hurdle in order to manage extra Pricing Submission Advisory Panel
costs 1 Implications of maintaining service levels

1 Board and Senior Management Team believe communicated to customer (including price
the submission and financial template to be impacts) and tested via deliberative
complete and accurate and internally engagement with Advisory Panel and regional
consistent forums

1 Risk allocated to the party best placed to 1  Annual reporting committed to, plan to be
manage it developed

1 Board and Senior management Team have
provided an attestation of ownership and
commitment

1 Supporting information for all elements of
submission are available



The ESC requires a water corporation board to attest to the quality and accuracy of the information
included in its pricing submission, and that the submission complies with the ESCs guidance in all
material respects.

At its meeting of 28 September 2017, the South Gippsland Water Board made the following
resolution.

As at 28th September 2017, the directors of South Gippsland Water, having made such reasonable
inquiries of management as we considered necessary (or having satisfied ourselves that we have no
query), attest that, to the best of our knowledge, for the purpose of proposing prices for the Essential
Services Commi ssionés 2018 Water Price Review:

1 information and documentation provided in the pricing submission and relied upon to support
Sout h Gi pps | amgsubnisdioa is easonpbly based, complete and accurate in
all material respects;

T financi al and demand forecasts are the businessos
is available to justify the assumptions and methodologies used; and

1 the pricing submission satisfies the requirements of the 2018 Water Price Review Guidance
paper issued by the Essential Services Commission in all material respects.



Key Points

South Gippsland Water has undertaken an extensive engagement process placing customers and
community at the forefront of the pricing submission process.

Engagement commenced early and customer insights and themes were developed and explored via a
four-phase process based on the International Association for Public Participation (IAP2) framework.

A focus was to ensure that the engagement process and tools utilised were robust, fit-for-purpose and
reflected the size and capacity of South Gippsland Water.

Content within the Pricing Submission, including key areas of change, have been tested via focus
groups in major customer centres.

Reliable and effective community engagement and a commitment to maintaining effective
connections with customers is a priority for South Gippsland Water. Integral to the development of a
Pricing Submission, a Community Engagement Strategy was developed to guide the review process;
a process that placed community input at the forefront.

The Community Engagement Strategy was developed within the International Association for Public
Participation (IAP2) framework which initiated a four-phase process for engagement (Fig 3.1). The
approach enabled a range of customers, members of the general community and key stakeholders to
have their say regarding what is important to them about water and wastewater service in their region.

Wide & Delve Pricin
Broad Deeper Test i

The insight and information gained through the engagement process has helped the Corporation
make informed decisions that reflect the interests and concerns of customers, community and
stakeholders.

During the four stage process the Corporation looked to define customer expectations or what they
wished to experience from South Gippsland Water services. The resultant set of outcomes and
associated activities were key to developing the Pricing Submission, further detail is provided in
Section 4.



The four phases of South Gippsland Waterb s engagement approach consisted o

1. Wide & Broad - engagement parameters were set early in the planning process to enable
broad engagement with the wider community on all aspects of the Corporation.

2. Delve Deeper - information gathered during the Wide & Broad phase was reviewed and key
areas of customer interest and concern were identified; these formed the basis of more
detailed and focussed consultation.

3. Testi develop a draft pricing submission utilising data and information obtained via
community engagement processes and reviews, and test identified key outcomes and
activities with customers, community and stakeholders.

4. Pricing Submission - finalise the written proposal based on robust and fit-for-purpose
community engagement for submission to the Essential Services Commission.

Engagement Resources i support and guidance

To ensure a robust review process was developed and implemented, a number of key resources and
gui des were utilised as part of South Gippsland Water

1 Pricing Submission Advisory Panel - an advisory panel was established to enable direct and
consistent community input to the review process. In 2016 eleven community members,
representing a spread of demographics, regional interests, professional skill sets and
community connections from across the region, were appointed to the panel. The panel has
been a significant voice in guiding the overall community engagement process for, and input
to, the Pricing Submission.

1 Special Interest Group - customers were invited, via hewsletter, website and social media, to
subscribe to a special interest group in order to be kept abreast of the review process and to
have timely access to community engagement opportunities.

1 InSynci third party specialist services provided by Insync Consulting were engaged by South
Gippsland Water to assist the project team deliver key components of the engagement
strategy. Services included project team guidance, the delivery of a broad-reaching customer
survey (online and hardcopy) and targeted, in-depth interviews with key stakeholders.

1 1AP2 - all Pricing Submission engagement was developed and delivered within the IAP2
framework, which was based on the implementation of core values for the practice of public
participation. Project staff were supported by specialist engagement advice and services
provided by an IAP2 mentor.

1 Engagement Checklist/Audit i an independent third party was engaged to undertake an audit
of the Corporationds community consultation appro

o PREMO Standards
o0 VAGO Public Sector Values and Public Participation Principles
o0 Urban Water Strategy guidelines.

The following describes South Gippsland Wat er 6s four phases of engagement
mechanisms utilised as part of the process and the customer themes that emerged.

Phase 1 - Wide & Broad

The starting point for engagement was designed to gain insight from a broad range of community
members and stakeholders regarding a wide range of to
tabledé6 and open for discussion and consideration.


file://///sv-files-01.sgwater.com.au/users/vfacey/COMMUNICATIONS/PROJECTS/Pricing%20Review/2_Customer%20Advisory%20Panel_Terms%20Of%20Reference.pdf
file://///sv-files-01.sgwater.com.au/users/vfacey/COMMUNICATIONS/PROJECTS/Pricing%20Review/3_SGW%20proposal%20periodic%20engagement%20services.pdf

Consultants Insync and the Pricing Submission Advisor
Say 6 \sfardistribution via a variety of channels to the broader community. Key to the significance
of the survey was the introduction of a rating scale
service levels desired by the customer.
The survey was:
9 Distributed to all 22,000 customers via the accounts mail-out
T Promoted via |l ocal print media, social media post
1 Direct emailed to stakeholders, customers and those registered on email data bases
1 Made available on the South Gippsland Water website
9 Utilised as part of Your Town visits and informal customer interviews.

Topics were rated as either important - South Gippsland Water should increase investment, or, nice to
have at the current level of investment. The number of survey replies received was above the
required to ensure a statistically valid sample size, there was no one area of the business where
customers supported reducing investment.

Key themes identified by the community as areas for investment:

1 Planning for the future - 91% of respondents support planning for future threats and pressures
to water and wastewater supplies such as climate variability or population growth.

T Go 6above and beyondo t o anvoositd (194a%)s saarwdh nithrbtse rarsu pf
and requiring increased levels of investment.

9 Offering programs to assist customers in hardship - most (88%) of respondents were in
support of this initiative to assist customers struggling to pay their bill.

1 Investing in programs to protect the environment - most (88%) of respondents supported
South Gippsland Water investing in programs to protect the environment.

Key messages and priorities identified for further consultation were:

Pricing and Tariffs Service Delivery

Customers see pricing Customers want South
structure as a key area v Gippsland Water to go

of importance 6above and be)

leaks and interruptions
whilst also keeping
customers informed about
the progress of repairs

Service Standards Planning

Customers want safe Customers support South
reliable water and Gippsland Water planning
wastewater services for future pressures and

threats to the region& water
and wastewater supplies



Social Conscience Environment

Customers support Customers value investment
delivering to social into protecting the
obligations and environment

contributing towards
customer hardship
programs

Phase 27 Delve Deeper

Using the survey results from the Wi @reingsSubiissioad phase,
Advisory Panel work-shopped the themes that were identified by customers as priorities for further

investment. This provided the basis for identifying where and how to undertake deeper deliberative

engagement with the community in order to obtain more detailed and focussed feedback and insight.

Eight targeted discussion sheets, reflecting the identified areas of customer interest (Fig 3.2), were
developed for distribution to the community and used as the basis of deliberative forums that engaged
a number of community groups across the region. These forums provided the opportunity for project
staff to consult in-depth with participants focusing on one or two discussion sheet topics.

Figure 3.2: Titles of the eight discussion sheets developed for in-depth consultation

mm

Customer Protecting our Securing the Volumetric and
service and environment region’s water service charges
commumnication supplies
Pricing and tariffs

Programs to Water and Standpipes
support wastewater Vacant lanc
customers delivery Cistern access fee

reliability

Making quality

ater bette

General promotion of the discussion sheets and awareness raising regarding the opportunity for the
general community to provide input were undertaken via:

f South Gippsland Waterds website
91 Local print media and social media posts

91 Direct emailed special interest groups and to those on email data bases, including
approximately 1,300 customers

Pricing Submission Advisory Panel contacts

Invitations to the deliberative forums.
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Messages and priorities identified as important to customers were:

Pricing and Tariffs
Customers see pricing structure as a key area of importance

All customers expressed a desire for South Gippsland Water to keep tariffs as low as
possible. The demographic and depth of understanding of an issue resulted in different
outcomes with respect to price increases

Service Standards

Delivery

Customers want South Gippsland Water to
interruptions whilst also keeping customers informed about the progress of repairs
Standards

Customers want safe reliable water and wastewater services
Planning

Customers support South Gippsland Water planning for future pressures and threats to
the region& water and wastewater supplies

Environment

Customers value investment into protecting the environment

Social Conscience

Customers support delivering to social obligations and contributing towards customer
hardship programs

Phase 31 Test

This phase of the engagement process was #dedsigned to
response to customer themes. Areas of change were tested and validated with the customer base
and involved the presentation of options for consideration.

Focus group sessions were promoted to the general public via traditional and social media. The

sessions were conducted by project staff and designed
as part of phase 1 and 2. Participants were provided with an outline of the draft Pricing Submission,

proposed plans for change and the resulting impact on pricing. The sessions also provided an
opportunity for the community to voice any concerns r
Submission and to confirm key community messages and priorities.

11



Messages from the community regarding the proposed Pricing Submission were:

Increased investment into If a price increase occurs,

aging infrastructure is ‘ customers would prefer a higher
e accepted in order to maintain  ,‘; g | price uplift (less than 10%) in year

service standards S 1 and then a smooth price

increment/path for the remaining
4 years (less than 5%)

Customers with a greater Customers accept a slight move
»hs‘[‘(f understanding of the to a higher volumetric component
— 1 = challenges of ageing to billing, recognising the impact
R infrastructure supported this will have on high water users
increased investment and a and vulnerable customers

resulting price adjustment,
due to the longer term
efficiencies investment
provides

A summary of the discussion, themes and conclusions resulting from phases 1-3 of South Gippsland
Waterds community engagement process includes:

Customer Outcomes and Measures i customers generally endorsed the Outcome Statements,
however, further refinement of the statements and feedback on draft measures is required. It is
recommended to include stretch targets or aim for continuous improvement when looking at which
measures to use.

Infrastructure Investment and Service Standards i the Pricing Submission Advisory Panel indicated
that the Corporation should be maintaining service standards by implementing the medium/maintain
level of infrastructure investment.

Volumetric and Service Charge Pricing i community consultation confirmed customer desire for more
control over their accounts. A slight move to a higher volumetric component of bills favoured,
however, there is recognition of the impact this may have on vulnerable customers and high water
users.

Pricing and Price Path - customers supported the proposed average (real) annual bill increase from
$968 (currently) to $1,196 in 2022, an increase of approximately $230 over the 5 years. Customers
indicated support for ensuring a strong financial position for the Corporation. Following feedback from
the Advisory Panel, a price path was developed that introduced a larger increase in year one of the
plan (8%), followed by a smooth price path each year after that (3.5%).

Commercial Wastewater Tariff Model - generally, feedback supported addressing issues with the
current cistern and minor trade waste tariffs and a change based on the user-pays principle. Further
consultation regarding the proposed new tariff model to be undertaken prior to a proposed
implementation date of 1 July 2020.

Customer Support Programs - generally, feedback supported realignment of tariff model towards
customer support programs.

12



Phase 41 Pricing Submission

The preceding phases have been instrument al in inforn
this Pricing Submission. Outcomes, relating to water and wastewater services and associated pricing

identified by the community through this engagement process, have informed decision-making and

the development of the outcomes outlined in Section 4.

Risk
1 Customers support South Gippsland Water planning for future pressures and threats to the
region® water and wastewater services.

1 Customers recognise that the climate is changing and want South Gippsland Water to note the
increased variability in wet and dry i planning for medium level of climate change is
acceptable to them.

1 Customers believe water restrictions are inevitable in drought years and the Corporation
should not be planning to avoid these.

1 Customers do not want water restrictions to impact or limit industry or regional growth.

13



Key Points

Customers developed a set of outcomes detailing what they expect to receive over the fourth
regulatory period.

Key themes and customer feedback feature in the language utilised in the Outcome Statements.

South Gippsland Water has planned capital and operating works to deliver to customer expectations
for the next five years.

Customersé have assisted in developing e set of
performance.

As part of developing the Pricing Submission, South Gippsland Water set out to define a set of
outcomes or experiences customers would receive during the fourth regulatory period. The process
was undertaken over a period of 18 months and was designed to be driven by customers placing
them at the forefront of business planning and reporting. The Outcome Statements and associated
deliverables will be reported on annually by South Gippsland Water.

South Gippsland Water collaborated with the Pricing Submission Advisory Panel to develop outcome
statements and metrics for reporting. The process involved a number of actions and engagement
sessions including;

1 Keythemes and words identified from pricing submission engagement feedback and
materials. These were used to create word clouds and as material for the Advisory Panel to
workshop.

1 The Advisory Panel identified key words, themes and drafted a number of Outcome
Statements

1 A South Gippsland Water internal workshop was conducted, overseen by two representatives
from the Advisory Panel to provide customer direction. This workshop refined seven
statements following the work of the Advisory Panel.

1 South Gippsland Water staff conducted further internal processes to identify potential
measures for reporting and linked these with the Outcome Statements and activities.

1 Outcomes statements, activities and measures were presented and finalised by the Advisory
Panel and tested duringc ust omer focus groups as part of the

A set of six customer Outcome Statements, activities and associated reporting measures have been
confirmed and are listed in the Outcome Matrix over the page.

14



Figure 4.1: South Gippsland Water Outcome Matrix
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