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“Gippsland Water’s final Water Plan 
3 proposal builds on this theme by 
proposing ‘real’ tariff increases of  
less than 1% per annum (plus CPI),  
for each year of the third regulatory  
period ending in June 2018.”

Gippsland Water announced in May 2012 that 
tariff increases for 2012/13 represented the 
loWest increases in the last five years.
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Gippsland Water has 
looked for operational 
efficiencies to minimise 
tariff increases as far as 
practicable in this final 
Water Plan 3 proposal.
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exeCutive  
summary

The Essential Services Commission’s (ESC) 2013 Water Price Review 
provides water corporations across Victoria with the opportunity to clearly 
articulate and commit to a set of outcomes and prices to be delivered over 
the third regulatory period. As part of this review process, Gippsland Water  
is required to submit a Water Plan covering each year of the regulatory  
period commencing July 2013 to June 2018. 

Gippsland Water’s final Water Plan 3 proposal is a document that largely looks forward, focusing 

on the outcomes to be delivered for the third regulatory period, and the expenditure, for both 

operational and capital investment purposes, that is needed to deliver those outcomes. Of 

particular interest to all parties is the impact that these proposed outcomes and expenditures 

will have on the cost to customers for the supply of water and wastewater services during the 

regulatory period.

Gippsland Water’s final Water Plan 3 proposal identifies key business objectives, risks and 

proposed prices for the regulatory period. We have created a vision that will provide sustainable, 

secure and efficient water and wastewater services to our customers. Critical to the successful 

delivery of these objectives is the financial ability to maintain current product and service 

standards and to successfully meet ever increasing regulatory, customer and community 

requirements and expectations.

Gippsland Water released a draft Water Plan in late May 2012, and has sought to engage with 

customers and the wider community during a two month period of consultation spanning June 

and July 2012. This consultation process allowed Gippsland Water to detail the outcomes that  

the business is seeking to deliver, the cost of those outcomes, and the impact on tariffs for 

services provided. This final Water Plan 3 proposal details the issues identified during the 

consultation process, and the changes that Gippsland Water has made in response to this 

feedback. This final Water Plan 3 proposal now forms the basis for seeking approval from  

the ESC of proposed prices for the third regulatory period.

executive summary



6 Gippsland Water • Water plan 3 proposal

1. ECONOMIC SETTING
Gippsland Water’s final Water Plan 3 proposal has been developed at a time when our customers’ 

ability to pay for essential services, provided on a monopoly basis, is more difficult than ever. 

Gippsland Water’s tariffs have risen by almost 98% during the five years of the second regulatory 

period. The fact that these tariffs increases were approved by the ESC, and were based on 

prudent and efficient expenditure by Gippsland Water; is of little comfort to customers who are 

facing price rises across a range of utility providers - including significant rises in the electricity, 

gas and telephone sectors. 

During consultation on the draft Water Plan 3 proposal, customer feedback highlighted concerns 

with high water and wastewater tariffs in general, and high fixed tariffs in particular. Concern was 

also expressed regarding the rising costs of water and wastewater and the impact this will have 

on people with low incomes.

Gippsland Water acknowledges the concerns raised and recognises that price rises for water and 

wastewater services during the third regulatory period must be kept to a minimum. Gippsland 

Water has looked for operational efficiencies to minimise tariff increases as far as practicable in 

this final Water Plan 3 proposal. As set-out in chapter 7, the capital cost overruns in relation to 

the Gippsland Water Factory have also been excluded from the regulatory asset base used to 

determine tariff increases.

2. OVERVIEW OF PROPOSED TARIFF INCREASES
During the draft Water Plan 3 consultation process, Gippsland Water sought public feedback on 

two different tariff options. Option one, known as the ‘upfront’ option, required a small ‘CPI plus’ 

increase in 2013/14, followed by ‘CPI only’ increases in the next four years of the third regulatory 

period. Option two, based on an annual increase required a smaller ‘CPI plus’ increase which 

would occur every year for all five years of the third regulatory period.

Gippsland Water developed a Proposed Tariffs Fact Sheet that outlined the different approaches 

to allow customers to consider which option they preferred. The fact sheet detailed expected 

tariffs and included examples of how each option would impact typical households during the 

third regulatory period. Customers were encouraged to provide feedback on which option they 

would prefer via Gippsland Water’s Share Your View website.
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Details of the consultation process are outlined in detail in chapter 2 of this Plan. Given the results 

of the feedback on proposed tariffs, Gippsland Water has determined that it will proceed with 

tariff increases based on option two, an annual average increase + CPI for the third regulatory 

period. Gippsland Water will continue to monitor this position in the lead up to the ESC’s Final 

Decision in June 2013.

This final Water Plan 3 proposal proposes an annual tariff increase of ‘0.98% plus CPI’ for each 

of the five years of the third regulatory period. This represents a small reduction from the ‘1.32% 

+ CPI’ position outlined during the consultation period, and results mainly from reductions 

in operating expenditure that have been identified since the draft Water Plan 3 proposal was 

released in May 2012.

table e1: tariff options 

tariff option
draft Water plan  

3 proposal
Final Water plan  

3 proposal

Up-front ‘3.92% +CPI’ Not applicable

Annual increase ‘1.32% +CPI’ ‘0.98% +CPI’

Gippsland Water’s main residential water and wastewater tariffs are outlined below, given the 

proposed ‘0.98% plus CPI’ annual tariff increase.

table e2: Water service availability charge ($ Jan 13) 

size of service

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

20mm 165.42 167.05 168.68 170.34 172.00 173.69

table e3: Water usage charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

treated Water  
per kl

1.9130 1.9317 1.9507 1.9698 1.9891 2.0086

table e4: Wastewater service availability charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Connected 
property

758.75 766.19 773.70 781.28 788.93 796.67

Chapter 7 provides further detail on Gippsland Water’s tariffs and how they are impacted by this 

proposal for the third regulatory period.

executive summary
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3. CUSTOMER IMPACTS – AVERAGE HOUSEHOLD BILL 
(EXCLUDING CPI)

3.1 Full service customer – average Water consumption

Assuming average water consumption of 174 kL per annum, figure E1 below outlines a typical 

household bill for a customer who receives both water and wastewater services. The proposed 

average ‘0.98% per annum’ increase is shown for comparative purposes along side an ‘upfront 

2.90%’ increase. By 2017/18, an average household bill is $27 more per annum under the ‘0.98%  

per annum’ increase.

Figure e1: average Household Bill – Full service customer ($ Jan 13 excluding cpi)

3.2 tenant customer – average Water consumption

Assuming an average annual water consumption of 174 kL per annum, figure E2 over the page 

outlines a typical household bill for a customer who is a tenant, and would normally pay water 

volumetric charges only. The proposed average ‘0.98% per annum’ increase is shown for 

comparative purposes along side an ‘upfront 2.90%’ increase. By 2017/18, an average household 

bill is $6 more per annum under the ‘0.98% per annum’ increase.
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Figure e2: average Household Bill – tenant customer ($ Jan 13 excluding cpi)

Chapter 7 provides further detail in relation to customer impacts for those customers who do not 

fit the average consumption profile.

4. OVERVIEW OF PROPOSED TARIFF STRUCTURES
The ESC has set out a number of proposed pricing principles (refer Essential Services 

Commission 2011, 2013 Water Price Review – Tariff Issues Paper, July 2011). 

In relation to retail water tariff structures, the ESC proposed that a two part tariff comprising  

a fixed charge and a volumetric component is preferred to recover a water business’s revenue 

requirement from each tariff class. The current Gippsland Water tariff structure for water is a two 

part tariff, comprising a fixed service fee, and a volumetric charge. Gippsland Water proposes  

to continue with this structure in the third regulatory period.

In relation to retail wastewater tariff structures, the ESC proposed that the tariff structure should 

reflect the cost structure, and may comprise a one or two part tariff (all fixed, all volumetric 

or a fixed charge and a volumetric component). The current Gippsland Water tariff structure 

for wastewater comprises a fixed service fee for residential customers, while non residential 

customers are charged both a fixed service fee and a volumetric charge for wastewater. 

Gippsland Water proposes to continue with this structure in the third regulatory period. 
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executive summary
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5. COMMUNITY CONSULTATION ON DRAFT WATER PLAN
Gippsland Water undertook significant consultation on the draft Water Plan 3 proposal after 

its release in late May 2012. Consultation commenced with a media release. Sixteen formal 

community consultation sessions were held across the region over the draft Water Plan 

consultation period. 

Each consultation session consisted of a brief presentation by Gippsland Water on the draft 

Water Plan 3 proposal, and an open forum question and answer session to allow participants  

to gain a better understanding of the draft Water Plan. Information presentations were made to 

five community groups who requested Gippsland Water attend their meetings. Total attendance  

of 217 persons was recorded at these community consultation sessions.

Gippsland Water’s main website hosted copies of all draft Water Plan 3 proposal fact sheets, 

providing customers with unlimited access to this information. In addition, Gippsland Water’s 

Share Your View website hosted a Water Plan 3 specific web page containing customer surveys, 

information sheets on each survey issues, as well as an electronic feedback facility. 

Gippsland Water also advertised the Share Your View website on local television to encourage 

involvement in the feedback process. The electronic surveys were open for use in June and July, 

a full two month period. Gippsland Water recorded 379 visitors to the Share Your View website.

Gippsland Water’s Customer Consultative Committee took an active interest in the feedback 

process. The committee considered the issue of service standards in March 2012, while the 

survey questions were considered during June 2012.

Chapter 2 outlines the results of the consultation process and how the feedback was used in 

developing this final Water Plan 3 proposal.

6. OVERVIEW OF KEY OUTCOMES FOR THE PERIOD
As the key stakeholder, the Victorian Government outlines the obligations that it requires the 

corporation to meet in a Statement of Obligations issued by the Minister for Water. As Gippsland 

Water’s final Water Plan 3 proposal was finalised, a new draft set of obligations has been 

proposed by the Minister for Water. A number of the key obligations set out in the new draft  

have been outlined in chapter 3.

In addition, a range of regulators have powers under legislation to impose obligations on 

the corporation. These regulators include the ESC, the Department of Health (DoH) and the 

Environment Protection Authority (EPA). The range of obligations imposed by these regulators 

is far-reaching. As such, the regulators provide guidance to all water corporations on the issues 

of concern to the regulator in the lead up to finalising Water Plans for the next period. Advice 

on obligations for the period to June 2018 has been received from DoH, EPA and ESC. These 

obligations have also been noted in chapter 3. 
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Gippsland Water has developed proposals for 29 service standards for the third regulatory  

period commencing July 2013. Gippsland Water has outlined these service standards in  

chapter 3, including:

•	 a description of the service standard;

•	 how the service standard is measured;

•	 Gippsland Water’s -

 – current targets;

 – performance over the past five years;

 – Water Plan 3 proposal; and

•	 the rationale for adopting the proposed Water Plan 3 target.

7. OVERVIEW OF OPERATIONAL EXPENDITURE FORECASTS
During the recent consultation process on Gippsland Water’s draft Water Plan 3 proposal, 

Gippsland Water did not identify any major changes that were required to be made in response  

to feedback received from customers during the consultation process.

Since the release of the draft Water Plan 3 proposal, Gippsland Water has identified a number of 

changes to operating expenditure. This has occurred due to improvements in cost estimates for 

some activities becoming available since the draft was released.

Detailed in Table E5 is an overview of operating expenditure required to allow Gippsland Water  

to meet its obligations and deliver services during the regulatory period. Gippsland Water’s 

operating expenditure forecast for the five year third regulatory period totals $361.83M. 

table e5: overview of operating expenditure ($ Jan 13 – millions)

Function 13/14 14/15 15/16 16/17 17/18 total

Water 28.01 28.16 28.40 28.54 28.64 141.75

Wastewater 38.64 38.57 39.29 39.28 39.74 195.52

sub total 66.65 66.73 67.69 67.82 68.37 337.27

Licence Fees 0.45 0.43 0.43 0.43 0.43 2.18

Environmental 
Contribution 

 4.70  4.59  4.47  4.36  4.26 22.38

total cost  71.80  71.75  72.60  72.62  73.06 361.83

In total, proposed operational expenditure for the third regulatory has reduced by approximately 

$3M from the draft Water Plan 3 proposal. 

executive summary
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8. OVERVIEW OF CAPITAL EXPENDITURE FORECASTS
During the recent consultation process on Gippsland Water’s draft Water Plan 3 proposal, 

Gippsland Water did not identify any major changes that were required to be made in response  

to feedback received during the consultation process.

Since the release of the draft Water Plan 3 proposal, Gippsland Water has identified some 

changes to capital expenditure. This has occurred due to improvements in cost estimates for 

some projects becoming available since the draft was released. Total capital expenditure however 

remains unchanged from that proposed in the draft.

table e6: overview of capital expenditure ($ Jan 13 – millions)

Function 13/14 14/15 15/16 16/17 17/18 total

Water  8.47  11.43  8.58  20.48  18.12 67.07

Wastewater  33.17  43.47  29.55  14.21  15.46 135.87

sub-total  41.63  54.90  38.13  34.69  33.59 202.94

Less 

Govt 
Contributions

-3.35 Nil Nil Nil Nil -3.35

Customer 
Contributions

 -2.66 -2.81  -5.17  -2.86  -3.52 -17.01

total  35.62  52.09  32.96  31.84  30.07 182.58

9. OVERVIEW OF REVENUE REQUIREMENT
Detailed in Table E7 is an overview of the revenue requirement for Gippsland Water to meet its 

obligations and deliver services during the regulatory period. The revenue requirement consists  

of several components, namely:

•	 operating expenditure – representing the expenditure outlined in chapter 4 that Gippsland 

Water believes should be incurred to ensure the delivery of obligations during this period;

•	 return on assets to June 2013 - representing a cost of capital return, based on the agreed 

Weighted Average Cost of Capital (WACC) value of 5.1%, on pre-existing assets, whether 

those assets were constructed during the first or second Water Plan period, or before the 

commencement of regulation by the ESC in 2005/06;

•	 regulatory depreciation of assets to June 2013 - representing the costs associated with the 

use, wear and tear of pre-existing assets;

•	 return on new assets - representing a cost of capital return, based on the agreed WACC value 

of 5.1%, on assets to be constructed during the third regulatory period, the details of which 

are outlined in chapter 5; and

•	 regulatory depreciation on new assets - representing the costs associated with the use, wear 

and tear of new assets brought into service during the third regulatory period.
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table e7: revenue requirement By year – third regulatory period ($ Jan 13 – millions)

13/14 14/15 15/16 16/17 17/18

Operating Expenditure  71.80  71.75  72.60  72.62  73.06 

Return on assets to 30/6/13  25.02  24.39  23.76  23.11  22.48 

Regulatory depreciation  
of assets to 30/6/13

 11.38  11.38  11.38  11.38  11.38 

Return on new assets  0.90  3.08  5.15  6.64  8.02 

Regulatory depreciation  
on new assets

 0.46  1.52  2.57  3.49  4.37 

total revenue requirement  109.56  112.13  115.46  117.25  119.32 

Gippsland Water’s total revenue requirement increases from a base of $109.56M in 2013/14 to 

total of $119.32M in 2017/18. This increase of $9.76M from the 2013/14 year stems from a $1.26M 

increase in operational expenditure over the third regulatory period combined with an $8.50M 

increase resulting from movements in new and existing assets (return on assets and regulatory 

depreciation). Figure E3 displays the composition of the revenue requirement.

Figure e3: composition of revenue requirement
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10. DEMAND FORECASTING
Of all the tasks to be undertaken to bring a Water Plan together, no issue is perhaps more difficult 

than the task of determining demand forecasts. These forecasts underpin the calculation of future 

revenues, and thus directly impact on any proposed tariff movements during the third regulatory 

period. In this plan, Gippsland Water must set out forecasts for the range of services that it 

provides. Forecasts must be prudent and reasonable, and take into account relevant sources  

of reference.

This includes forecasting the levels of growth that will occur across Gippsland Water’s customer 

base over the next six years in relation to water supply services, including:

•	 Residential water connections;

•	 Non-residential water connections;

•	 Fire service connections;

•	 Residential water consumption;

•	 Non-residential water consumption; and

•	 Major customer water consumption.

This also includes forecasting the levels of growth that will occur across Gippsland Water’s 

customer base over the next six years in relation to wastewater and trade waste services, including:

•	 Residential wastewater connections;

•	 Non-residential wastewater connections;

•	 Non-residential wastewater volumes; 

•	 Major customer wastewater volumes; and

•	 Trade waste connections.

Since releasing the draft Water Plan 3 proposal, Gippsland Water has updated its connections 

growth modelling to include actual data to the end of June 2012. This additional six months of 

actual data has demonstrated a significant slowdown in residential connections growth since 

January 2012. 

Gippsland Water has chosen not to adjust future forecasts, from July 2012 onward, downward at 

this stage. The starting position from July 2012 has however been revised down to reflect actual 

connections. Gippsland Water will continue to monitor actual growth and may elect to revise 

connections forecasts during the lead up to the ESC’s Draft Decision and Final Decision, should 

the slowdown continue deep into 2012/13.

Chapter 6 of this Plan provides a comprehensive look at demand forecasts used by Gippsland 

Water for the six year period to 30 June 2018.
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11. DEALING WITH RISK AND UNCERTAINTY
Gippsland Water has implemented a consolidated business wide Risk Management Framework 

that aligns with the Victorian Government Risk Management Framework and AS/NZS ISO 

31000:2009 Risk Management – Principles and Guidelines, released during 2009.

Gippsland Water also maintains an Emerging Risk Register. The Emerging Risk Register is a tool 

that enables the organisation to forecast, track and manage emerging risks that may impact it. 

Responsibilities for each emerging risk are allocated and monitored. 

In formulating long-term financial forecasts for the final Water Plan 3 proposal, Gippsland Water has 

identified a range of issues that can be categorised as either a risk or an uncertainty. These include:

•	 carbon price flow through on chemicals and other good and services;

•	 new Customer Contribution (NCC) regime changes;

•	 forecast connections growth;

•	 residential consumption forecasts; and

•	 contingency for major events.

These risks and uncertainties are discussed in more detail in chapter 9 of the Plan. 

executive summary
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The ESC undertakes 
an extensive review 
of the final Water Plan 
submitted by Gippsland 
Water. The ESC consults 
with both Gippsland 
Water and the public 
before authorising 
prices for the next 
regulatory period.
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1.1 GIPPSLAND WATER IN PROFILE 
The Central Gippsland Region Water Corporation (trading as Gippsland Water) was formed in 

1994 and its geographical reach extends across four local government municipalities in central 

Gippsland. Water is harvested under a series of 11 separate bulk entitlements from rivers and 

tributaries within the region and approximately 70% of this supply is sold as raw water to major 

industrial customers. The remaining 30% of this water supply is sold as treated (potable) water  

to more than 63,000 residential and non-residential customers via an asset base comprised of  

17 individual reticulated supply systems.

Gippsland Water collects and treats wastewater from more than 54,000 customers, including 

industries prominent in the energy, paper, food, oil and gas sectors, with a combined volume 

approaching 24% of the state’s total trade waste discharge.

Figure 1.1: Gippsland Water - operating area

introDuCtion

section 1 – introduction
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1.2 STRATEGIC DIRECTION
Gippsland Water’s annual strategic planning process seeks to ensure that Gippsland Water’s 

focus remains attuned to changing needs across the region. In late 2011, Gippsland Water 

determined that the current strategic plan provided the corporation with a clear direction to deliver 

on a range of objectives that respond to the challenges facing the corporation and continue to 

meet the needs of customers, stakeholders and the community. Details of Gippsland Water’s 

Strategic Plan are outlined below.

our mission

We will manage the resources in our care in a manner that secures social, environmental and 

economic benefits to our customers, stakeholders and the Gippsland region.

our vision

We will deliver value in sustainable water and waste management within central Gippsland.

our values

Our values guide us to fulfil our mission and vision. We are committed to:

•	 Open, ethical and fair conduct;

•	 Community engagement and trust;

•	 Safety and wellbeing;

•	 Teamwork;

•	 Developing knowledge and capability;

•	 Innovation; and

•	 High levels of customer satisfaction.

Gippsland Water understands its obligation to meet the expectations of stakeholders, customers 

and the wider community and undertakes to meet these expectations through an organisational 

approach that focuses on four key areas:

•	 Resource sustainability;

•	 Customers, stakeholders and community;

•	 Governance; and

•	 Organisational sustainability.
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table 1.1: Gippsland Water’s areas of Focus and strategic plan objectives

resource sustainability

strategic plan 
objectives

1.1 To secure the reliable supply of safe water and the management of wastewater to the region.

1.2 To use and re-use our natural resources efficiently.

1.3 To ensure a whole of catchment approach in the management of natural resources.

1.4  To make best use of the strategic, financial and environmental value of Gippsland Water’s  
prescribed waste and agricultural businesses.

customers, stakeholders and community

strategic plan 
objectives

2.1 To manage our resources to provide value to customers and  stakeholders.

2.2 To provide strong leadership and advocacy in sustainable water management.

Governance

strategic plan 
objectives

3.1 To comply with current and emerging statutory and regulatory obligations.

organisational sustainability

strategic plan 
objectives

4.1 To ensure a balanced approach to our people.

4.2 To continually improve the efficiency and effectiveness of our business processes.

4.3 To manage all assets in an efficient and sustainable manner.

4.4 To ensure the long term financial viability of Gippsland Water.

Gippsland Water’s final Water Plan 3 proposal puts into place the operational imperatives required 

to achieve the strategies identified by Gippsland Water, delivering key business objectives for 

the third regulatory period, from July 2013 to June 2018, and meeting the needs of customers, 

stakeholders and the community.

1.3 THE OPERATING ENVIRONMENT
Gippsland Water plays a vital role in delivering water and wastewater services for today, while 

planning for tomorrow; to ensure services can be delivered to satisfy the needs of both current 

and future generations. Despite significant rainfall during both the 2010/11 and 2011/12 financial 

years, this planning and delivery activity is being undertaken during a period where the security of 

water resources is of increasing concern, and customer, stakeholder and community expectations 

continue to grow.

Future planning requirements are being addressed through construction and renewal of water and 

wastewater infrastructure assets at a time when upward cost movement is significant. Maintaining 

the commercial viability of the corporation, while constraining tariff increases to customers via the 

regulatory process remains a difficult and challenging process.

The emergence of changes in climatic conditions, and increasing concerns surrounding 

environmental protection requires Gippsland Water to understand the environmental impact of its 

operations across the region, identify opportunities for improvement and move to address these 

opportunities in a timely manner.

section 1 – introduction
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1.4 THE REGULATORY ENVIRONMENT
Gippsland Water is required to meet a range of obligations set out by stakeholders and regulators. 

As the key stakeholder, the Victorian Government outlines the obligations that it requires the 

corporation to meet in a Statement of Obligations issued by the Minister for Water. As Gippsland 

Water’s final Water Plan 3 proposal nears completion, a new draft set of obligations has been 

proposed by the Minister for Water. A number of the key obligations set out in the new draft  

have been outlined in chapter 3.

In addition, a range of regulators have powers under legislation to impose obligations on the 

corporation. These regulators include the Essential Services Commission (ESC), the Department 

of Health (DoH) and the Environment Protection Authority (EPA). The range of obligations  

imposed by these regulators is far-reaching. As such, the regulators provide guidance to all  

water corporations on the issues of concern to the regulator in the lead up to finalising Water 

Plans for the next period. Advice on obligations for the period to June 2018 has been received 

from both DoH and EPA. These obligations have also been noted in chapter 3. 

Rather than an exhaustive list, these DoH and EPA obligations are the key requirements outlined 

in the regulators’ guidance papers to water corporations. To illustrate this point, Gippsland Water 

holds an EPA Victoria Corporate Licence. While 10 EPA obligations are outlined in chapter 3, the 

EPA Corporate Licence itself outlines a significant range of sustainability commitments and a total  

of 36 environmental performance conditions which Gippsland Water must comply with in the 

operation of the corporation’s wastewater and waste management facilities. 

Similarly, the Safe Drinking Water Framework administered by DoH contains significant 

requirements including the development of risk management plans for each drinking water supply, 

independent auditing of these risk management plans, compliance to water quality standards and 

disclosure of water quality results to the public. In addition, DoH requires audits to be undertaken 

in order to verify risk management plans are being implemented and are managing risks.

In both instances these broad ranging requirements are part of the day-to-day operation of the 

corporation’s water, wastewater and waste treatment functions and are not outlined in the table.

In developing this final Water Plan 3 proposal, Gippsland Water has taken into account the 

guidance provided by DoH and the EPA. Appendices 2, 3, and 4 outline the corporation’s 

response to the issues raised.
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1.5 DEVELOPING A WATER PLAN
As noted above, the Victorian Minister for Water issues a Statement of Obligations to all Victorian 

Water corporations. Gippsland Water’s Statement of Obligations includes the requirement for 

Gippsland Water to develop a Water Plan. The ESC regulates the water industry in Victoria and 

co-ordinates the Water Plan process.

Initially, Gippsland Water is required to develop a draft Water Plan and release that draft to 

customers and the wider community for comment and feedback. Gippsland Water is required  

to consider this feedback and then prepare a final Water Plan to submit to the ESC.

The ESC undertakes an extensive review of the final Water Plan submitted by Gippsland Water. 

The ESC consults with both Gippsland Water and the public before authorising prices for the  

next regulatory period. Water Plan periods are typically five years in duration. 

draft Water plan 3 proposal

Gippsland Water’s draft Water Plan 3 proposal, released in late May 2012, outlined Gippsland 

Water’s proposed tariffs, operational expenditure requirements and capital expenditure requirements 

for the five year period from July 2013 to June 2018. The draft Water Plan 3 proposal also outlined 

the service standards Gippsland Water sought to deliver to its customers over the five year period. 

Chapter 2 of this Plan outlines the consultation process and feedback received.

Final Water plan 3 proposal

Gippsland Water’s final Water Plan 3 proposal has been developed after consideration of 

feedback from the community consultation undertaken since the draft proposal was released. 

The timing of final proposal submission has also allowed Gippsland Water to update demand 

forecasts with actual data for the six months to June 2012. Operational and capital expenditure 

programs have been reviewed and modified where required, to ensure the final Water Plan 3 

proposal remains accurate. 

Like the draft proposal before it, the final Water Plan 3 proposal outlines Gippsland Water’s 

proposed tariffs, operational expenditure requirements and capital expenditure requirements  

for the five year period from July 2013 to June 2018. The final Water Plan 3 proposal also  

outlines the service standards Gippsland Water will seek to deliver to its customers over the  

third regulatory period.

section 1 – introduction
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seCtion 2

Gippsland Water 
consulted widely - 217 
attendees to community 
presentations; 379 
visitors to our Water Plan 
specific website; briefings 
to local councils, local 
politicians and Gippsland 
Water’s Customer 
Consultative Committee.
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2.1 OBJECTIVES OF GIPPSLAND WATER’S  
CONSULTATION PROCESS 
Gippsland Water developed an engagement strategy for the 2013 Water Price Review process. 

The key objective outlined in the engagement strategy was to engage with customers, the 

community, stakeholders and employees in an inclusive participation program that would assist 

the corporation to create and deliver a Water Plan that seeks to meet the reasonable needs and 

expectations of these parties. 

Gippsland Water identified that this key objective would be achieved by:

•	 delivering a purpose-driven engagement process that provided sufficient and reasonable 

opportunities for customers, community, stakeholders and employees to actively participate  

in Gippsland Water’s decision-making process for the development of Water Plan 3;

•	 actively engaging and consulting with a broad cross-section of Gippsland Water’s customers, 

community, stakeholders and employees to achieve a transparent and holistic approach to 

consultation;

 – effectively applying the findings of the consultation process to develop mutually beneficial 

outcomes which are reflected in the final Water Plan 3 proposal, and protect the long-term 

interests of customers, community, stakeholders and employees with regards to price, 

quality and service reliability;

•	 setting in place ongoing evaluative and feedback mechanisms throughout the consultation 

process to ensure that customers, community, stakeholders and employees are aware of  

input received and impact on the final Water Plan 3 proposal; and

•	 demonstrating that Gippsland Water is responsive, engaged and connected with its 

customers, community, stakeholders and employees’ needs.

2.2 STEPS INVOLVED IN THE CONSULTATION PROCESS AND 
THE EXPECTED DELIVERABLES IN EACH STEP

2.2.1 step one – understanding the size of the consultation task

The Water Plan 3 timeline covers an extended period of more than 18 months. Gippsland Water 

elected to break this period into several consultation phases, as outlined below.

a) development consultation phase

The development phase of Water Plan 3 drew on a range of existing consultation mechanisms to 

formulate the key deliverables that were set out in the draft Water Plan 3 proposal, including input 

from customers, community, stakeholders and employees on issues identified by Gippsland Water. 

b) draft Water plan consultation phase

When the draft Water Plan 3 proposal was released, Gippsland Water initiated an interactive 

consultation and engagement program with customers, community, stakeholders and employees. 

This program was used to gain feedback from customers, community, stakeholders and 

employees about views regarding the content of the draft Water Plan 3 proposal and the services 

and outcomes Gippsland Water was proposing to deliver during the third regulatory period.

Consultation

section 2 – consultation
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c) Feedback and outcome consultation phase

This phase of the consultation was used to inform customers, community, stakeholders and 

employees about their impact on the development of Water Plan 3, and to demonstrate how 

Gippsland Water applied the findings of the consultation process.

table 2.1: consultation phase timelines

phase date commenced date complete

Development consultation October 2011 May 2012

Draft Water Plan consultation June 2012 September 2012

Feedback and outcome 
consultation

September 2012 June 2013

2.2.2 step two - identifying a target audience

Representatives from across Gippsland Water’s customer base and stakeholder groups were 

encouraged to become actively involved in this consultation process. Gippsland Water’s target 

audience for the Water Plan 3 Engagement Strategy distinguished between:

a) customers

The consultation program sought to engage a broad cross-section of Gippsland Water’s customer 

base, including (but not limited to):

•	 General customers 

•	 Customers in the low socio-economic percentile

•	 Pensioners and senior customers

•	 Non-residential customers

•	 Major customers

b) community

The consultation program sought to engage with community groups including

•	 local ‘town or issue’ based interest groups

•	 Business development groups

•	 Environmental groups

•	 Welfare groups

Gippsland Water wrote to more than 70 local community groups prior to the release of the draft 

Water Plan 3 proposal to determine interest in having Gippsland Water provide an information 

session to the group. A range of local groups and clubs took up this opportunity during the 

consultation period.

c) stakeholders

The consultation program also sought to engage local stakeholders, particularly local councils 

and political representatives whose constituents are impacted by Gippsland Water’s services and 

operations. Wellington Shire Council, Baw Baw Shire Council and Latrobe City Council were all 

briefed by Gippsland Water on the draft Water Plan 3 proposal, and the likely impacts on their 

local area.
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2.2.3 step three – determine the structure of the consultation process

The consultation process was structured around providing customers with the opportunity to 

significantly improve their level of understanding in relation to Gippsland Water’s operations 

across the region. 

The use of a series of fact sheets, rather than a formal technical document was identified as the 

method most likely to assist customers in understanding more about the corporation. Fifteen fact 

sheets covering a range of topics were identified and prepared. 

A series of formal community presentations in major towns, aided by a significant media presence 

were planned as the main form of consultation. These formal presentations were complemented 

by advertised visits to a number of smaller towns across the region.

Internet based information and feedback mechanisms were included as a significant 

enhancement to plans to engage the community through a series of formal community 

presentations. Surveys on key issues and that ability to provide ‘electronic’ feedback were 

identified as key components in the effort to gain feedback.

Gippsland Water’s Customer Consultative Committee (CCC) was also identified as a key source of 

independent advice. The committee was invited to participate in a range of activities to inform the 

development of a final Water Plan 3 proposal. 

2.2.4 step Four – identify specific opportunities For customer Feedback 

A range of specific issues were identified that Gippsland Water sought direct engagement on 

during the draft Water Plan consultation phase. These specific issues included: 

•	 Service Standards

 – Did customers know what they were?

 – When informed, did customers care?

 – Which were seen as most important?

 – Did customers have any comments on proposed service standards?

 – Were there any standards missing?

•	 Guaranteed Service Levels (GSL)

 – Did customers know what they were?

 – When informed, did customers care?

 – Which GSLs did customers prefer should a GSL scheme be implemented?

•	 Tariffs

 – What concerns did customers have with current tariffs?

 – What price path would customers prefer for future tariff increase?

•	 Billing options

 – Would more frequent, thus lower bills be preferable to current arrangements?

 – If so, what frequency of billing is sought?

 – Is bill clarity an issue?

 – If so, what improvements should be made?

section 2 – consultation
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2.3 CONSULTATION METHODS AND KEY DATES
Gippsland Water undertook significant consultation on the draft Water Plan 3 proposal after its 

release in late May 2012. Consultation commenced with a media release. Representatives from 

the Latrobe Valley Express and the Warragul Gazette attended a presentation, and a question and 

answer session in Traralgon that was made available to all local media outlets. 

2.3.1 community presentations

Sixteen formal community consultation sessions were held across the region over the draft Water 

Plan consultation period. Four sessions were provided at selected major towns (two afternoon 

and two evening) to encourage participation. 

Each consultation session consisted of a brief presentation by Gippsland Water on the draft 

Water Plan 3 proposal, and an open forum question and answer session to allow participants to 

gain a better understanding of the draft Water Plan. Sessions and attendances were as follows:

•	 Warragul (13 June 2012): 2 afternoon sessions;

•	 Warragul (13 June 2012): 2 evening sessions;

•	 Sale (14 June 2012): 2 afternoon sessions;

•	 Sale (14 June 2012): 2 evening sessions;

•	 Moe (19 June 2012): 2 afternoon sessions;

•	 Moe (19 June 2012): 2 evening sessions;

•	 Traralgon (20 June 2012): 2 afternoon sessions;

•	 Traralgon (20 June 2012): 2 evening sessions; and

•	 small towns (various dates): 7 day time.

(Total attendance, all sessions – 62)

Information presentations were made to all community groups who requested Gippsland Water 

attend their meetings. These groups included:

•	 Moe Ratepayers Association (26 June 2012);

•	 Seaspray Ratepayers Association (10 July 2012);

•	 Trafalgar Probus Club ( 5 July 2012);

•	 Morwell Probus Club (12 July 2012); and

•	 Traralgon Community Development Association (25 July 2012).

(Total attendance, all sessions – 155)

2.3.2 access to Web Based information

Gippsland Water’s main website hosted copies of all draft Water Plan 3 proposal fact sheets, 

providing customers with unlimited access to this information. In addition, Gippsland Water’s 

Share Your View website hosted a Water Plan 3 specific web page containing customer surveys, 

information sheets on each survey issues, as well as an electronic feedback facility. 

Gippsland Water also advertised the Share Your View website on local television to encourage 

involvement in the feedback process. The electronic surveys were open for use during June and 

July 2012.
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2.3.3 customer consultative committee (ccc)

Gippsland Water’s CCC took an active interest in the feedback process. The committee 

considered the issue of service standards in March 2012, while the survey questions were 

considered during June 2012.

2.4 CUSTOMER CONSULTATION OUTCOMES

2.4.1 community presentations

During the community consultation process, participants took the opportunity to raise a number 

of issues with Gippsland Water representatives. The major topics of conversation during the 

presentations were as follows: 

a) the Water plan process (21 ‘hits’)

•	 How does Gippsland Water make the decisions about operational and capital works?

•	 Are Gippsland Water’s decisions were made at a local level?

•	 What forms of ongoing consultation occurred as part of the Water Plan?

•	 Enquiries as to what kinds of ongoing monitoring of the Water Plan from the ESC occurs.

 – Gippsland Water feedback during presentations: Gippsland Water representatives 

responded to all questions in relation to process, including highlighting the ESC’s annual 

Performance Reports, the Water Plan review process and the ESC’s own consultation 

process for Water Plan 3.

b) Gippsland Water Factory (GWF) (15 ‘hits’)

•	 Customers were concerned the GWF is a ‘white elephant’; and is not being used or operated 

in the way that it should.

•	 Customers were interested in knowing if the GWF will pay for itself eventually (the money from 

revenue will pay back the construction costs of the project).

•	 The total and final cost of the GWF project was an area of particular interest and why it went 

so far above budget.

•	 Some concern that there are two large capital expenditure items for the GWF in this Water 

Plan, and the impression that the project is just costing more and more.

•	 Enquiries as to why the government only contributed $50M towards the total cost of the 

project.

 – Gippsland Water feedback during presentations: Gippsland Water representatives 

responded to all questions in relation to the GWF including providing an update on current 

operational status, the final cost of the GWF, ongoing capital requirements and how to 

access government reports of the construction of the GWF.

section 2 – consultation
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c) High tariffs in general (15 ‘hits’) and high fixed tariffs in particular (7 ‘hits’)

•	 Concern with the rising costs of water and wastewater and the impact this will have on people 

with low incomes.

•	 Concern that tariffs in Melbourne are much cheaper than Gippsland Water’s tariffs.

•	 There is a common concern that the fixed wastewater charge is extremely high, especially 

compared to other water corporations and the fixed water charge.

•	 Customer concern that the fixed wastewater charge is the same price for a house of six 

people as it would be for a single person household. This is despite the smaller household 

generating much less wastewater.

 – Gippsland Water feedback during presentations: Gippsland Water representatives explained 

efforts to minimise future tariff increases in the knowledge that costs for a range of services 

including water and wastewater had increased significantly in recent years. Significant efforts 

were made to explain the high costs of wastewater treatment and the perils of introducing a 

volumetric wastewater tariff, including cost shifting to tenants, the lack of wastewater meters 

and the inadequacy of estimation processes based on water consumption as a proxy for 

wastewater volumes.

d) loch sport sewerage scheme (5 ‘hits’)

•	 This project was in the last Gippsland Water Water Plan and is also in this Water Plan. 

Customers were concerned they were paying for it twice.

•	 There is concern and some anger that people who do not live in Loch Sport still have to pay 

for the scheme. Feels like their tariffs are benefiting people with holiday homes in a completely 

different town.

•	 Some customers were enquiring whether the Loch Sport project can be stopped.

 – Gippsland Water feedback during presentations: Gippsland Water representatives 

took customers through the final Water Plan 2 Decision which deferred the unfunded 

component of the Loch Sport project until Water Plan 3. Representatives also explained 

that Loch Sport was a Government approved project, sought by Wellington Shire Council 

and supported by the EPA as the best solution to alleviate significant problems associated 

with septic tanks and their impact on the RAMSAR listed Gippsland Lakes.

e) no other issue was raised more than 3 times during the entire consultation process.

2.4.2 share your view Website

a) share your view website statistics

•	 379 visitors to website.

•	 353 information sheets downloaded. Information sheets were specifically designed around 

the survey questions. The Proposed Tariffs sheet accounted for 40% of total downloaded.

•	 44 visitors (11%) completed the Proposed Tariffs Survey.

•	 40 visitors (10%) completed the GSLs Survey.

•	 58 visitors (15%) completed the Billing Options Survey.
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b) share your view survey results

•	  Proposed Tariffs Survey

Visitors were asked to select one of two options proposed.

 – 21 of 44 visitors (48%) preferred the ‘3.92% +Consumer Price Index (CPI)  

up-front’ option.

 – 23 of 44 visitors (52%) preferred the ‘1.32% +CPI annual increase’ option.

•	 GSLs Survey

Visitors were asked to select which GSLs they would prefer if a GSL scheme was 

available. Visitors were able to choose more than one GSL from a list of four.

 – 15 (37%) chose the ‘more than 5 unplanned water interruptions in a year’ GSL.

 – 22 (55%) chose the ‘sewerage spill inside my house is not contained within one  

hour’ GSL.

 – 7 (17%) chose the ‘more than 3 unplanned sewerage interruptions in a year’ GSL.

 – 21 (52%) chose the ‘water supply interrupted by an unplanned event for more than  

5 hours’ GSL.

Visitors were also encouraged to review the entire list of Victorian water corporation GSLs 

provided and nominate any others they were interested in. No nominations were made.

There was no option to say ‘we do not want GSLs’, which was the preference of  

some customers.

•	 Billing Options Survey

Visitors were asked whether they would prefer bills more frequently.

 – 27 of 58 visitors (47%) preferred bills more frequently.

 – 31 of 58 visitors (53%) preferred the status quo.

Those visitors who preferred more frequent bills indicated their preference.

 – 7 of 27 visitors (26%) preferred bills 4 times per year.

 – 20 of 27 visitors (74%) preferred bills 6 times per year.

Visitors were also asked whether they would prefer electronic bills.

 – 24 of 58 visitors (41%) indicated this would be of benefit.

 – 34 of 58 visitors (59%) would not.

Visitors were also asked whether they would pay a little more for these extra services.

 – 56 of 58 visitors (97%) said ‘no’.

•	 Share Your View electronic feedback

 – 32 visitors left feedback on a range of issues.

 – 20 visitors (62%) indicated fixed tariffs were too high.

 – 7 visitors (22%) indicated that total costs were too high.

 – 2 visitors (6%) indicated that increasing the billing frequency should be considered.

section 2 – consultation
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2.4.3 customer consultative committee

As noted above, Gippsland Water’s CCC reviewed the draft Water Plan 3 proposal survey 

questions in late June 2012. The CCC’s responses were as follows:

•	 Proposed Tariffs Survey – majority preferred option 2, the 1.32% +CPI annual increase option; 

•	 GSLs Survey – mixed response. Some Committee members saw merit in being proactive and 

demonstrating goodwill. Other members concerned that customers should not be rewarded 

for something that goes wrong. No specific GSL preferred; and

•	 Billing Options Survey – both the issue of more frequent bills and electronic bills drew 

inconclusive responses with some members in favour of the concepts while others were not.

Gippsland Water’s CCC also discussed service standards in March 2012. The discussion 

was conducted ‘blind’, that is before the CCC learned about existing service standards the 

corporation has in place. CCC members indicated that service standards should be “kept 

simple”, “be measurable” and cover “reliability of service, quality of service and response times”.

While water industry service standards could not be said to be ‘simple’, the existing Gippsland 

Water service standards adequately cover the service, quality and response time issues raised.

2.4.4 local council and local politicians Briefings

Gippsland Water also presented information sessions to a range of local stakeholders, including Baw 

Baw Shire Council, Latrobe City Council, Wellington Shire Council and local politicians. While the 

presentations were for information purposes, they presented an opportunity for dialogue and allowed 

councilors to gain a better understanding of Gippsland Water’s activities. Of most interest was the 

capital budget for the third regulatory period, and whether the budget included a range of small town 

sewerage schemes. Gippsland Water representatives were able explain to councilors why the costs 

of several small town sewerage schemes had been excluded from the proposed capital budget.

The Gippsland Water Board has also held meetings with Councilors and Officers from Baw Shire 

Council, Latrobe City Council and Wellington Shire Council during the consultation period. At 

these meetings, the concept of shared funding of future small town schemes was discussed.

2.5 HOW CUSTOMER CONSULTATION IS REFLECTED IN 
PROPOSED SERVICES AND TARIFFS
Despite total attendances of 217 at community presentations, and strong interest in the Share 

Your View website, the take-up rate in relation to the Share Your View surveys was low. The 

proposed tariffs, GSL and billing options issues also failed to generate any significant comment 

during the face to face community consultation sessions. There was also little, if any, feedback  

on issues such as service standards and proposed operational and capital expenditure during  

the third regulatory period during the consultation process.

proposed tariffs – outcome

The Proposed Tariff survey results are inconclusive, with a close to 50/50 split from the small 

number of respondents. During the consultation process, the Proposed Tariffs Fact Sheet outlined 

that option two was the preferred Gippsland Water outcome because the higher tariffs generated 

at the end of the period may limit any price rises in the next pricing period.

•	 Gippsland Water has adopted option two (annual average increase +CPI) in this final Water 

Plan 3 proposal. Gippsland Water will continue to monitor this position in the lead up to the 

ESC’s Final Decision in June 2013.
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Gsls survey – outcome

Of the four potential GSLs specifically outlined in the survey, two generated responses of more 

than 50% from the small number of respondents:

•	 ‘water supply interrupted by an unplanned event for more than 5 hours’ GSL; and

•	 ‘sewerage spill inside my house is not contained within one hour’ GSL.

Again, Gippsland Water must determine how to respond on the GSL issue, given the limited 

responses from the consultation process. 

Gippsland Water’s preferred approach is to measure, monitor and report against a few service 

levels of high impact to collect the data to develop meaningful metrics with a view to introducing 

an appropriate GSL regime during the third regulatory period. Gippsland Water will review the 

concept of introducing a GSL scheme on an annual basis.

While limited in terms of respondents, the survey results have identified two ‘preferred’ GSLs 

which could be used to fulfil the Gippsland Water’s requirements in terms of measuring service 

levels of high impact.

•	 This final Water Plan 3 proposal excludes the introduction of GSLs. Gippsland Water proposes 

to measure, monitor and report against two potential GSLs namely ‘water supply interrupted 

by an unplanned event for more than 5 hours’; and ‘sewerage spill inside my house is not 

contained within one hour’. Gippsland Water will review the concept of introducing a GSL 

scheme on an annual basis during the third regulatory period.

Billing options survey – outcome

The Billings Options survey was not a Water Plan specific issue, rather an opportunity to seek 

input from customers on an issue that has been considered internally on occasions. The survey 

results were again inconclusive with less than 50% of respondents indicating they favour either 

more frequent billing or electronic billing. 

•	 This final Water Plan 3 proposal excludes the introduction of changes to the current four-

monthly billing cycle (and the additional costs associated with this increase in service). 

Gippsland Water will monitor support for changes in the future.

service standards – outcome

As noted above, there was little if any feedback on service standards proposed by Gippsland 

Water for the third regulatory period during the consultation process. Only service standard No. 

27 (recycled water) did not have a target when the draft Water Plan 3 proposal was released. 

Gippsland Water has since determined a target for this service standard.

•	 This final Water Plan 3 proposal includes service standards outlined during the consultation 

process without modification, except for the inclusion of KPI No. 27 (recycled water), which 

has now been determined by Gippsland Water.

operational and capital expenditure – outcome

As noted above, there was little if any feedback on operational or capital expenditure proposed  

by Gippsland Water for the third regulatory period during the consultation process.

•	 This final Water Plan 3 proposal notes that no significant concerns were raised during the 

consultation process with respect to planned operational or capital expenditure.

section 2 – consultation
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seCtion 3

Gippsland Water 
proposes to move 
forward with the service 
standards outlined in 
the draft Water Plan 
3 proposal without 
amendment. These 
service standards reflect 
practical continuous 
improvement from 
the service standards 
established for the 
second regulatory period.
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serviCe  
outComes

3.1 GOVERNMENT AND REGULATORY OBLIGATIONS
Gippsland Water is required to meet a range of obligations set out by stakeholders and regulators. 

As the key stakeholder, the Victorian Government outlines the obligations that it requires the 

corporation to meet in a Statement of Obligations issued by the Minister for Water. As Gippsland 

Water’s final Water Plan 3 proposal was finalised, a new draft set of obligations has been 

proposed by the Minister for Water. A number of the key obligations set out in the new draft have 

been outlined in the table below.

In addition, a range of regulators have powers under legislation to impose obligations on the 

corporation. These regulators include the ESC, DoH and the EPA. The range of obligations 

imposed by these regulators is far-reaching. As such, the regulators provide guidance to all water 

corporations on the issues of concern to the regulator in the lead up to finalising Water Plans for 

the next period. Advice on obligations for the period to June 2018 has been received from DoH, 

EPA and ESC. These obligations have also been noted in the table below. 

Rather than an exhaustive list, these DoH and EPA obligations are the key requirements outlined 

in the regulators’ guidance papers to water corporations. To illustrate this point, Gippsland Water 

holds an EPA Victoria Corporate Licence. While 10 EPA obligations are outlined in the table below, 

the EPA Corporate Licence itself outlines a significant range of sustainability commitments and a 

total of 36 environmental performance conditions which Gippsland Water must comply with in the 

operation of the corporation’s wastewater and waste management facilities. 

Similarly, the Safe Drinking Water Framework administered by DoH contains significant 

requirements including the development of risk management plans for each drinking water supply, 

independent auditing of these risk management plans, compliance to water quality standards and 

disclosure of water quality results to the public. In addition, DoH requires audits to be undertaken 

in order to verify risk management plans are being implemented and are managing risks.

In both instances these broad ranging requirements are part of the day to day operation of the 

corporation’s water, wastewater and waste treatment functions and are not outlined in the table.

In developing this final Water Plan 3 proposal, Gippsland Water has taken into account the 

guidance provided by DoH and the EPA. Appendices 2, 3 and 4 outline the corporation’s 

response to the issues raised, detailing:

•	 targets imposed on, or set by the corporation;

•	 whether the targets are new or changed since the last period;

•	 outcomes that will be achieved during the third regulatory period;

•	 expenditure or initiatives aimed at meeting the obligation; and

•	 any consultation undertaken.

section 3 – service outcomes
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table 3.1: Key obligations identified By stakeholders / regulators For the third regulatory period

Gippsland Water  
table of obligations

legislation Water industry act 1994
safe drinking 

Water act 2003

environment 
protection  
act 1970

Formal 
notification

statement  
of obligations 
(draft – august 

2011)

customer 
charter / trade 
Waste charter

safe drinking 
Water 

regulations

corporate 
licence, 

regulations  
and guidance

stakeholder / 
regulator

minister For 
Water

essential 
services 

commission

department  
of Health

environment 
protection 
authority

classification obligation 

service Service Provision (2) ✓

Water Plans (2) ✓

Governance (2) ✓

Risk Management, including 
incidents and emergencies  
and dam safety (1)

✓ ✓

Long term water supply / 
demand management (1)

✓

Water Shortage Plans (1) ✓

Managing Assets (1) ✓

Provision of sewerage  
services (1)

✓

Service Standards (2) ✓

Quality Water Quality Standards (1) ✓

Minimum Operator Competency 
Requirements (1)

✓

Fluoridation Requirements (1) ✓

customers Customer and Community 
Engagement (1)

✓ ✓

Hardship Requirements (2) ✓

environment Trade Waste (1) ✓

Sewerage disposal  
and treatment (1)

✓

Sludge and biosolids 
management (1)

✓

Management of the  
sewerage system (1)

✓

Water efficiency (1) ✓

Catchment, waterway and 
groundwater management (1)

✓

Wastewater reuse (1) ✓

Opportunities to manage 
greenhouse gas emissions (2)

✓

Environmental Management 
system (2)

✓

other Reporting (2) ✓ ✓ ✓

Note 1: Further detail in relation to this obligation is provided in Appendices 2, 3, and 4.
Note 2: No further detail is provided. 
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3.2 SERVICE STANDARDS
Gippsland Water has developed proposals for 29 service standards for the third regulatory period 

commencing July 2013. For ease of understanding during the community consultation process, 

these service standards were separated into several categories. These categories are:

•	 Water – unplanned events

•	 Water – planned events

•	 Wastewater – unplanned events

•	 Quality

•	 Service

•	 Miscellaneous.

The ESC prefers to categorise these service standards as either ‘core’ or ‘additional’ standards. 

This information is provided within the tables below for each service standard. Gippsland Water 

has outlined all the service standards in each category and provided the following information:

•	 a description of the service standard;

•	 how the service standard is measured;

•	 Gippsland Water’s -

 – current targets;

 – performance over the past five years;

 – Water Plan 3 proposal;

•	 the rationale for adopting the proposed Water Plan 3 target; and

•	 the ESC’s ‘basis of calculation’.

3.3 CUSTOMER FEEDBACK ON SERVICE STANDARDS
Gippsland Water sought to engage with its customers and the wider community over a two month 

period during June and July 2012. While the details of the consultation process are outlined in 

chapter 2 of the plan, a number of specific observations can be made about consultation on 

proposed service standards:

•	 Gippsland Water produced a fact sheet specifically detailing a selection of service standards 

and the changes proposed;

•	 Gippsland Water made available a full listing of the 29 service standards for customers to 

download from a website, or request via phone or email; and

•	 during community presentations, Gippsland Water specifically addressed service standard 

proposals and sought feedback.

The feedback received from customers included:

•	 customers did not know service standards existed;

•	 Gippsland Water or the ESC should promote the results achieved;

 – The ESC’s Annual Water Performance Report tends to focus on a wide range of data that 

does not align itself with the service standards in place for Gippsland Water;

•	 customers were surprised to learn the service standard regime was so complicated; and

•	 customers were overwhelmed by the sheer volume of information available.

section 3 – service outcomes
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Despite the significant effort to promote discussion on Gippsland Water’s proposed service 

standards for the third regulatory period, not a single customer or community response to the 

proposals was received during the two month consultation period. This perhaps says more about 

the perceived complexity of the service standard regime itself, with customers unwilling to delve 

into the significant detail that is service standards.

Given this lack of customer or community feedback, Gippsland Water proposes to move forward 

with the service standards outlined in the draft Water Plan 3 proposals without amendment. 

These service standards reflect practical continuous improvement from the service standards 

established for the second regulatory period.

3.4 SERVICE STANDARDS PROPOSED

table 3.2: Water plan 3 service standard proposals

no.
esc 
type description measure

current 
target

performance 
last 5 yrs

Wp3 
proposal 

Gippsland Water 
comment Basis of calculation

Water - unplanned

1 Core Unplanned water 
supply interruptions 

Per 100km of 
water main

45 19.5 19.5 Proposed target 
reflects 5 yr average

Water Supply 
Interruptions (No.) 
Unplanned / Length of 
Water Main (km) *100

2 Core Average time taken 
to attend bursts and 
leaks (priority one)

Minutes 40 31.0 35  Current average 
performance not 
achievable given level 
of capital expenditure 
on mains renewals. 
Proposal lower than 
current target

Total minutes to 
respond to bursts 
and leaks (minutes) 
Priority 1 / Bursts and 
leaks (No.) Priority 1

3 Core Average time taken 
to attend bursts and 
leaks (priority two)

Minutes 150 138.6 138 Proposed target 
reflects 5 yr average

Total minutes to 
respond to bursts 
and leaks (minutes) 
Priority 2 / Bursts and 
leaks (No.) Priority 2

4 Core Average time taken 
to attend bursts and 
leaks (priority three)

Minutes 2300 1497 2000 Proposed target 
represents GW 
performance over 
last 2 years and is in 
line with improved 
business practices 
balancing attention 
to priority 1 and 
priority 2 (the higher 
customer impact)

Total minutes to 
respond to bursts 
and leaks (minutes) 
Priority 3 / Bursts and 
leaks (No.) Priority 3

5 Core Unplanned water 
supply interruptions 
restored within 5 
hours (percent)

Percent 97.8 98.6 98 Proposed target 
reflects 5 yr average

(Water Supply 
Interruptions restored 
within 5 hours (No.) 
Unplanned / Water 
Supply Interruptions 
(No.) Unplanned) *100

9 Core Average frequency 
of unplanned water 
supply interruptions

Number 0.10 0.12 0.12 Proposed target 
reflects 5 yr average

Water supply 
customer-interruptions 
(No.) Unplanned / 
(Water customers 
(No.) Domestic + 
Water customers 
(No.) Non-domestic)
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no.
esc 
type description measure

current 
target

performance 
last 5 yrs

Wp3 
proposal 

Gippsland Water 
comment Basis of calculation

Water - unplanned - continued

11 Core Average duration 
of unplanned water 
supply interruptions

Minutes 110  83.8 90  Current average 
performance not 
achievable given level 
of capital expenditure 
on mains renewals. 
Proposal lower than 
current target

Customer-minutes to 
restore water supply 
(minutes) Unplanned 
/ Water supply 
customer interruptions 
(No.) Unplanned

7 Core Average unplanned 
customer minutes 
off water supply

Minutes 15.4 10.2 10.8 Reflects calculation: 
KPI #9 multiplied 
by KPI #11

Customer minutes to 
restore water supply 
(minutes) Unplanned 
/ (Water customers 
(No.) Domestic + 
Water customers 
(No.) Non-domestic)

13 Core Number of customers 
experiencing more than 
5 unplanned water 
supply interruptions 
in the year

Number 0 2 0 No change to 
current target

Customers receiving 
5 unplanned 
interruptions in the 
year (No.) / (Water 
customers (No.) 
Domestic + Water 
customers (No.) 
Non-domestic)

Water - planned

6 Core Planned water supply 
interruptions restored 
within 5 hours (percent)

Percent 87 98 90 Current approach is 
short-term focussed 
and does not deliver 
the customer the 
best overall outcome. 
Proposed target 
focuses on work 
efficiencies without 
increasing cost of 
works and delivering a 
better overall outcome 
to customers

(Water Supply 
Interruptions restored 
within 5 hours (No.) 
Planned / Water 
Supply Interruptions 
(No.) Planned) *100

10 Core Average frequency 
of planned water 
supply interruptions

Number 0.20 0.08 0.08 Proposed target 
reflects 5 yr average

Water supply 
customer-interruptions 
(No.) Planned / (Water 
customers (No.) 
Domestic + Water 
customers (No.) 
Non-domestic)

12 Core Average duration 
of planned water 
supply interruptions

Minutes 130.8 139.3 160 - 140 Gippsland Water to 
work with developers 
and contractors to 
better plan and execute 
supply interruptions. 
Improvements 
from recent actual 
performance (166 - ytd 
2011/12) reflected in 
reduction in proposal 
during period. 

Customer-minutes to 
restore water supply 
(minutes) Planned 
/ Water supply 
customer interruptions 
(No.) Planned

8 Core Average planned 
customer minutes 
off water supply

Minutes 26.2 11.6 12.8 - 
11.2

Reflects calculation: 
KPI #10 multiplied 
by KPI #12

Customer-minutes to 
restore water supply 
(minutes) Planned 
/ (Water customers 
(No.) Domestic + 
Water Customers 
(No.) Non-domestic)

Notes:

1. Water Plan 3 proposal for Service Standard no. 12 reduces over the period as follows: 
a. 2013/14 – 160; 
b. 2014/15 – 155; 

c. 2015/16 – 150; 
d. 2016/17 – 145; 

e. 2017/18 – 140.

2. Water Plan 3 proposal for Service Standard no. 8 reduces over the period as follows: 
a. 2013/14 – 12.8; 
b. 2014/15 – 12.4; 

c. 2015/16 – 12.0; 
d. 2016/17 – 11.6; 

e. 2017/18 – 11.2.

section 3 – service outcomes
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no.
esc 
type description measure

current 
target

performance 
last 5 yrs

Wp3 
proposal 

Gippsland Water 
comment Basis of calculation

Waste - unplanned

15 Core Sewerage blockages Per 100km of 
sewer main

25 18 18 Proposed target 
reflects 5 yr average

Sewer blockages 
(No.) Main + HCB / 
Length of sewerage 
main (km) *100

16 Core Average time to 
attend sewerage 
spills and blockages

Minutes 35 30.7 40 Proposed target based 
on revised definition. 
Allows for Coongulla, 
Glenmaggie and 
Loch Sport works 
in future years

Total minutes to 
respond to reported 
blockage/spill / (Sewer 
blockages (No.) Main + 
Sewer blockages (No.) 
HCB + Sewer spills not 
caused by blockages) 

17 Core Average time to rectify 
a sewer blockage

Minutes 130 94.5 95 Proposed target 
reflects 5 yr average

Total minutes taken to 
repair blockage/spill  
/ (Sewer blockages 
(No.) Main + HCB)

18 Core Spills contained 
within 5 hours

Percent 98 99 98 No change to current 
target. Need to 
allow for Coongulla, 
Glenmaggie and 
Loch Sport works 
in future years

Sewer spills from 
reticulation and branch 
sewers contained 
within 5 hrs (No.) 
Priority 2 / (Sewer 
spills from reticulation 
and branch sewers 
(No.) Priority 2) *100

19 Core Customers receiving 
more than 3 sewer 
blockages in the year

Number 0 0 0 No change to 
current target

Customers receiving 
3 sewer blockages 
in the year (No.) / 
(Sewerage Customers 
(No.) Domestic + 
Sewerage Customers 
(No.) Non-domestic)

Quality

22 Addit. Population receiving 
water meeting 
E.Coli standards

Percent 100 100 100 No change to 
current target

(Number of SDWA 
compliant results / 
Number of parameters 
monitored for 
SDWA Compliance) 
/ Population 

23 Addit. Population receiving 
water meeting 
disinfection by-
products standards

Percent 100 99.9 100 No change to 
current target

(Number of SDWA 
compliant results / 
Number of parameters 
monitored for 
SDWA Compliance) 
/ Population 

24 Addit. EPA discharge quality 
licence compliance

Percent 100 98.5 100 No change to 
current target

Number of EPA License 
Compliant Results / 
Number of parameters 
monitored for EPA 
License Compliance

25 Addit. Population receiving 
water meeting 
turbidity standards

Percent 100 100 100 No change to 
current target

(Number of SDWA 
compliant results / 
Number of parameters 
monitored for 
SDWA Compliance) 
/ Population

service

No. ESC 
Type

Description Measure Current 
Target

Performance 
Last 5 yrs

WP3 
Proposal 

Gippsland Water 
Comment

Basis of Calculation

20 Core Complaints to EWOV Per 1000 
Customers

0.7 0.08 0.08 Proposed target 
reflects 5 yr average

Water Level 1 
Complaints

21 Core Telephone calls 
answered within 
30 seconds

Percent 80 84.6 84 Proposed target 
reflects 5 yr average

(Calls Connected to 
Operator within 30 
seconds Account Line 
+ Calls Connected 
to Operator within 30 
seconds Fault Line) / 
(Calls to Account Line 
+ Calls to Fault Line)
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no.
esc 
type description measure

current 
target

performance 
last 5 yrs

Wp3 
proposal 

Gippsland Water 
comment Basis of calculation

miscellaneous

14 Core Unaccounted for water Percent 14.1 9.8 12 Proposed target 
represents GW 
expectation for 
additional water 
losses due to aging 
water infrastructure

Volume of (TREATED 
ONLY) water received 
(Ml) - (Metered volume 
of water delivered 
to customers (Ml) 
Domestic + Metered 
volume of water 
delivered to customers 
(Ml) Non-domestic) 
/ Volume of water 
received (Ml)

26 Addit. Total CO2 equivalent 
emissions

Tonnes 
- 000s

73.86 70.99 70 Proposed target 
reflects 3 yr average

Total CO2 eqivalent 
Greenhouse Gas 
Emisssions, including 
transport, water supply 
and sewerage supply 
generated activities

27 Addit. Recycled water target Percent 20 5.10 10.3 Proposed target 
based on expected 
volumes during Water 
Plan 3 period.

(Volume of recycled 
water used / Volume  
of effluent) * 100

28 Addit. Biosolids re-use Percent 100 100 100 No change to 
current target

(Total Dry Weight 
Tonnes of Bio-solids 
Re-used / Total Dry 
Weight of Bio-solids 
Produced) * 100

29 Addit. CTWSS connections Number various n/a various Per CTWSS 
expectations

Number of Sewer 
Backlog Properties 
identified for 
connection to town 
reticulation sewer 
system, within the 
sewer district

3.5 GUARANTEED SERVICE LEVELS (GSL)

current Gsls in place

Gippsland Water currently has one GSL in place. This is the hardship GSL that the ESC required 

Gippsland Water to put in place, along with eight other water corporations, from January 2011. 

From July 2012, the ESC has required the remaining urban water corporations across Victoria to 

put the same hardship GSL in place.

To comply with the Hardship GSL, Gippsland Water must not engage in:

Restricting the water supply of, or taking legal action against, a residential customer prior to 

taking reasonable endeavours to contact the customer and provide information about help that  

is available if the customer is experiencing difficulties paying.

The ESC developed a five step check list for ‘minimum reasonable endeavours’. The ESC checklist 

was very similar to Gippsland Water’s existing arrangements. The minor changes required were put 

in place prior to January 2011 to ensure hardship protections were provided to customers.

proposal for additional Gsls

A range of GSLs are in place across Victorian water corporations. Unlike the hardship GSL, the 

other GSLs vary across water corporations, in terms of the type and number of GSLs that exist 

as well as the level of rebate applied, should a GSL event occur. The ESC indicated in guidance 

papers that a core set of GSLs applicable to all water corporations was desirable, but would 

not be mandated. The ESC encouraged water corporations to propose new GSLs for the third 

regulatory period.

section 3 – service outcomes
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Gippsland Water sought the views of its customers during planning for the second regulatory 

period. This customer feedback was outlined in Gippsland Water’s Final Water Plan 2 document. 

After an initial positive response to GSLs from three customer focus groups, Gippsland Water 

conducted a large scale customer survey, targeting all customers, to better understand the 

support within the customer base for the introduction of GSLs during August 2007. At that  

time the findings of the customer survey into the introduction of GSLs were as follows:

•	 45% indicated that GSLs should be introduced;

•	 28% indicated that GSLs should not be introduced; and

•	 27% indicated that they were undecided.

In responding to a question on the advantages of GSLs: 

•	 60% indicated that GSLs “ensured that work gets done on time”; while

•	 59% indicated that GSLs “made sure Gippsland Water does what is stated”.

In responding to a question on the disadvantages of GSLs:

•	 60% indicated that GSLs meant “customers would be charged more”; while

•	 49% indicated that GSLs will “hide problems and delays”.

In responding to a question in relation to paying an additional amount to fund rebates for a  

GSL scheme: 

•	 85% indicated that they would not be willing to pay more;

•	 8% indicated that they would be willing to pay more; and

•	 7% indicated that they were undecided.

The findings of the August 2007 customer survey contrasted significantly with the strong focus 

group support for the introduction of GSLs. Based on the results of the more significant sample 

size and the lack of any conclusive positive sentiment, Gippsland Water determined that it will  

not seek to introduce GSLs during the second regulatory period.

3.6 CUSTOMER FEEDBACK ON GSLS IN 2012
To determine customer sentiment toward GSLs almost five years later, Gippsland Water elected to 

seek direct input from customers. This input was sought via customer access to the corporation’s 

Share Your View website, which included a GSL survey and information sheet outlining several 

GSLs that Gippsland Water was seeking feedback on. In addition, a list of all GSLs in place across 

Victoria was provided. Customers were encouraged to advise Gippsland Water if any of these 

additional GSLs were of interest to them. The survey remained open for a two month period during 

June and July 2012. Access to the website was widely publicised, particularly using television 

media and during community consultation sessions. Gippsland Water also discussed the concept  

of GSLs in public forums, where no significant desire for the introduction of GSLs was evident.
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Despite the significant effort that was made to engage customers on the GSL issue only 40 

visitors (10% of the 379 visitors to website) completed the GSLs survey. The survey asked visitors 

to select which GSLs they would prefer if a GSL scheme was available. Visitors were able to 

choose more than one GSL from a list of four:

•	 15 (37%) chose the ‘more than 5 unplanned water interruptions in a year’ GSL;

•	 22 (55%) chose the ‘sewerage spill inside my house is not contained within one hour’ GSL;

•	 7 (17%) chose the ‘more than 3 unplanned sewerage interruptions in a year’ GSL; and

•	 21 (52%) chose the ‘water supply interrupted by an unplanned event for more than  

5 hours’ GSL.

Despite visitors being encouraged to review the entire list of Victorian water corporation GSLs 

provided and nominate any others they were interested in, no nominations were made. A number 

of customers indicated that the survey should have allowed them to have the option to say ‘no’  

to GSLs.

Gippsland Water’s CCC reviewed the draft Water Plan 3 proposal survey questions in late June 

2012. The CCC’s response to the concept of GSLs was mixed. Some committee members 

saw merit in being proactive and demonstrating goodwill. Other members were concerned that 

customers should not be rewarded for something that goes wrong. No specific GSL was preferred.

3.7 GIPPSLAND WATER’S POSITION ON GSLS FOR THE 
THIRD REGULATORY PERIOD
Of the four potential GSLs specifically outlined in the survey, two generated responses of more  

than 50% from the small number of respondents. These were:

•	 ‘water supply interrupted by an unplanned event for more than 5 hours’ GSL; and

•	 ‘sewerage spill inside my house is not contained within one hour’ GSL.

Subject to community feedback, Gippsland Water considered its position on the issue of GSLs 

during the period from November 2011 to February 2012. The agreed position was that:

Gippsland Water will measure, monitor and report against a few service levels of high impact  

to collect the data to develop meaningful metrics with a view to introducing an appropriate GSL 

regime during the third regulatory period. Gippsland Water will review the concept of introducing  

a GSL scheme on an annual basis.

While limited in terms of respondents, the survey results have identified two ‘preferred’ GSLs 

which could be used in terms of measuring service levels of high impact. 

As such, Gippsland Water proposes that for the third regulatory period it will:

•	 not introduce any additional GSLs;

•	 measure, monitor and report against two potential GSLs namely ‘water supply interrupted 

by an unplanned event for more than 5 hours’; and ‘sewerage spill inside my house is not 

contained within one hour’; and

•	 review the concept of introducing a GSL scheme on an annual basis during the third 

regulatory period.

section 3 – service outcomes
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seCtion 4

Gippsland Water’s 
operating expenditure 
is heavily influenced 
by the need to meet 
a range of obligations 
set out by stakeholders 
and regulators.

Gippsland Water 
continues to look  
for ways to minimise 
increases in operating 
expenditure.
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4.1 OPERATING EXPENDITURE
Gippsland Water’s forecasts for operating expenditure for each year of the third regulatory period 

are detailed below. Key drivers of expenditure are outlined, and detailed information is provided  

to show that the expected levels of expenditure are prudent and efficient.

Gippsland Water’s operating expenditure is heavily influenced by the need to meet a range 

of obligations set out by stakeholders and regulators. As the key stakeholder, the Victorian 

Government outlines the obligations that it requires the corporation to meet in a Statement of 

Obligations issued by the Minister for Water. As Gippsland Water’s final Water Plan 3 proposal 

was completed, a new draft set of obligations had been proposed by the Minister for Water.  

A number of the key obligations set out in the new draft have been outlined in chapter 3.

In addition, a range of regulators have powers under legislation to impose obligations on the 

corporation. These regulators include the ESC, the DoH and the EPA. The range of obligations 

imposed by these regulators is far-reaching. As such, these regulators provide guidance to all 

water corporations on issues of concern to the regulator, in the lead up to the finalisation of Water 

Plans for the next regulatory period. This advice on obligations for the period to June 2018 has 

been considered in the development of Gippsland Water’s operating forecasts. Full details of 

these obligations are also noted in chapter 3. After reviewing the requirements outlined, Gippsland 

Water has not determined the need for any significant increases in operating expenditure during 

the third regulatory period. 

Gippsland Water continues to look for ways to minimise increases in operating expenditure. 

Reductions in operating expenditure have been made in a number of areas. A significant increase 

in the environmental contribution, from 2013/14 onward, has also been factored into this Plan. 

Forecast energy costs also include current estimates of the expected impact of the Federal 

Government’s introduction of a carbon price from July 2012. To date, Gippsland Water’s major 

suppliers of chemicals have been unable to determine with any certainty, the impact that the 

introduction of a carbon price will have on future chemical pricing. As such, this potential impost 

together with indirect cost increases to a range of goods and services Gippsland Water procures 

or utilises have not been included in this Plan.

4.2 CHANGES IN PROPOSED EXPENDITURE FROM DRAFT 
WATER PLAN PROPOSAL
During the recent consultation process on Gippsland Water’s draft Water Plan 3 proposal, 

Gippsland Water did not identify any major changes that were required to be made in response  

to feedback received from customers during the consultation process.

Since the release of the draft Water Plan 3 proposal, Gippsland Water has identified a number of 

changes to operating expenditure. This has occurred due to improvements in cost estimates for 

some activities becoming available since the draft was released. These changes have included:

•	 reducing energy budget estimates given better knowledge on expected carbon price impacts 

on future energy prices;

•	 reducing estimates in relation to future irrigation costs; and

•	 increasing estimates for Southern Rural Water’s costs for both storage management at Blue 

Rock Reservoir and recreational facilities fees for Blue Rock Reservoir, Cowwarr Weir and 

Lake Glenmaggie. 

oPeratinG  
exPenDiture

section 4 – operatinG expenditure
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In total, proposed operational expenditure for the third regulatory has reduced by approximately 

$3M from the draft Water Plan 3 proposal. In May 2012, Gippsland Water had indicated that 

$364.92M would be required for the third regulatory period. This has reduced to $361.83M as 

outlined in table 4.1 below.

4.3 OVERVIEW OF OPERATING EXPENDITURE
Detailed in Table 4.1 is an overview of operating expenditure required to allow Gippsland Water to 

meet its obligations and deliver services during the regulatory period. Gippsland Water’s operating 

expenditure forecast for the five year third regulatory period totals $361.83M. 

table 4.1: overview of operating expenditure ($ Jan 13 – millions)

Function 13/14 14/15 15/16 16/17 17/18 total

Water 28.01 28.16 28.40 28.54 28.64 141.75

Wastewater 38.64 38.57 39.29 39.28 39.74 195.52

sub total 66.65 66.73 67.69 67.82 68.37 337.27

Regulatory 
Licence Fees

0.45 0.43 0.43 0.43 0.43 2.18

Environmental 
Contribution 

 4.70  4.59  4.47  4.36  4.26 22.38

total cost  71.80  71.75  72.60  72.62  73.06 361.83

Further detail in relation to this operating expenditure is provided in Table 4.2 and Table 4.3, where 

the allocation between water and wastewater services is detailed, along with the category of 

spend within each area.

table 4.2: total operating expenditure - Water ($ Jan 13 – millions)

category 13/14 14/15 15/16 16/17 17/18 total

Operations 
Maintenance

 14.01  14.17  14.36  14.45  14.55 71.54

Treatment  4.07  4.08  4.06  4.08  4.06 20.34

Customer Service 
and Billing

 1.17  1.20  1.21  1.23  1.24 6.06

Licence Fees  0.34  0.35  0.35  0.36  0.35 1.76

Corporate  8.42  8.36  8.42  8.42  8.44 42.05

total  28.01  28.16  28.40  28.54  28.64 141.75
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table 4.3: total operating expenditure - Wastewater ($ Jan 13 – millions)

category 13/14 14/15 15/16 16/17 17/18 total

Operations 
Maintenance

 9.03  9.23  9.44  9.64  9.78 47.11

Treatment  16.05  15.90  16.32  16.01  16.24 80.54

Customer Service 
and Billing

 1.60  1.63  1.64  1.67  1.69 8.24

Licence Fees  0.47  0.48  0.48  0.49  0.48 2.39

Corporate  11.49  11.33  11.41  11.46  11.54 57.23

total  38.64  38.57  39.29  39.28  39.74 195.52

4.4 SIGNIFICANT ITEMS OF OPERATING EXPENDITURE
Gippsland Water’s operating expenditure covers a wide range of expenditure categories. Details 

in relation to the top ten items of operating expenditure by category, excluding labour, are outlined 

below. Details of expenditure expected to be incurred for the 2012/13 year are provided for 

comparative purposes. 

table 4.4: top ten categories of operating expenditure ($ Jan 13 – millions)

4.5 DETAILS OF OPERATING EXPENDITURE
Expenditure in these categories is spread across a range of Gippsland Water activities. The 

following tables outline in more detail the activities undertaken that generate the expenditure  

in each category above, along with a short narrative.

Energy costs are expected to rise from July 2012 as a result of the Federal Government’s 

introduction of a carbon price. For the third regulatory period, Gippsland Water’s energy  

budget includes several assumptions:

category 12/13 13/14 14/15 15/16 16/17 17/18

Energy  4.12  4.09  4.09  4.11  4.11  4.11 

Treatment Chemicals and Supplies  3.16  3.54  3.54  3.55  3.55  3.55 

Major Maintenance  2.94  2.98  2.87  2.85  2.88  2.99 

Sludge/Biosolids/Screenings/Grit Treatment and Disposal  2.84  2.87  2.77  3.11  2.77  2.87 

General Maintenance Agreements and Contractor Payments  3.05  1.77  1.79  1.90  1.82  1.82 

Mechanical And Electrical Planned Corrective Maintenance  1.63  1.61  1.62  1.62  1.63  1.63 

Sludge/Biosolids/Screenings/ Grit Removal and Transport  1.09  1.23  1.23  1.23  1.23  1.23 

Mechanical And Electrical Planned Preventative Maintenance  1.18  1.19  1.19  1.20  1.20  1.20 

Licence Fees  0.97  0.97  0.97  0.97  0.98  0.97 

Contracted Routine Sampling  0.93  0.92  0.92  0.92  0.92  0.92 

total  21.91  21.17  20.99  21.46  21.09  21.28 

section 4 – operatinG expenditure
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•	 estimates for 2012/13 prices are based on current contract rates; 

•	 estimates for 2013/14 prices are based on current ‘futures’ for Fin 2014; 

•	 estimates for 2014/15 prices and beyond are based on current ‘futures’ for Fin 2015; 

•	 ‘Futures’ data currently expects a small ‘real decrease’ in costs, rather than any real increases 

over the period; 

•	 the carbon price increases from $23 per tonne in 2012/13, by 2.5% real for both 2013/14 and 

2014/15; and

•	 no carbon price movement (up or down) from 2015/16 onward. Rate left at 2014/15 levels.

table 4.5: energy ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Major Sites  2.97  2.93  2.93  2.93  2.93  2.93 

Minor Sites  1.15  1.16  1.16  1.18  1.18  1.18 

total  4.12  4.09  4.09  4.11  4.11  4.11 

The actual carbon price impact can be isolated in Gippsland Water’s energy modelling, and is 

detailed by year in the table below.

table 4.6: carbon price included in energy ($ Jan 13 – millions)

12/13 13/14 14/15 15/16 16/17 17/18

total 0.55 0.56 0.58 0.58 0.58 0.58

Gippsland Water's spend profile for chemicals remains steady over the third regulatory period. 

The increase from 2012/13 to 2013/14 is based around an increase in expected running costs 

at the GWF. As noted above, Gippsland Water’s major suppliers have not been able to provide 

advice in relation to the likely impact of the Federal Government’s carbon price on future  

chemical costs.

table 4.7: treatment chemicals and supplies ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Field Operations  0.02  0.03  0.03  0.04  0.04  0.04 

Bulk Systems  0.17  0.02  0.02  0.02  0.02  0.02 

Water Treatment  1.10  1.10  1.10  1.10  1.10  1.10 

Wastewater 
Treatment 

 1.87  2.39  2.39  2.39  2.39  2.39 

total  3.16  3.54  3.54  3.55  3.55  3.55 

Gippsland Water's spend profile for major maintenance remains steady over the third regulatory 

period. Gippsland Water undertakes major maintenance works on a range of assets including 

water storages, transfer mains, reticulation assets, treatment plants and desludging lagoons.
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table 4.8: major maintenance ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Wastewater 
Irrigation

 0.15  0.14  0.13  0.14  0.14  0.14 

Field Operations  0.50  0.43  0.42  0.38  0.43  0.43 

Water Treatment  0.71  0.71  0.71  0.71  0.71  0.71 

Bulk Systems  0.74  0.75  0.76  0.78  0.76  0.76 

Wastewater 
Treatment 

 0.84  0.96  0.85  0.85  0.85  0.95 

total  2.94  2.98  2.87  2.85  2.88  2.99 

Gippsland Water will transport over 200,000 tonnes of biosolids, sludges, screenings and grit to 

the corporation’s Soil and Organic Recycling Facility (SORF) at Dutson Downs during the third 

regulatory period. (The SORF is an ‘unregulated’ activity that treats these wastes as well as 

considerable volumes of industrial waste from around Victoria). Approximately 175,000 tonnes  

will be transported from the GWF alone.

From a Water Plan perspective, these costs are significant for two reasons:

•	 they represent a major operational expenditure in their own right; and

•	 they are a charge across the regulatory boundary. That is, Gippsland Water’s unregulated 

SORF business charges the regulated wastewater business for services provided; on the 

basis that if Gippsland Water did not own the SORF, it would be required to enter into a 

commercial arrangement with another party for the disposal of this material. 

As such, Gippsland Water has determined an ‘arms-length’ transfer rate for the treatment of 

biosolids, sludges, screenings and grit at the SORF. This rate is charged to all internal customers 

based on the volumes received by the SORF.

table 4.9: sludge/Biosolids/screenings/Grit - treatment and disposal ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

GWF  2.42  2.42  2.42  2.42  2.42  2.42 

Warragul Wastewater 
Treatment Plant 

 0.17  0.17  0.17  0.17  0.17  0.17 

Other  0.24  0.28  0.17  0.52  0.17  0.28 

total  2.84  2.87  2.77  3.11  2.77  2.87 

As noted above, Gippsland Water will transport over 200,000 tonnes of biosolids, sludges, 

screenings and grit to the corporation’s SORF at Dutson Downs during the third regulatory  

period. Over the third regulatory period these removal and transport costs remain steady.

section 4 – operatinG expenditure
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table 4.10: sludge/Biosolids/screenings/Grit - removal and transport ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Bulk Systems  0.02  0.02  0.02  0.02  0.02  0.02 

Water Treatment  0.26  0.26  0.26  0.26  0.26  0.26 

Wastewater Treatment 
(Exc GWF) 

 0.25  0.25  0.25  0.25  0.25  0.25 

GWF  0.57  0.71  0.71  0.71  0.71  0.71 

total  1.09  1.23  1.23  1.23  1.23  1.23 

Gippsland Water's spend profile for general operations and maintenance agreements remains 

steady over the third regulatory period. The only significant movement is a decrease in contract 

payments from 2012/13. This relates to the completion, during 2012/13, of the ‘proving and 

optimisation’ contract at the GWF.

table 4.11: General operations and maintenance agreements ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Head Office - Various  0.19  0.18  0.19  0.19  0.19  0.19 

Metering  0.11  0.11  0.11  0.11  0.11  0.11 

Billing  0.13  0.13  0.13  0.13  0.13  0.13 

Bulk Systems  0.22  0.19  0.18  0.16  0.17  0.17 

Environmental  0.25  0.29  0.35  0.35  0.35  0.35 

ICT and SCADA  0.71  0.71  0.69  0.69  0.69  0.69 

GWF  1.29  0.00  0.00  0.00  0.00  0.00 

Other  0.16  0.15  0.15  0.28  0.18  0.18 

total  3.05  1.77  1.79  1.90  1.82  1.82 

Note: ICT - Information, Communication and Technology;  
SCADA - Supervisory Control And Data Acquisition

Gippsland Water uses an external contractor for its mechanical and electrical maintenance 

activities across the region. This contract was tendered during 2011/12. Significant interest 

was shown by the maintenance industry in the tender process. A new contract was awarded 

for a minimum period of five years, subject to the contractor meeting agreed performance 

requirements. Gippsland Water’s spend profile for mechanical and electrical planned corrective 

and planned preventative maintenance work remains steady over the third regulatory period.
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table 4.12: mechanical and electrical planned corrective maintenance ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Field Operations  0.12  0.12  0.13  0.13  0.14  0.14 

Bulk Systems  0.23  0.21  0.21  0.21  0.21  0.21 

Water Treatment  0.54  0.54  0.54  0.54  0.54  0.54 

Wastewater Treatment  
(Exc GWF) 

 0.37  0.37  0.37  0.37  0.37  0.37 

GWF  0.34  0.34  0.34  0.34  0.34  0.34 

Other  0.03  0.03  0.03  0.03  0.03  0.03 

total  1.63  1.61  1.62  1.62  1.63  1.63 

table 4.13: mechanical and electrical planned preventative maintenance ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Bulk Systems 0.15 0.15 0.15 0.15 0.15 0.15

Water Treatment 0.26 0.26 0.26 0.26 0.26 0.26

Field Operations 0.31 0.32 0.32 0.33 0.32 0.32

Wastewater Treatment 0.41 0.42 0.42 0.42 0.42 0.42

Other 0.05 0.05 0.05 0.05 0.05 0.05

total 1.18 1.19 1.19 1.20 1.20 1.20

Gippsland Water does not expect licence fee costs to change over the third regulatory period as 

noted below.

table 4.14: licence Fees ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

ICT  0.71  0.69  0.71  0.71  0.71  0.71 

Strategic Planning  0.11  0.13  0.11  0.11  0.11  0.11 

SCADA  0.06  0.07  0.07  0.07  0.07  0.07 

Other  0.08  0.08  0.08  0.08  0.10  0.08 

total  0.97  0.97  0.97  0.97  0.98  0.97 

Gippsland Water contracts an independent analytical services provider to conduct approximately 

12,000 tests on drinking water and waste testing programs annually. Tests are required to ensure 

that drinking water is safe and meets drinking water standards and regulatory guidelines. The 

drinking water testing programs incorporate the following:

•	 Catchment and raw water supplies

•	 Bulk water transfer systems

•	 Water treatment plants

•	 Water reticulation systems.

section 4 – operatinG expenditure
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Tests are also required to ensure that waste is compliant with standards and regulatory guidelines. 

The waste testing programs incorporate the following:

•	 Bulk wastewater transfer systems

•	 Wastewater treatment plants

•	 Trade wastes

•	 Environmental receiving waters

•	 Prescribed wastes

•	 Sludges.

The analytical services program includes process, verification and compliance testing for the 

above packages.

table 4.15: contracted routine sampling ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Bulk Systems  0.09  0.08  0.08  0.08  0.08  0.08 

Wastewater Treatment  0.25  0.25  0.25  0.25  0.25  0.25 

Water Treatment  0.55  0.55  0.55  0.55  0.55  0.55 

Other  0.03  0.03  0.03  0.03  0.03  0.03 

total  0.93  0.92  0.92  0.92  0.92  0.92 

4.6 SPECIAL INTEREST EXPENDITURE
Gippsland Water’s customers are often interested to learn about the expenditures that the 

corporation is required to make in relation to issues that, at first, appear not to have a strong link  

to the provision of water and wastewater services.

4.6.1 environmental contribution

All water corporations in Victoria are required to pay environmental contributions to the Victorian 

Government, as set-out in the Water Industry Act 1994. The purpose of collecting environmental 

contributions from water corporations is to fund initiatives that promote the sustainable 

management of water or address adverse water-related environmental impacts.

The contributions are used to fund a range of environmental initiatives such as improving river 

health, better groundwater management, more efficient use of water, and reliable and secure 

water supplies.

During the third regulatory period $4.7M per annum ($ of day) has been provided by Gippsland 

Water for environmental contributions payments. This is a significant increase on the current 

$2.79M paid by the corporation. 

table 4.16: environmental contribution ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Annual Contribution 2.79 4.70 4.59 4.47 4.36 4.26
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Gippsland Water has ‘de-escalated’ the annual $4.7M contribution (to a lower value in $ Jan 13 in 

the later years) in table 4.16. Gippsland Water will work with the ESC to ensure that appropriate 

values are provided for when more information is available around the payment process to be 

applied during the third regulatory period.

4.6.2 direct environmental expenditure

Direct expenditure on environmental activities will continue to be significant during the third 

regulatory period. This Plan provides for a range of activities to be undertaken, including 

monitoring native flora and fauna, as well as maintaining fencing to protect wildlife corridors. 

Gippsland Water must also conduct ecological surveys and risk assessments.

In addition, Victoria's Native Vegetation Management Framework establishes the strategic direction 

for the protection, enhancement and revegetation of native vegetation across Victoria. Its main goal 

is to achieve a reversal, across the entire landscape, of the long term decline in the extent and quality 

of native vegetation, leading to a net gain. A number of Gippsland Water's works programs have 

not been able to avoid the removal of native vegetation resulting in the establishment of a series 

of environmental offset sites as planning permit conditions. These sites have ten year approved 

management regimes which include the removal of noxious and invasive weeds, fire management 

plans, feral animal control, revegetation of native species and the securing of the site. Forecasts for 

both environmental activities and environmental offsets are outlined in table 4.17 below.

table 4.17 – environmental expenditure ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Environmental 
activities

0.25 0.29 0.35 0.35 0.35 0.35

Environmental offsets 0.20 0.24 0.24 0.24 0.24 0.24

4.6.3 contributions to southern rural Water

Gippsland Water has a bulk entitlement in place to extract water from Blue Rock Reservoir. 

Gippsland Water pays a contribution to Southern Rural Water, along with other entitlement 

holders, for the management of storage facilities at the reservoir. Gippsland Water is also charged, 

by Southern Rural Water, for the provision of recreational facilities at its Blue Rock Reservoir, Lake 

Glenmaggie and Cowwarr Weir sites. Table 4.18 below outlines the contributions to Southern 

Rural Water included in this plan.

table 4.18 – contributions to southern rural Water ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Bulk Entitlement 
infrastructure

0.124 0.254 0.254 0.254 0.254 0.254

Recreational 
Facilities charge

0.257 0.300 0.300 0.300 0.300 0.300

total 0.381 0.554 0.554 0.554 0.554 0.554

section 4 – operatinG expenditure
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The infrastructure charge outlined above includes an increase from 2013/14 given Gippsland 

Water’s expectation that the corporation will purchase an additional entitlement during the third 

regulatory period and will also contribute to the costs of the new drought reserve.  

4.7 OVERVIEW OF LABOUR EXPENDITURE
Expenditure on labour for the third regulatory period is based on Gippsland Water’s full-time 

equivalent workforce. Gippsland Water personnel are employed in both the regulated and 

unregulated sections of Gippsland Water’s activities. Unregulated activities include Gippsland 

Water’s SORF, as well as Gippsland Water’s farming activities at Dutson Downs, Maffra, Drouin 

and a number of smaller sites across the region. The details outlined below exclude all personnel 

employed in these unregulated activities.

table 4.19: Full time equivalent personnel (excluding unregulated activities)

12/13 13/14 14/15 15/16 16/17 17/18

total 244.6 247.1 244.1 244.1 240.1 240.1

Movement – 
year on year

+2.5 -3 0 -4 0

Reductions in full-time equivalent personnel are the result of specific period based employment 

arrangements coming to an end. In 2014/15, a number of capital planning roles will be phased 

out. In 2016/17, several long term capital project delivery roles will also be phased out.

Total labour costs for the third regulatory period are outlined below. Total labour costs include:

•	 Direct salaries paid to personnel

•	 Superannuation costs

•	 Workcover costs and payroll tax costs

 – These costs have also been disclosed below at the request of the ESC. 

table 4.20: total labour costs (excluding unregulated activities) ($ Jan 13 – millions)

12/13 13/14 14/15 15/16 16/17 17/18

total 24.06 24.65 25.10 25.49 26.05 26.57

table 4.21: specific labour oncosts (excluding unregulated activities) ($ Jan 13 – millions)

12/13 13/14 14/15 15/16 16/17 17/18

Workcover 0.19 0.20 0.20 0.20 0.21 0.21

Payroll Tax 1.08 1.11 1.13 1.15 1.17 1.20



  53

The ESC requested that water corporations include annual forecasts of wage cost growth. The 

ESC also noted that the Victorian Government expectation is for wages to increase by 2.5% per 

year with any additional increases funded through productivity improvements. Gippsland Water’s 

assumptions regarding forecast wages growth are detailed below.

table 4.22: Wage rate Forecasts

12/13 13/14 14/15 15/16 16/17 17/18

Real Increase 2.40% 2.15% 2.15% 1.90% 1.90% 1.90%

Gippsland Water’s current enterprise agreement provides for increases of up to 4% per annum. 

Gippsland Water’s wage rate forecast for the third regulatory period is based on enterprise 

agreement rises of 3.75% per annum, plus an additional 1.15% career progression increase.  

The career progression increase percentage is based upon an enterprise agreement increase,  

and an individual’s position within the banding structure in conjunction with their results in the 

annual performance review process. 

These increases have then been reduced by any superannuation guarantee increase relevant 

to a particular year. Superannuation guarantee increases range from 0.25% - 0.5% per annum 

during the third regulatory period. The forecast enterprise agreement rise is also discounted by 

CPI (Gippsland Water assumes CPI at an annual rate of 2.5%) to derive the real increase outlined 

above. This is required because all Water Plan values are expressed in Jan 2013 dollars. 

Superannuation guarantee increases over the period are included in the superannuation cost 

calculations. They are therefore absorbed within the increase process, rather than shown as an 

additional cost.

4.8 OVERVIEW OF THE OPEX PRODUCTIVITY HURDLE
The ESC has indicated that it will assess operating expenditure in the third regulatory period by 

establishing a baseline ‘business as usual’ level of operating costs. This baseline will reference 

2011/12 actual operating costs data given 2011/12 is the last year of actual expenditure available 

before the ESC’s final decision on prices for the third regulatory period. The baseline must be 

adjusted to remove any one-off costs incurred during 2011/12. Gippsland Water has removed 

a one-off cost of $4.6M associated with recording an unfunded superannuation liability in June 

2012. An additional $1.95M has been removed for one-off events at the GWF during 2011/12.

The ESC requires that a productivity factor be applied to the customer growth adjusted  

business as usual (BAU) level of operating expenditure forecast for the third regulatory period. 

The ESC has determined that Gippsland Water must achieve a minimum of 1 per cent per year 

productivity improvement on its customer growth adjusted BAU operating expenditure for the 

third regulatory period.

Gippsland Water’s annual water connections growth rate is 1.7% for the regulatory period, while 

the annual wastewater connections growth rate is 2.5%. Using the lower water connections 

growth rate of 1.7%, Gippsland Water comfortably meets the ESC productivity hurdle for the  

third regulatory period.

section 4 – operatinG expenditure
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seCtion 5

Gippsland Water has a 
range of capital programs 
in place to ensure the 
long-term integrity of the 
water and wastewater 
infrastructure servicing 
central Gippsland.
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CaPital  
exPenDiture

5.1 CAPITAL EXPENDITURE
Gippsland Water continues to operate in a regulatory environment where debt is carefully 

monitored and constrained. Gippsland Water is required to plan for future capital expenditure 

within these financial constraints. Gippsland Water undertakes capital works at a time when they 

are assessed to be required to maximise the effectiveness of the investment. To be successful, 

Gippsland Water maintains a strong risk management discipline to ensure that capital works 

undertaken are both prudent and efficient, and are based on well structured, risk-based 

prioritisation criteria.

Gippsland Water’s forecasts for capital expenditure for each year of the regulatory period are 

detailed below along with the key drivers of expenditure, and information to show that the 

expected levels of expenditure are prudent and efficient.

5.2 CHANGES IN PROPOSED EXPENDITURE FROM DRAFT 
WATER PLAN
During the recent consultation process on Gippsland Water’s draft Water Plan 3 proposal, 

Gippsland Water did not identify any major changes that were required to be made in response  

to feedback received during the consultation process.

Since the release of the draft Water Plan 3 proposal, Gippsland Water has identified some 

changes to capital expenditure. This has occurred due to improvements in cost estimates  

for some projects becoming available since the draft was released. Total capital expenditure  

however remains unchanged from that proposed in the draft.

5.3 OVERVIEW OF CAPITAL EXPENDITURE
Detailed in Table 5.1 is an overview of capital expenditure required to allow Gippsland Water to 

meet its obligations and deliver services during the regulatory period. Gippsland Water’s capital 

expenditure forecast for the third regulatory period totals $202.94M. Annual expenditure varies 

from year to year depending on the timing of major projects.

table 5.1: overview of capital expenditure ($ Jan 13 – millions)

Function 13/14 14/15 15/16 16/17 17/18 total

Water  8.47  11.43  8.58  20.48  18.12 67.07

Wastewater  33.17  43.47  29.55  14.21  15.46 135.87

Sub-total  41.63  54.90  38.13  34.69  33.59 202.94

Less 

Govt Contributions -3.35 Nil Nil Nil Nil -3.35

Customer 
Contributions

 -2.66 -2.81  -5.17  -2.86  -3.52 -17.01

total  35.62  52.09  32.96  31.84  30.07 182.58

section 5 – capital expenditure
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In developing the capital plan for this regulatory period, Gippsland Water has recognised the 

outputs of several long term reviews that have determined a need for capital investment in the 

region. In particular, Gippsland Water has looked to ensure that this capital plan is consistent 

with the actions outlined by the Victorian Government in the Gippsland Region Sustainable Water 

Strategy (GRSWS), which was released in November 2011. Expenditure of note in this area relates 

to Gippsland Water securing an increase in the corporation’s bulk entitlement for water from Blue 

Rock Reservoir.

In addition, Gippsland Water has recently completed its 2012 Water Supply Demand Strategy 

(WSDS) for the region. The WSDS is a 50 year forward look at water supply systems, and the 

demand supply balance for these systems, across the region. The WSDS detailed a number 

of actions, including timelines for the implementation of these actions that were required to be 

undertaken to ensure security of supply into the future.

Further support for the expenditure outlined was derived from the Victorian Government’s Country 

Towns Water Supply and Sewerage (CTWSS) Program that aims to improve water and sewerage 

services to small towns in regional Victoria. In particular, the objectives of the program were 

to improve the quality of water and sewerage services in country towns currently experiencing 

environmental and public health impacts. The towns of Coongulla / Glenmaggie and Loch Sport 

were identified as priority towns under the program.

Gippsland Water has ongoing programs for the addition and renewal of water reticulation and 

wastewater reticulation systems. Asset renewal includes replacing or rehabilitating deteriorated 

assets to return them to a condition whereby they can deliver their required level of service. This 

expenditure is significant, and is supported by detailed reviews of asset condition and robust 

forward planning. Planning takes into consideration both proposals for regional development that 

demand additional works, and risk analysis related to condition and failure predictions for existing 

infrastructure renewals.  

Examples of different types of asset renewals include replacing mechanical or electrical 

equipment, excavating and replacing existing water and wastewater pipes, rehabilitating pipes 

by internal re-lining (without having to excavate and replace pipe sections) and overhauling and 

rebuilding major mechanical plant.

These examples illustrate that once an asset reaches the end of its life it may not simply be 

replaced with a similar asset. Although this is the case for some assets (eg, mechanical and 

electrical equipment, motor vehicles, switchboards, office computers etc) it is not always 

applicable for ‘civil’ infrastructure assets that are an integral part of the system. The renewal 

strategy for many civil assets, such as buried pipelines or concrete structures such as pump 

station wet wells, involves substantial in-service rehabilitation to ‘renew’ the service potential of 

the asset until such time as total replacement is unavoidable. The same approach is also used 

with major items of mechanical plant that can be ‘renewed’ by overhauling and rebuilding at a 

lower cost than outright replacement.

Further detail in relation to this capital expenditure is provided in Table 5.2 and Table 5.3, where 

the allocation between water and wastewater services is detailed, along with asset type within 

each area.
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Capital expenditure associated with the collection and storage of water, including that relating 

to dams, reservoirs, bores, river intakes and associated storages and the water transfer mains 

between storages are included in the headworks category. Capital expenditure associated with all 

pipe networks utilised for water or wastewater services are included in pipelines/networks category. 

Capital expenditure associated with treatment, including the treatment of water before it enters 

the distribution network and the treatment and disposal of wastewater and trade waste are 

included in the treatment category. General corporate expenditure that cannot be reasonably 

allocated to other activity areas has been included the corporate category.

table 5.2: total capital expenditure By asset type - Water ($ Jan 13 – millions)

category 13/14 14/15 15/16 16/17 17/18 total

Headworks  0.68 Nil Nil  8.60  5.70 14.98

Pipelines / Networks  3.59  4.52  6.48  7.71  8.12 30.41

Treatment  3.39  6.11  1.09  1.46  2.13 14.18

Corporate  0.81  0.80  1.01  2.71  2.17 7.50

total  8.47  11.43  8.58  20.48  18.12 67.07

table 5.3: total capital expenditure By asset type - Wastewater ($ Jan 13 – millions)

category 13/14 14/15 15/16 16/17 17/18 total

Headworks Nil Nil Nil Nil Nil Nil

Pipelines / Networks  12.45  14.26  10.49  7.54  8.95 53.69

Treatment  17.56  26.16  15.59  4.79  4.67 68.76

Corporate  3.16  3.05  3.47  1.88  1.85 13.41

total  33.17  43.47  29.55  14.21  15.46 135.87

5.4 SIGNIFICANT CAPITAL PROJECTS
Gippsland Water provided information in relation to 12 of the corporation’s most significant capital 

projects in the draft Water Plan 3 proposal. These top 12 projects remain in the Gippsland Water 

capital plan for the third regulatory period. The descriptions below include details such as the 

drivers of each project and the outcomes that will be delivered by each project. A table for each 

project details the expected delivery date for the project, and the cost of the project for each year 

of the period.

loch sport sewerage scheme

The Loch Sport Sewerage Scheme is a $40.3M Gippsland Water project that will deliver reticulated 

sewerage services to approximately 2,700 properties in the lakeside township of Loch Sport.

The scheme will be delivered by Gippsland Water as part of the Victorian Government’s CTWSS 

Program, which listed Loch Sport amongst 35 priority towns to be provided with water or 

wastewater services. The scheme was announced by the then Minister for Water in January 2006. 

The project was sought by Wellington Shire Council to protect the environment and public health 

within the Gippsland Lakes region, and was supported by EPA and DSE.

section 5 – capital expenditure
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A total of $8.3M has been received from the Victorian Government towards the cost of the 

planning and development phases of the Loch Sport project. A further $1.0M is expected to be 

received during 2012/13.

A pressure sewer system was selected as the preferred solution for this project because of its 

environmental, economic, health and service quality benefits. It was also considered the lowest 

cost and best technical solution. A transfer main will pump wastewater to Gippsland Water’s 

existing wastewater treatment facility at Dutson Downs.

Construction is expected to commence in early 2013 and be completed in the 2015/16  

financial year.

table 5.4: loch sport sewerage scheme ($ Jan 13 – millions)

planned expenditure details: $32.3m during period

year 13/14 14/15 15/16 16/17 17/18 out years

9.16 17.70 5.21 0.21 Nil Nil

Warragul - moe Water supply interconnect - stage two

The Warragul to Moe Water Supply Interconnect is a two-stage project connecting water supplies 

between Moe and Warragul to allow for future population growth, and improve long term water 

supply security.

Gippsland Water has recently completed stage one of this project. Stage one consisted of 

connecting the water supply from Yarragon to Darnum. Stage one has allowed 1.2 million litres  

of water used in Darnum each day to be supplied from the Moe Water Treatment Plant.

Stage two of the project will see Darnum connected to the Warragul water supply system via a 

new, larger diameter pipeline. Once completed, the Warragul and Moe water supply systems will 

be fully connected.

This will enable the transfer of water from Moe to Warragul, providing Warragul with access to 

water from Blue Rock Dam, if necessary, improving long term water supply security for Warragul 

and Drouin.

This project will also improve operational flexibility. In the event of a problem with the Moe water 

supply system for example, the Warragul system could provide water to towns such as Darnum, 

Yarragon and Trafalgar to ease demand on the Moe Water Treatment Plant.

This project is expected to be completed in 2016/17.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project increase from $7.4M to $8.9M during the third 

regulatory period.

table 5.5: Warragul - moe Water supply interconnect - stage two ($ Jan 13 – millions)

planned expenditure details: $8.9m during period (to complete stage 2)

year 13/14 14/15 15/16 16/17 17/18 out years

0.34 Nil Nil 8.60 Nil Nil
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sale Water treatment plant upgrade

This project involves replacing the aeration towers and chemical contact tanks, and upgrading 

the chemical delivery and dosing systems to improve the efficiency and safety at the Sale Water 

Treatment Plant.

Works include demolishing the existing towers and contact tanks which are now over 20 years  

old and have reached the end of their operational lives.

All works undertaken will be sensitive to preserving the treatment plant’s heritage listed façade, 

which was originally built in the 1930s. This project is expected to be completed in 2014/15.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project decrease from $5.3M to $5.0M during the third 

regulatory period.

table 5.6: sale Water treatment plant upgrade ($ Jan 13 – millions)

planned expenditure details: $5.0m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.75 4.25 Nil Nil Nil 3.20

other comments:
Out years expenditure noted is an initial estimate for works in 2018/19 to improve controls in relation  
to water taste issues. 

Warragul-Hazel creek trunk sewer (stage three)

Warragul is experiencing high growth and this requires the wastewater system to be upgraded 

to cater for current and future development. The Hazel Creek Trunk Sewer project is a gravity 

main from the Warragul wastewater treatment plant on the east side of Warragul through to the 

developing west side of Warragul. The new main will reduce the risk of wastewater overflows and 

cater for projected population growth in Warragul over the next 50 years.

The project has been developed in three stages. The first stage of this project was completed in 

2010/11. Construction of stage two began during 2011/12. Stage three is the final stage of the 

project. Detailed design and planning for stage three will continue during 2012/13. Construction 

will commence in 2014/15.

This project is expected to be completed in 2014/15.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project decrease from $6.0M to $4.9M during the third 

regulatory period.

table 5.7: Warragul-Hazel creek trunk sewer (stage three) ($ Jan 13 – millions)

planned expenditure details: $4.9m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.20 4.76 Nil Nil Nil Nil
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drouin Wastewater treatment plant upgrade

The town of Drouin is growing rapidly. This project provides funding to improve the operational 

performance and treatment capacity of the Drouin Wastewater Treatment Plant, to cater for  

this growth.

This project will introduce inlet screening that will remove solids from the wastewater entering  

the plant. A new inlet pump station is also required to control flow to the plant. 

This project is expected to be completed in 2015/16.

table 5.8: drouin Wastewater treatment plant upgrade ($ Jan 13 – millions)

planned expenditure details: $3.5m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.51 2.03 1.02 Nil Nil 15.00

other comments:
Out years expenditure noted is an initial estimate for works in 2019/20 and 2020/21 to replace the 
existing wastewater treatment plant as growth in Drouin expands the town beyond the treatment  
capacity of the current wastewater treatment plant. 

coongulla/Glenmaggie sewerage scheme

The Coongulla/Glenmaggie Sewerage Scheme is a $22.45M Gippsland Water project that will 

deliver reticulated wastewater services to more than 300 properties in Coongulla, Glenmaggie 

Point and Glenmaggie. 

The scheme will be delivered by Gippsland Water as part of the Victorian Government’s CTWSS 

Program, which listed Coongulla and Glenmaggie amongst 35 priority towns to be provided with 

water or wastewater services. The project was initiated to protect the environment and public 

health, particularly around and downstream of Lake Glenmaggie.

A pressure sewer system was selected as the best sewerage solution for Coongulla and 

Glenmaggie. This system will feature a reticulation system that links each household within the 

declared sewerage district to a transfer main that will pump wastewater to Gippsland Water’s 

existing wastewater treatment plant at Heyfield.

Construction of the Coongulla/Glenmaggie Sewerage Scheme has commenced, with works 

separated into a number of packages, as outlined below:

•	 Project development, management and deliver

•	 Heyfield Wastewater Treatment Plant upgrades

•	 Transfer main (Glenmaggie Pump Station to Heyfield Wastewater Treatment Plant)

•	 Glenmaggie (Licola Road) Pump Station

•	 Under-lake crossing horizontal directional bored pipelines

•	 Reticulation and transfer mains

•	 Coongulla (Ryans Road) Booster Sewer Pump Station

•	 Grinder pump supply

•	 Gippsland Water on-site works
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Expenditure on the project will peak in 2012/13. Minor works to bring the Coongulla/Glenmaggie 

Sewerage Scheme to completion will occur until the scheme is fully operational in 2014.

table 5.9: coongulla/Glenmaggie sewerage scheme ($ Jan 13 – millions)

planned expenditure details: $2.8m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.69 1.12 Nil Nil Nil Nil

traralgon Wastewater pipeline replacement

This is an augmentation project of approximately two kilometres of new wastewater pipes in 

Traralgon’s residential area. Starting near the intersection of Cross’s Road and Stockdale Road, 

the new pipe will increase the capacity of the wastewater system and assist in reducing the risk  

of wastewater overflows and spills in periods of high rainfall.

This project is expected to be completed in 2013/14.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project decrease from $3.3M to $2.5M during the third 

regulatory period.

table 5.10: traralgon Wastewater pipeline replacement ($ Jan 13 – millions)

planned expenditure details: $2.5m during period

year 13/14 14/15 15/16 16/17 17/18 out years

2.51 Nil Nil Nil Nil Nil

drouin Wastewater trunk main augmentation

As noted above, Drouin is growing rapidly. This new wastewater pipeline, which will be 

constructed from near Settlement Road to the wastewater treatment plant will reduce the risk  

of wastewater overflows during periods of high rainfall and cater for the projected long term 

growth of the town.

This project is expected to be completed in 2015/16.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project decrease from $1.5M to $1.4M during the third 

regulatory period.

table 5.11: drouin Wastewater trunk main augmentation ($ Jan 13 – millions)

planned expenditure details: $1.4m during period

year 13/14 14/15 15/16 16/17 17/18 out years

Nil 0.20 1.20 Nil Nil Nil
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sale/Fulham irrigation infrastructure 

Gippsland Water’s Corporate Licence with the EPA encourages the corporation to recycle treated 

wastewater wherever possible. Sale/Fulham wastewater is currently transported to Dutson 

Downs in a new pipeline constructed as part of the GWF project. Wastewater currently received 

at Dutson Downs is processed through a lagoon treatment system and then discharged via an 

ocean outfall to Bass Strait.

This project will see Gippsland Water’s existing No. 2 treatment lagoon transformed to treat Sale/

Fulham wastewater and act as a winter storage for treated class ‘C’ recycled water. This recycled 

water can then be used for irrigation purposes during the summer period.

This project also includes the purchase of 10 centre-pivot irrigators that will distribute recycled 

water to approximately 300 hectares of land, and apply up to 1,000 million litres of recycled water 

to fodder, crops and grazing land annually. As well as meeting the EPA recycling objectives, the 

recycled water will provide the opportunity to significantly improve productivity of agricultural 

activities at Dutson Downs.

This project is expected to be completed in 2014/15.

table 5.12: sale/Fulham irrigation infrastructure ($ Jan 13 – millions)

planned expenditure details: $1.3m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.25 0.10 Nil Nil Nil Nil

moe Water treatment plant upgrade 

The works at the Moe Water Treatment Plant will upgrade electrical and chemical control systems 

to improve safety and increase capacity to meet the growing needs of the existing towns that the 

water treatment plant supplies.

This upgrade will be timed to coincide with stage two of the Warragul-Moe Interconnect project 

(which is planned to be completed by June 2018), and will ensure the additional demands from 

the interconnection can be met.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project increase from $2.9M to $3.2M with completion 

now delayed until 2018/19.

table 5.13: moe Water treatment plant upgrade ($ Jan 13 – millions)

planned expenditure details: $0.2m during period

year 13/14 14/15 15/16 16/17 17/18 out years

Nil Nil Nil 0.21 Nil 2.96

other comments:
Was $2.9M in second regulatory period, completion now planned for 2018/19
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5.5 SMALL TOWN CAPITAL PROJECTS
Some additional capital projects, while less significant in terms of the level of expenditure are 

equally significant to small local communities. Two examples of these projects are outlined below. 

trafalgar Waste - middle road sewer pump station

Trafalgar’s main pump station will receive an upgrade to reduce the risk of wastewater overflows 

during times of high rainfall. This project will see an increase in the size of the wet well at the 

pump station site, which will also service the projected future growth of the town.

This project is expected to be completed in 2013/14.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project decrease from $1.3M to $0.6M during the third 

regulatory period following the completion of investigations to prove the viability of upgrading  

the pump station instead of replacing it.

table 5.14: trafalgar Waste - middle road sewer pump station ($ Jan 13 – millions)

planned expenditure details: $0.6m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.56 Nil Nil Nil Nil Nil

yarragon Waste - Factory road sewer pump station

This sewer pump station upgrade will reduce the risk of wastewater overflows and improve  

the capacity of the pump station servicing Yarragon. The upgrade works will involve raising  

the ground level infrastructure to above flood level to prevent the ingress of flood water during 

heavy rainfall periods.

This project is expected to be completed in 2013/14.

A review undertaken on this project since the release of the draft Water Plan 3 proposal has seen 

the scope change from the compete upgrade of the civil, mechanical and electrical infrastructure 

after it was identified that the stormwater inflow was a major component of the peak flows and 

that methods to effectively control this were available. The estimate for this project has decreased 

from $1.6M to $0.4M during the third regulatory period.

table 5.15: yarragon Waste - Factory road sewer pump station ($ Jan 13 – millions)

planned expenditure details: $0.4m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.35 Nil Nil Nil Nil Nil

section 5 – capital expenditure
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5.6 SIGNIFICANT CAPITAL PROGRAMS
Gippsland Water has a range of capital programs in place to ensure the long-term integrity of 

the water and wastewater infrastructure servicing central Gippsland. Gippsland Water provided 

information in relation to eight of the corporation’s most significant capital programs in the draft 

Water Plan 3 proposal. These programs remain in the Gippsland Water capital plan for the third 

regulatory period. The descriptions below include details such as the drivers of each program and 

the outcomes that will be delivered. A table for each program details the cost of the program for 

each year of the period.

shared assets - Wastewater

Gippsland Water supports future development in the region by investing in major new wastewater 

infrastructure when it is required. Large infrastructure assets that will be utilised by more than one 

existing or new development are called ‘shared assets’.

The central Gippsland region is experiencing high levels of growth, especially in the towns of 

Warragul, Drouin and Traralgon. Catering for this growth requires a significant investment in 

shared assets.

When a developer requests connection to Gippsland Water’s water and wastewater networks, 

Gippsland Water and the developer work together to provide the required works to service both 

the development itself, and the larger catchment area.

Gippsland Water provides major treatment plants, headworks and outfall; and shared assets that 

have sufficient capacity to meet future demand taking into account a long term planning horizon. 

Developers provide the reticulation assets that are required to service their development and 

connect to Gippsland Water’s network.

The cost estimates for this program are based on the works expected to be required. This is an 

ongoing program, and expenditure will occur across all years of the period.

A cost estimate review undertaken on this project since the release of the draft Water Plan 3 

proposal has seen the estimate for this project increase from $11.4M to $11.7M during the third 

regulatory period.

table 5.16: shared assets – Wastewater ($ Jan 13 – millions)

planned expenditure details: $11.7m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.89 3.15 1.80 2.53 2.32 Ongoing

regional outfall system (ros) renewal program

The Regional Outfall System (ROS) (formerly known as the Regional Outfall Sewer) was constructed 

in the 1950s and has been in operation in excess of 60 years. The ROS consists of 46 km of 

pre stressed concrete pipe and 40 km of unlined earthen channel. The ROS is the main outfall 

infrastructure for a large part of central Gippsland, including the townships of Traralgon, Morwell 

(part), Rosedale, Churchill, Yinnar, Boolarra, Sale, Wurruk, Fulham, Glengarry and Toongabbie, and 

major industries which include Australian Paper and National Foods.
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The GWF project was undertaken to eliminate raw and untreated urban sewage and untreated 

industrial trade waste from the sewer to prevent odours and prolong the serviceable life of the 

ROS asset. In particular, the pre-stressed concrete pipeline, creek crossings, culverts, syphons 

and other associated structures along the ROS.

In recent years, an increasing number of failures of these structures have manifested as these 

components reach the end of their serviceable life. Condition monitoring as a consequence of 

these failures has indicated a number of other critical points that are close to, or exhibiting signs 

of, risk of major failure along the ROS.

Ongoing preventative upgrades of this asset will be required in order to extend the serviceable  

life of the ROS. The ROS is a critical asset requiring a high level of reliability, because it is the  

only disposal route for treated wastewater for the above towns and industries.

The expenditure program outlined in this plan is for selective ongoing upgrade of ageing sections 

of concrete pipeline, creek crossings, culverts, syphons and other associated structures along the 

ROS that are reaching the end of their serviceable life.

This is an ongoing program, and expenditure each year is prioritised to meet items identified in 

condition reports and risk assessment as presenting an unacceptable risk to the service reliability 

of the ROS.

table 5.17: regional outfall system renewal program ($ Jan 13 – millions)

planned expenditure details: $9.7m during period

year 13/14 14/15 15/16 16/17 17/18 out years

2.44 2.10 2.70 1.37 1.13 Nil

scada asset upgrade program

SCADA generally refers to industrial control systems: computer systems that monitor and control 

industrial, infrastructure, or facility-based processes.

Gippsland Water has approximately 360 sites on its SCADA system. These sites vary from major 

treatment facilities to small flow and pressure monitoring sites. This program will address an 

ongoing lifecycle replacement activity for all SCADA equipment, namely programmable logic 

controllers, remote terminal units and radios. The main focus is to address equipment that has 

reached ‘end of life’. The program will also address the following areas:

•	 meet necessary SCADA requirements for plant upgrades and new projects to be undertaken 

in the period;

•	 address the need to improve the SCADA and telemetry security as the older equipment was 

not designed by vendors with security in mind; and

•	 introduce uniform equipment across the region.

The cost estimates for this program are based on the works expected to be required. This is an 

ongoing program, and expenditure will occur across all years of the period.

section 5 – capital expenditure
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table 5.18: scada asset upgrade program ($ Jan 13 – millions)

planned expenditure details: $7.4m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.51 1.44 1.56 1.47 1.37 Ongoing

Water reticulation system renewals program

Gippsland Water has more than 2,000 kilometres of water reticulation pipes. The age and condition 

of this pipe network varies considerably, with most pipes over 70 years old already replaced.

The useful lives of individual pipelines are dramatically reduced during prolonged drought, especially 

in expansive clay soils. Most of Gippsland Water’s reticulation pipelines are in clay soils, with some 

areas being highly expansive. The expansive clay soils shrink during droughts and expand in the 

wet periods, putting bending stresses on the pipes which often results in failure of the older pipes.

Gippsland Water’s pipe analysis includes recording and tracking every water pipe leak and main 

break. A risk based assessment is undertaken every year.

From this analysis, a long-term rolling renewal program is developed to ensure that water pipes 

are in good working order and that levels of service can be maintained.

The cost estimates for this program are based on historical costs for similar upgrades and 

replacements that have occurred in previous periods. This is an ongoing program, and 

expenditure will occur across all years of the period.

table 5.19: Water reticulation system renewals program ($ Jan 13 – millions)

planned expenditure details: $6.1m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.02 1.02 1.02 1.52 1.52 Ongoing

Water treatment plant enhancements

Gippsland Water has 17 water treatment plants and approximately 30 remote disinfection sites 

across the region. Minor capital works will be undertaken across the sites and plants to enhance 

their effectiveness in delivering potable water to our customers while ensuring adherence to the 

SDWA, Safe Drinking Water Regulations and risk management plans.

Gippsland Water’s site improvement plan process is designed to identify and prioritise 

improvement works which are required for each individual site within the next regulatory  

period. Site Improvement works are identified through the following annual programs:

•	 filter inspection/refurbishment; and

•	 basin inspection and cleaning;

As well as minor capital renewals associated with:

•	 instrument upgrade and replacements;

•	 chemical dosing systems; and

•	 upgrade of plant infrastructure to comply with standards; and minor capital upgrades, 

renewals and repairs associated with maintenance of water treatment and disinfection sites.
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The cost estimates for this program are based on historical costs for similar upgrade/

replacements that have occurred in previous periods. This is an ongoing program, and 

expenditure will occur across all years of the period.

table 5.20: Water treatment plant enhancements ($ Jan 13 – millions)

planned expenditure details: $5.7m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.04 1.09 1.09 1.25 1.25 Ongoing

Wastewater reticulation system renewals program

Gippsland Water has approximately 1,500 kilometres of reticulation wastewater pipes. The 

wastewater pipe network is of variable age and condition and Gippsland Water faces a constant 

challenge to keep pace with increases in the volume of wastewater being collected and treated.

Invasion of tree roots, ground conditions, construction activity and drought can all cause pipes  

to crack and/or break.

A comprehensive monitoring program of the installed wastewater reticulation system is in place. 

This program determines the condition and remaining service life of the installed pipework. 

A long-term program for replacement of poor condition pipework is developed and updated 

annually, to ensure that levels of service can be maintained.

This annual expenditure reduces the potential risk of sewer spills and loss of service to 

customers. Closed circuit television (CCTV) inspection is undertaken by Gippsland Water.  

CCTV footage is used to assist with the identification of cost efficient ways to extend the  

life of the wastewater system.

The final annual wastewater rehabilitation/renewal program is only determined following 

completion of detailed CCTV inspection of identified pipelines.

The cost estimates for this program are based on historical costs for similar upgrade/

replacements that have occurred in previous periods. This is an ongoing program, and 

expenditure will occur across all years of the period.

table 5.21: Wastewater reticulation system renewals program ($ Jan 13 – millions)

planned expenditure details: $5.1m during period

year 13/14 14/15 15/16 16/17 17/18 out years

1.02 1.02 1.02 1.02 1.02 Ongoing

GWF membrane replacement Works

The GWF is a wastewater treatment facility that treats domestic and industrial wastewater and 

transfers it from Maryvale to Dutson Downs. It uses a range of treatment methods including 

anaerobic digestion, ultra-filtration and reverse osmosis treatment processes.

Recycled domestic wastewater treated to class ‘A’ standard can be reused by the Australian 

Paper Maryvale plant.

section 5 – capital expenditure
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To ensure the wastewater continues to be treated to an acceptable standard, approximately  

20% of the membranes need to be replaced annually at an estimated cost of $1M. This  

program represents ongoing expenditure.

table 5.22: GWF membrane replacement Works ($ Jan 13 – millions)

planned expenditure details: $5m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.94 1.09 0.99 0.99 0.99 Ongoing

GWF minor improvement Works

Gippsland Water will also complete a number of minor improvement works at the GWF, with  

an estimated $1M allocated annually to complete these works. This program represents  

ongoing expenditure.

table 5.23: GWF minor improvement Works ($ Jan 13 – millions)

planned expenditure details: $5m during period

year 13/14 14/15 15/16 16/17 17/18 out years

0.94 1.09 0.99 0.99 0.99 Ongoing

5.7 PRUDENT AND EFFECTIVE LEVELS OF  
CAPITAL EXPENDITURE
The difficulties in developing a capital expenditure program for a five year period, with an end date 

some six years distant are significant. Gippsland Water identified several key issues that required 

resolution during the development of the capital expenditure plan to ensure that proposals put 

forward in this Water Plan for the third regulatory period were both prudent and efficient.

The key issues identified were:

•	 understanding the cost drivers that require capital expenditure to be undertaken;

•	 the need for risk assessment and prioritisation of projects to develop a priority listing of 

projects; and

•	 estimate accuracy for works over $2M included in this plan for the third regulatory period.

Gippsland Water’s approach to these issues is outlined in more detail in Appendix 5 of this plan.

Capital expenditure can also been identified by cost driver. Figure 5.1 below depicts net capital 

expenditure for the third regulatory period by year and cost driver.
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Figure 5.1: net capital expenditure By cost driver

Both the Loch Sport Sewerage Scheme and Coongulla/Glenmaggie Sewerage Scheme, together 

with a range of smaller water and wastewater projects are classified as ‘compliance’ expenditure 

in figure 5.1. In contrast, the Warragul - Moe Water Supply Interconnect - Stage 2 is the largest 

expenditure classified as ‘growth’. Similarly, the Sale Water Treatment Plant Upgrade and the 

SCADA Asset Upgrade Program are the largest expenditures classified as ‘service improvement’.

5.8 LEVEL OF ESTIMATE ACCURACY
At any point in time, Gippsland Water has a range of capital projects and programs at various 

stages between concept and completion. Cost estimates in the early stages such as functional 

design can vary significantly with proposed final costs after a detailed design has been 

completed. In this Plan, Gippsland Water has elected to present capital project costs on the 

following basis:

•	 all major projects that have passed the tender stage are recorded at current estimated cost 

(assumed P95 level of confidence);

•	 all major projects above $2M that have not passed the tender stage have been reviewed in a 

risk workshop and have been recorded at the estimated cost derived from the work (assumed 

P50 level of confidence);

•	 all minor projects that have not passed the tender stage are record at current estimated cost 

(assumed P50 level of confidence); and

•	 all capital programs are recorded at current estimated cost (assumed P95 level of confidence).

This is a deviation from the ESC’s request that all overall capital expenditure amounts proposed 

in Water Plans be based on P50 cost assumptions. Gippsland Water will provide information from 

the risk workshops conducted to support major project estimates during the ESC’s review of 

Gippsland Water’s capital proposal. 

As noted above, Gippsland Water’s approach to this issue is outlined in more detail in Appendix 5 

of this Plan.
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seCtion 6

Statistical analysis, 
including the 
determination of mean, 
median and weighted 
moving averages has 
been undertaken for all 
the region’s large towns.
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6.1 DEMAND FORECASTS
Of all the tasks to be undertaken to bring a Water Plan together, no issue is perhaps more difficult 

than the task of determining demand forecasts. These forecasts underpin the calculation of future 

revenues, and thus directly impact on any proposed tariff movements during the third regulatory 

period. In this plan, Gippsland Water must set out forecasts for the range of services that it 

provides. Forecasts must be prudent and reasonable, and take into account relevant sources  

of reference.

This includes forecasting the levels of growth that will occur across Gippsland Water’s customer 

base over the next six years in relation to water supply services, including:

•	 Residential water connections

•	 Non-residential water connections

•	 Fire service connections

•	 Residential water consumption

•	 Non-residential water consumption

•	 Major customer water consumption

This also includes forecasting the levels of growth that will occur across Gippsland Water’s 

customer base over the next six years in relation to wastewater and trade waste services, including:

•	 Residential wastewater connections

•	 Non-residential wastewater connections

•	 Non-residential wastewater volumes 

•	 Major customer wastewater volumes

•	 Trade waste connections

Sources of reference for this forecasting task are limited to:

•	 previous growth history captured by Gippsland Water;

•	 trend analysis conducted by Gippsland Water;

•	 longer term WSDS projections determined by Gippsland Water;

•	 local council planning information relevant to land supply availability and expected growth 

rates; and

•	 ‘Victoria in Future’ statistical analysis released by the Department of Planning and Community 

Development (DPCD).

section 6 – demand
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‘victoria in Future’ Forecasts

DPCD update and release ‘Victoria in Future’ projections from time to time. During the period in 

which Gippsland Water undertook the bulk of its analysis in relation to demand forecasts, Victoria 

in Future 2008 projections, and an update to these projections were the latest data available for 

comparative purposes.

In April 2012, DPCD released Victoria in Future 2012 projections covering the period 2011  

to 2051 for Victoria, metropolitan Melbourne and the whole of regional Victoria. Projections  

for smaller geographical areas (Statistical Local Areas (SLA), Local Government Areas and 

Regional Statistical Divisions) cover the period 2011 to 2031. Gippsland Water has not noted  

any significant changes in the Victoria in Future 2012 projections that would impact on either  

the methodology or the forecasts outlined below. 

Gippsland Water also notes that while external sources of reference like ‘Victoria in Future’ can be 

used as a guide, the detail they provide can lack relevance to the forecasting task. To put this into 

perspective, the DPCD ‘Victoria in Future’ projections are based on ‘SLAs’ and ‘local government 

areas’, rather than the town by town basis that Gippsland Water has adopted for forecasting.  

An example provides some clarity around this concern. Reference to the latest Victoria in  

Future 2012 data shows that in the Baw Baw (Part B west) SLA, dwellings are expected to:

•	 grow by 3.1% in the period from 2011 to 2016; and

•	 grow by 2.9% in the period 2016 to 2021.

Contrast this to Gippsland Water’s historical data for Drouin (within the Baw Baw SLA), which 

indicates that over the past four years, including 2011/12, connections in Drouin grew by an 

average of 7% per annum.

As DPCD themselves point out, the Victoria in Future 2012 population projections are not 

predictions of the future, nor are they targets. They analyse changing economic and social 

structures and other drivers of demographic trends to indicate possible future populations  

if the present identified demographic and social trends continue.

In the development of demand forecasts for the third regulatory period, Gippsland Water has 

undertaken an internal review of expected growth rates for all local regional towns, adopting growth 

rates that reflect local knowledge of proposed developments rather than adopting a ‘one-size-fits-

all’ approach. Identifying growth by town provides robustness with respect to demand forecasts.

levels of water restrictions expected during the third regulatory period

Any water consumption forecasts for the third regulatory period need to be made with a clear 

understanding of the expected levels of water restrictions that will apply during the regulatory 

period. Gippsland Water’s forecasts have been based on the premise that water restrictions will 

not be required during the period. Permanent Water Saving Rules are expected to apply for the 

duration of the third regulatory period. 
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6.2 PROPERTY CONNECTIONS FORECASTS

6.2.1 Water connections - residential

Gippsland Water has adopted two different methodologies for identifying connections growth 

by town. Statistical analysis, including the determination of mean, median and weighted moving 

averages has been undertaken for all the region’s large towns. This information has been 

compared with historical growth rates, as well as current local council information (forecast 

growth and land supply availability). ‘Victoria in Future’ forecasts from the DPCD have also 

been reviewed to test the validity of the data. As a result of this analysis, Gippsland Water has 

adopted mean growth rates as the basis of large town growth in this plan. In contrast, the region’s 

numerous smaller towns account for less than 12% of forecast connections growth. As such, 

recent growth for each smaller town has been annualised for use in this plan. 

The large towns selected by Gippsland Water for more detailed analysis were chosen because 

trend analysis results indicated high growth in connections (more than 24 connections a year);  

or relatively larger town size (over 1000 connections). The towns selected were:

•	 Churchill

•	 Drouin

•	 Maffra

•	 Moe

•	 Morwell

•	 Newborough

•	 Sale

•	 Trafalgar

•	 Traralgon

•	 Warragul

•	 Yarragon

A variety of approaches can be used to determine the connections forecasts for the third 

regulatory period. Due to a relatively small sample size and volatility, Gippsland Water employed 

several different methods including statistical forecasting techniques. Presenting a connections 

growth based on statistical methods provided for verification of ‘Victoria in Future’ and council 

forecasts and an understanding of the possible range of future connections growth for the 

identified major towns. The approaches were:

•	 annualised median monthly growth from January 2010 to June 2012;

•	 annualised mean monthly growth from January 2010 to June 2012;

•	 Victoria In Future 2008 Forecast;

•	 revised Victoria In Future 2008 Forecast;

•	 council forecast (or five year average growth produced by the local councils when there  

is no forecast available);

•	 weighted moving average – different weights used for different towns based on the lowest 

mean absolute deviation (MAD); and

•	 exponential smoothing – different alpha values used for different towns based on the  

lowest MAD.

Figure 6.1 outlines this analysis for Drouin. Drouin is a major service town, located in West 

Gippsland and due to its close proximity to Melbourne and recent new developments; Drouin  

has been a growth ‘hotspot’ and has grown significantly in recent years.

section 6 – demand
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Figure 6.1: residential Water connections – drouin

It is interesting to note that revised Victoria in Future 2008 figures are slightly higher than the 

earlier Victoria in Future forecast for Drouin, indicating a higher growth than what was previously 

expected by the planning bodies.

Having completed this analysis for each of the towns noted above, Gippsland Water has elected 

to base all large town connections forecasts on mean growth rates. Mean growth rates reflected  

a good balance between recent high levels of connection growth, and longer term average growth 

in central Gippsland. Median growth rates were seen as too conservative at this stage to be 

adopted. Using mean growth rates, Warragul and Drouin are forecast to experience the highest 

number of new connections in residential water properties, with forecasts for average growth of 

2.9% and 5.4% per annum respectively. Growth in Drouin in particular has been exceptionally 

strong, and connections are expected to continue to grow at similar rates during the forecast 

period. Growth in Traralgon is forecast at an average of 1.7% per annum in this plan, while  

growth in Sale is forecast at an average of 1.2% per annum. 

Total average annual growth in residential water connections across the region is forecast at 

1.83% per annum in this plan. This equates to 1,075 new residential connections per annum,  

and compares favourably with historical average connections growth outlined in Table 6.1.  

In fact, short term averages are well in excess of the average growth of 1,075 connections 

per annum used in this plan. Table 6.2 details the growth by town that makes up the 1,075 

connections per annum, while Table 6.3 discloses total connections on a year by year basis.
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table 6.1: average annual residential Water connections Growth rates (to June 2011)

period Growth rate (no’s) Growth rate

Last two years (2009/10 to 2010/11) 1,209 2.2%

Last three years (2008/09 to 2010/11) 1,232 2.3%

Last four years (2007/08 to 2010/11) 1,044 1.9%

Last five years (2006/07 to 2010/11) 1,062 2.0%

table 6.2: average annual residential Water connections Growth By town -third 
regulatory period

town Growth (no’s.) town Growth (no’s.)

Churchill 25 Drouin 254

Maffra 19 Moe 33

Morwell 51 Newborough 35

Sale 82 Trafalgar 40

Traralgon 202 Warragul 178

Yarragon 34 Small towns 122

table 6.3: total residential Water connections - third regulatory period

period total connections

Forecast to June 2013 59,721

Forecast to June 2014 60,796

Forecast to June 2015 61,871

Forecast to June 2016 62,946

Forecast to June 2017 64,021

Forecast to June 2018 65,096

6.2.2 changes in residential connections Forecasts from draft Water  
plan 3 proposal

Since releasing the draft Water Plan 3 proposal, Gippsland Water has updated its connections 

growth modelling to include actuals to the end of June 2012. This additional six months of  

actual data has demonstrated a significant slowdown in residential connections growth since 

January 2012. 

Gippsland Water has chosen not to adjust future forecasts, from July 2012 onward, downward at 

this stage. The starting position from July 2012 has however been revised down to reflect actual 

connections. Gippsland Water will continue to monitor actual growth and may elect to revise 

connections forecasts during the lead up to the ESC’s Draft Decision and Final Decision, should 

the slowdown continue deep into 2012/13.

section 6 – demand
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6.2.3 Water connections – non-residential

New connections for non-residential water properties are forecast to grow marginally during the 

period. Most notably, non-residential connections continue to grow at rates that are significantly 

below observed residential growth rates. Gippsland Water has estimated average annual growth 

in non-residential water property connections of 0.37% per annum. 

Non-residential property growth has been forecast only for the major towns of Traralgon, 

Warragul, Sale and Moe. Warragul and Traralgon growth is forecast at 0.8% per annum, while 

growth in Sale and Moe has been set at less than 0.5% per annum. In total, 21 new non-

residential properties are forecast annually.

table 6.4: total non-residential Water connections – third regulatory period

period total connections

Forecast to June 2013 5,736

Forecast to June 2014 5,757

Forecast to June 2015 5,778

Forecast to June 2016 5,799

Forecast to June 2017 5,820

Forecast to June 2018 5,841

6.2.4 Wastewater connections – residential and non-residential

Growth in wastewater connections is expected to be proportional to new water connections 

outlined above. Estimated average growth in residential wastewater property connections is 2.0% 

per annum. Mirroring the growth in water connections, the highest growth is expected to occur in 

the Drouin, Warragul, Traralgon and Sale areas.

The connection of new properties in the townships of Coongulla, Glenmaggie and Loch Sport,  

as part of the CTWSS Program, is planned to occur within the plan period. This Plan includes  

the connections for Coongulla, Glenmaggie and Loch Sport, as outlined in Table 6.5.

table 6.5: total residential Wastewater connections – third regulatory period

period total connections comment

Forecast to June 2013 51,500

Forecast to June 2014 52,839 Includes 300 - Coongulla/
Glenmaggie

Forecast to June 2015 53,888

Forecast to June 2016 56,177 Includes 1250 - Loch Sport

Forecast to June 2017 57,466 Includes 250 - Loch Sport

Forecast to June 2018 58,595 Includes 90 - Loch Sport
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New connections in non-residential wastewater properties are expected to be significantly less 

than residential growth during the plan period. Gippsland Water has estimated average growth  

in non- residential wastewater property connections of 0.42%.

table 6.6: total non-residential Wastewater connections – third regulatory period

period total connections

Forecast to June 2013 4,977

Forecast to June 2014 4,998

Forecast to June 2015 5,019

Forecast to June 2016 5,040

Forecast to June 2017 5,061

Forecast to June 2018 5,082

Since releasing the draft Water Plan 3 proposal, Gippsland Water has updated its wastewater 

connections growth modelling to include actuals to the end of June 2012. This additional six 

months of actual data has demonstrated a significant slowdown in residential connections  

growth since January 2012. 

Gippsland Water has chosen not to adjust future forecasts, from July 2012 onward, down at this 

stage. The starting position from July 2012 has been revised down to reflect actual connections. 

Gippsland Water will continue to monitor actual growth and may elect to revise connections 

forecasts during the lead up to the ESC’s Draft Decision and Final Decision, should the slowdown 

continue deep into 2012/13.

6.3 WATER CONSUMPTION FORECASTS

6.3.1 actual and Forecast demand – residential

For the third regulatory period, Gippsland Water is required to develop residential consumption 

forecasts for the period to June 2018. This task is set against a backdrop of some of the 

most volatile consumption patterns seen in many years in the central Gippsland region. The 

methodology behind Gippsland Water’s selection of a residential consumption forecast for the 

third regulatory period is set out below.

a) volatility of historical residential consumption since July 2004

The following figure depicts average residential consumption per connection since 2004/05. It 

also includes a logarithmic trend line indicating likely future consumption levels, given this pattern 

of actual and forecast usage over the eight year period.
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Figure 6.2: Historical residential usage 

The trend line implies that consumption will continue to fall, albeit at a reduced rate, during the 

third regulatory period. Analysis of the trend line indicates future predictions from 168 kilolitre (kL) 

(2012/13) to 157 kL (2017/18).

b) Historical residential consumption – significant events since July 2004

The figure above however, does not tell the full story. There are several reasons why historical 

usage in the region may not be the most accurate guide to future usage. From a Gippsland Water 

perspective, several events have had a significant impact on water consumption over this period. 

As such, these events have the propensity to distort future usage depicted in the trend line above. 

These events include:

•	 2006/07 year – stage 3 water restrictions in place across most regions (January – June 2007), 

reduced water consumption across all major towns;

•	 2007/08 year – stage 3 water restrictions in place across most regions (until August 2007), 

combined with stronger rainfall reduced water consumption across all major towns. No post 

restriction bounce back in water consumption evident;

•	 2008/09 year – significant bushfire threats across large areas of Gippsland Water’s region 

increased consumption dramatically in February 2009;

•	 2008/09 and 2009/10 – significant increases in the cost of water (30% and 28% respectively), 

reduced consumption (elasticity effect). Alternatively, could the reduction be attributed to the 

effects of a return to more average annual rainfall across the region? Perhaps a combination 

of the two is most likely;

•	 2010/11 year – recorded rainfall some 30-40% higher than the eight year average in 

the Latrobe Valley and Warragul areas results in the lowest average annual residential 

consumption figure recorded by Gippsland Water. A reduction of 24% from the consumption 

level of 2005/06; and

•	 2011/12 year – recorded rainfall some 30-50% higher than the eight year average in the 

Latrobe Valley, Warragul and Sale areas results in the second lowest average annual 

residential consumption figure recorded by Gippsland Water. 
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c) amending historical residential consumption to develop a new forecast trend line

Given the events outlined above and the potential for distortion of future trends, how should 

Gippsland Water project future average residential consumption?

Any amendment to actual recorded usage is a subjective process, with obvious limitations.  

On the other hand, a reasonable approach would provide a second trend line to compare with  

the initial ‘actual usage’ trend line. More importantly, when combined, the two trend lines may 

provide a range within which Gippsland Water could expect future residential consumption 

forecasts to fall. The ‘actual usage’ trend line in figure 6.2 can be used as the lower boundary  

for any future forecast.

Gippsland Water has determined that a reasonable approach would be to assume that if the 

events outlined above had not impacted usage patterns, the corporation would have seen 

consumption from 2008/09 reduce by 2% annually. These revisions to actual consumption  

are highlighted in the amended usage column in Table 6.7 below. 

table 6.7: comparing residential actual usage and amended usage (kl)

year actual usage amended usage

04/05 210 210

05/06 212 212

06/07 202 202

07/08 190 190

08/09 193 186.2

09/10 180 182.5

10/11 162 178.9

11/12 164 175.3

But why set this reduction at 2%, particularly as this is far lower than the 5.9% reduction recorded 

between 2006/07 and 2007/08? Gippsland Water believes that this level of reduction cannot be 

sustained, and was influenced by three significant factors:

•	 water restrictions were still in place until October 2007 across the region;

•	 Gippsland Water customers continued to heed the water saving messages meant for 

metropolitan Melbourne consumers who remained on level 3 restrictions during this period; 

and

•	 rainfall records show a strong increase in the 2007/08 year.

While Gippsland Water can claim no direct correlation between the 2% reduction proposed and 

any water price elasticity research during the Water Plan 2 process, consultants appointed by 

the ESC (PriceWaterhouseCoopers, 2008) indicated that water price elasticity (combined indoor/

outdoor) of 0.7% was reasonable for a 10% price increase. Gippsland Water’s 30% and 28% 

water tariff price increases in 2008/09 and 2009/10 equate to a circa 2% reduction per annum on 

that basis. In addition, Gippsland Water’s 8% water tariff price increases in 2010/11 and 2011/12 

equate to a circa 1% reduction.
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In determining a 2% reduction (for all years) is a reasonable approach, it should also be noted that 

Gippsland Water’s customers have also embraced water saving initiatives. While Gippsland Water 

is not in a position to quantify the impact of water efficiency as consumers moved towards water 

efficient appliances, or other issues such as expected reductions in average household size, these 

issues will also have influenced actual consumption during the period.

d) replotting amended historical residential consumption to develop a new forecast trend line

Figure 6.3 below depicts both the real usage and the ‘amended usage’ shown in Table 6.7. A 

trend line for the amended historical forecast has also been determined. As discussed above,  

this new trend line can be used as the upper boundary for any future forecast.

Figure 6.3: Historical residential usage and amended usage

e) deriving the upper and lower boundaries for final Water plan 3 proposal forecasts

When the derived trend lines are combined, they provide an upper and lower boundary, providing 

some guidance around the potential range in which forecasts should fall moving forward. These 

boundaries can be plotted and compared to proposed forecasts for the third regulatory period by 

Gippsland Water. The trend lines are represented by the values outlined in Table 6.8.
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table 6.8: upper and lower Boundaries (kl)

year
actual usage 

Boundary
amended usage 

Boundary

lower upper range

12/13 168 175.5 7.5

13/14 165.5 173.5 8

14/15 163.2 171.7 8.5

15/16 161 170.1 9.1

16/17 159.1 168.6 9.5

17/18 157.4 167.3 9.9

f) plotting upper and lower boundaries with historical actual usage

The upper and lower boundaries have been plotted together with historical actual usage  

volumes since 2004/05 to provide a guide as to how realistic the boundaries are in relation  

to prior consumption. 

In this instance the boundaries appear reasonable, as demonstrated in figure 6.4 below. The 

boundaries maintain an ongoing reduction in consumption, without reproducing the steep 

declines in consumption seen in the actuals data to the left of figure 6.4.

Figure 6.4: Historical residential usage and upper and lower Boundaries
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g) approaches for establishing final Water plan 3 proposal forecasts for residential usage

A variety of approaches can be used to determine forecasts for the third regulatory period. No 

consideration was given to using mean and median calculations given both the small data sample 

size and the significant volatility evident in the actual historical data. Gippsland Water has chosen 

three different approaches to test against the upper and lower boundaries derived above. The 

three approaches are:

•	 A three year weighted moving average forecast (WMA) based on previous actual consumption;

•	 A three year weighted moving average forecast based on amended consumption; 

 – In both cases the weighting moving average has been skewed toward the most current 

period (60%) while years two and three each attract a 20% weighting. This skewing has 

been selected on the basis that it produces the lowest MAD; and

•	 A forecast based on an annual % reduction from current amended consumption;

 – In this case a 2% reduction per annum across the third regulatory period, to match 

the assumption used to derive the upper boundary was considered excessive, given 

Gippsland Water expects any real increases in water tariffs during the third regulatory 

period to be minor in nature.

 – As such a 1% reduction per annum across the third regulatory period has been adopted 

initially. While Gippsland Water could argue that this ongoing 1% reduction comprises  

part ‘water efficiency gains’ and part ‘water price elasticity’, there is no definitive basis  

for making any such assertion.

Forecasts for the third regulatory period have been determined for each of the three approaches 

outlined above. These forecasts are outlined in table 6.9.

table 6.9: potential Forecasts For residential consumption (kl)

year
Wma Forecast on 

actual usage
Wma Forecast on 
amended usage

1% annual reduction 
in amended usage

12/13 166.8 177.5 173.5

13/14 165.3 177.3 171.8

14/15 165.3 176.9 170.1

15/16 165.6 177.1 168.4

16/17 165.5 177.1 166.7

17/18 165.5 177.1 165.0

These forecasts have then been compared with the upper and lower boundaries to determine 

which, if any forecasts, most closely fit within the boundaries identified. The figure below outlines 

the three forecasts, and includes historical actual usage, to allow a comparison with previous 

levels of consumption. 
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Figure 6.5: potential Forecasts and Boundaries - With actuals

Figure 6.6 eliminates the historical actuals data and focuses on the three forecast approaches and 

how each forecast fits within the upper and lower boundaries. 

Figure 6.6: potential residential Forecasts and Boundaries - Without actuals

What is clear from figure 6.6 is that the three year weighted moving average forecast based 

on previous actual consumption starts below the lower boundary, and during the period (from 

2014/15 onward) it moves inside the upper boundary.
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The three year weighted moving average forecast based on previous amended consumption does 

not commence the forecast period within the upper boundary, let alone make any advance on the 

upper boundary during the forecast period.

In summary, both forecasts based on weighted moving averages tend to be more ‘straight line’ in 

nature, with very small ranges between minimum and maximum values over the forecast period.

Of the three approaches tested, only the forecast based on an annual 1% reduction from current 

amended consumption both commences within the upper and lower boundaries, and remains 

within these boundaries for the entire forecast period.

The forecast based on an annual 1% reduction from current amended consumption also has a 

number of additional attributes worth noting, namely:

•	 the forecast remains closely aligned with the upper boundary for each year of the forecast 

period; and

•	 in the third regulatory period, the annual forecast value never reaches the current record 

annual low consumption record of 162 kL per annum.

h) alternative annual reductions for ‘best fit’ with upper and lower boundaries

Having determined that the forecast based on amended consumption, with an annual 1% 

reduction best fits within the upper and lower boundaries, two other considerations remain:

•	 what annual percentage movements are ‘best fit’ at the upper and lower boundaries; and

•	 which annual percentage movement should Gippsland Water base third regulatory period 

forecasts upon?

The following figure displays the lines of ‘best fit’ for the upper and lower boundaries, as well as 

the original 1% per annum reduction forecast. By deduction, an annual 0.85% reduction has a 

strong correlation with the upper boundary. Given the high starting point, no percentage reduction 

strongly correlates with the lower boundary. A reduction of 1.5% per annum delivers the forecast 

closest to the lower boundary at the end of the third regulatory period.
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Figure 6.7: lines of ‘Best Fit’

The actual values determined by deduction for each forecast are outlined in the table opposite.

table 6.10: ‘Best Fit’ potential residential Forecasts and Boundaries (kl) 

year

0.5% annual 
reduction in 

amended usage

0.85% annual 
reduction in 

amended usage

1% annual 
reduction in 

amended usage

1.5% annual 
reduction in 

amended usage

12/13 174.4 173.8 173.5 172.7

13/14 173.6 172.3 171.8 170.1

14/15 172.7 170.9 170.1 167.5

15/16 171.8 169.4 168.4 165.0

16/17 171.0 168.0 166.7 162.5

17/18 170.1 166.5 165.0 160.1

i) selecting a forecast for the final Water plan 3 proposal

During the Water Plan 2 ESC review process there was a clear emphasis on reducing the impact 

on the future revenue requirement for the corporation. From a volumetric consumption forecasting 

perspective, this is achieved by selecting the forecast that generates the highest average 

consumption per connection; or in this instance, within the range established by Gippsland Water, 

the forecast that rests as close as possible to the upper boundary.
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As depicted above, that forecast is based on an annual 0.85% reduction from current amended 

consumption. That forecast also has a number of additional attributes worth noting, namely:

•	 in the third regulatory period, the annual forecast value never reaches the current record 

annual low consumption record of 162 kL per annum; and

•	 over the third regulatory period, average consumption sits at 170.2 kL. This is well above the 

recent ‘rain affected’ annual average consumption of 162 kL and 164 kL per annum (table 6.7).

Given the adoption of upper and lower boundaries which represent reasonable forecasts in a 

volatile residential consumption environment, Gippsland Water has elected to formulate final 

Water Plan 3 proposal forecasts on the 0.85% per annum reduction in consumption, which has 

been shown to be the line of ‘best fit’ with the upper boundary.

6.3.2 actual and Forecast demand – non-residential

Gippsland Water is required to develop non-residential consumption forecasts for the period to 

June 2018. Like forecasts for residential consumption, this task is set against a backdrop of some 

of the most volatile consumption patterns seen in many years in the central Gippsland region. 

The methodology behind Gippsland Water’s selection of a non-residential consumption forecast 

for the third regulatory period is set out below. Given Gippsland Water’s process for developing 

non-residential consumption was very similar to the residential consumption above, only major 

variations from the residential consumption process are highlighted below.

a) volatility of historical non-residential consumption since July 2004

The following figure depicts average non-residential consumption per connection since 2004/05. 

It also includes a logarithmic trend line indicating likely future consumption levels, given this 

pattern of actual and forecast usage over the eight year period.

Figure 6.8: Historical non-residential usage
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The trend line implies that consumption will continue to fall, albeit at a reduced rate, during 

the third regulatory period. Analysis of the trend line indicates future predictions from 335 kL 

(2012/13) to 307 kL (2017/18).

b) Historical non-residential consumption – significant events since July 2004

For the same reasons as outlined above for residential consumption, historical usage in the  

region may not be the most accurate guide to future usage.

c) Why does rainfall impact non-residential consumption?

Non-residential consumption includes far more than the local businesses seen in the main streets 

of local towns. A significant proportion of non-residential consumption is derived from rainfall 

impacted customers, including local councils (parks and gardens) and local farmers, where 

farming activities rely on potable water supply to water cattle, sheep and other stock.

d) amending historical non-residential consumption to develop a new forecast trend line

Given the events outlined above and the potential for distortion of future trends, how should 

Gippsland Water project future average non-residential consumption?

Any amendment to actual recorded usage is a subjective process, with obvious limitations. On 

the other hand, a reasonable approach would provide a second trend line to compare with the 

initial ‘actual usage’ trend line. More importantly, when combined, the two trend lines may provide 

a range within which Gippsland Water could expect future non-residential consumption forecasts 

to fall. The ‘actual usage’ trend line in figure 6.8 can be used as the lower boundary for  

any future forecast.

Gippsland Water has determined that a reasonable approach would be to assume that if the 

events outlined above had not impacted usage patterns, the corporation would have seen 

consumption from 2008/09 reduce by 1.81% annually. This value is the median change in 

consumption over the period from 2004/05. These revisions to actual consumption are  

highlighted in the amended usage column in Table 6.11 below. 

table 6.11: comparing non-residential actual usage and amended usage (kl)

year actual usage
amended usage 
(1.81%) median

amended usage 
(average)

04/05 461 461 461

05/06 458 458 458

06/07 391 391 391

07/08 395 395 395

08/09 409 388 377

09/10 375 381 359

10/11 331 374 342

11/12 325 367 326

section 6 – demand
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The table also includes an amended usage column based on the average annual reduction over 

the period. At 4.65%, this average reduction is considered to be outside the bounds of any 

reasonableness test.

Gippsland Water notes that emulating the ‘2% reduction’ approach applied to residential usage 

(based on price elasticity) was not followed for non-residential consumption. The rationale for this 

was simply that the elasticity data referred to was for residential properties, not non-residential 

properties.

To avoid repetition, steps in the process for the non-residential forecast process in relation to:

•	 deriving the upper and lower boundaries for final Water Plan 3 proposal forecasts;

•	 plotting upper and lower boundaries with historical actual usage; and

•	 approaches for establishing final Water Plan 3 proposal forecasts for residential usage

have not been repeated given they are very similar to the process described above for  

residential consumption.

e) alternative annual reductions for ‘best fit’ with upper and lower boundaries

Having determined that the non-residential consumption forecast based on amended 

consumption, with an annual 2% reduction best fits with in the upper and lower boundaries,  

two other considerations remain:

•	 what annual percentage movements are ‘best fit’ at the upper and lower boundaries?; and

•	 which annual percentage movement should Gippsland Water base third regulatory  

forecasts upon?

The following figure displays the lines of ‘best fit’ for the upper and lower boundaries, as well as 

the original 2% per annum reduction forecast. By deduction, an annual 1.5% reduction has a 

strong correlation with the upper boundary. Given the high starting point, no percentage reduction 

strongly correlates with the lower boundary. A reduction of 2.5% per annum delivers the forecast 

closest to the lower boundary at the end of the third regulatory period.
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Figure 6.9: potential non-residential Forecasts and Boundaries - Without actuals

The actual values determined by deduction for each forecast are outlined in the table below.

table 6.12: ‘Best Fit’ potential non-residential Forecasts and Boundaries (kl)

year

1.5% annual 
reduction in 

amended usage
2% annual reduction 

in amended usage

2.5% annual 
reduction in 

amended usage

12/13 361.5 359.7 357.8

13/14 356.1 352.5 348.9

14/15 350.7 345.4 340.2

15/16 345.5 338.5 331.7

16/17 340.3 331.7 323.4

17/18 335.2 325.1 315.3

f) selecting a non-residential forecast for the final Water plan 3 proposal

During the Water Plan 2 ESC review process there was a clear emphasis on reducing the impact 

on the future revenue requirement for the corporation. From a volumetric consumption forecasting 

perspective, this is achieved by selecting the forecast that generates the highest average 

consumption per connection; or in this instance, within the range established by Gippsland Water, 

the forecast that rests as close as possible to the upper boundary. As noted above, that forecast 

is based on an annual 1.5% reduction from current amended consumption. 
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Given the adoption of upper and lower boundaries which represent reasonable forecasts in a 

volatile residential consumption environment, Gippsland Water has elected to formulate final 

Water Plan 3 proposal forecasts on the 1.5% per annum reduction in consumption, which has 

been shown to be the line of ‘best fit’ with the upper boundary.

6.3.3 summary of outcomes – residential and non-residential Forecasts

Table 6.13 below summarises the outcomes used in the final Water Plan 3 proposal for 

connections growth and volumetric consumption, based on the discussion presented above.

table 6.13: summary of residential and non-residential demand outcomes 

Note 1: Total annual consumption is calculated using ‘mid-point’ connections, rather than connections at the end of a period. 

6.4 FIRE SERVICE CONNECTIONS FORECAST
Fire service connections are not expected to grow during the third regulatory period. Table 6.14 

outlines the number of fire connections by type provided by Gippsland Water.

service

third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Water connections

Residential 59,721 60,796 61,871 62,946 64,021 65,096

Non-residential 5,736 5,757 5,778 5,799 5,820 5,841

total 65,457 66,553 67,649 68,745 69,841 70,937

Wastewater connections

Residential 51,500 52,839 53,888 56,177 57,466 58,595

Non-residential 4,977 4,998 5,019 5,040 5,061 5,082

total 56,477 57,837 58,907 61,217 62,527 63,677

Water consumption (average annual)

Residential (kL) 173.8 172.3 170.9 169.4 168 166.5

Non-residential (kL) 361.5 356.1 350.7 345.5 340.3 335.2

Water consumption (total annual)

Residential (kL)1 10,283,448 10,377,570 10,469,349 10,558,817 10,646,009 10,730,955

Non-residential (kL)1 2,069,143 2,044,965 2,021,046 1,997,385 1,973,979 1,950,826

total consumption (kl) 12,352,591 12,422,534 12,490,395 12,556,203 12,619,988 12,681,781
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table 6.14: Fire service connections

size of service current – June 2012 Forecast – June 2018

20mm 148 148

25mm 83 83

32mm 55 55

40mm 39 39

50mm 412 412

75mm 11 11

80mm 504 504

100mm 301 301

150mm 26 26

total connections 1,579 1,579

6.5 MAJOR CUSTOMERS FORECAST
Unique to Gippsland Water is the customer profile that the corporation services. Approximately 

70% of the water supplied and 75% of wastewater collected, is from major customers. In 

contrast, a typical Victorian urban water corporation supplies in excess of 50% of the water 

supplied to residential customers. These major customers are of both state and national 

importance and include a pulp and paper manufacturer, five brown coal fired power stations  

and the oil and gas industry.

Major customer water consumption and wastewater volumes vary widely between the customers 

involved. Some are major contributors to water consumption, while others are major contributors 

to wastewater volumes. Gippsland Water’s major customer forecasts for the third regulatory 

period have been developed on a customer by customer basis.

In July 2011, the Federal Government announced its plan to implement a voluntary Contract 

for Closure Program as part of the Clean Energy Future Package. In Dec 2011, the Federal 

Government confirmed that five power generators across Australia were ‘invited to proceed  

to the negotiation stage’. 

This invitation was extended to three of Gippsland Water’s major customers - International Power 

Hazelwood, Energy Brix Australia and TRUenergy Yallourn. The Federal Government intended 

to enter into any Contracts for Closure by June 2012. While the Federal Government’s preferred 

closure timeframe was from July 2016 to June 2020, proposals for closure prior to July 2016 

were to be considered. In early September 2012, the Federal Government announced that it  

had abandoned the Contract for Closure Program.

Figure 6.10 below details both the historical trend since 2007/08 for major customers’ water 

consumption and Gippsland Water’s forecast for the third regulatory period. Forecast major 

customer water consumption was expected to remain relatively stable during 2012/13, before  

a significant reduction occurred from 2013/14 onward.

section 6 – demand
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Figure 6.10: major customer Water consumption

The significant reduction outlined in major customer water consumption from 2013/14 reflected 

Gippsland Water’s concern that at least one of its major customers would be successful in their 

bid for closure in the short-term, rather than by 2020. 

In late June 2012 the Federal Government announced a $50M bailout package for Energy Brix 

Australia in a bid to maintain briquette supplies for 50 businesses that employ 2,500 people. 

The two-year restructuring package for Energy Brix Australia will allow the company to maintain 

briquette production while regional businesses that rely on its brown coal briquettes make the 

transition to a cleaner fuel source. The bailout package does not provide support for the power 

production component of the company’s operations. As of July 2012, Energy Brix Australia 

downsized operations to 1 boiler and 1 turbine (from 5 turbines) which reduced their overall 

capacity significantly. 

Reductions in water consumption are expected to be significant, and mean Gippsland Water’s 

forecast for 2012/13 is no longer accurate. Despite the abandonment of the Contract for Closure 

Program, Gippsland Water considers that forecasts for the third regulatory period, from 2013/14  

onward remain accurate.

6.6 TRADE WASTE CUSTOMER FORECASTS
Trade waste is any liquid waste generated by an industry, business, trade or manufacturing 

process other than residential waste, which is acceptable for discharge to sewer. Residential 

waste is water from toilets, sinks, showers, basins and washing machines normally discharged 

from households.

Under the Water Act 1989, all non-residential and industrial properties that discharge trade waste 

are required to have a written trade waste agreement. The agreement outlines the conditions 

under which Gippsland Water will consent to the discharge of trade waste to our sewerage 

reticulation systems.
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A trade waste fee is levied on these customers as grease or oil interceptors are not sophisticated 

enough to remove all the pollutants in wastewater. Further treatment is therefore required 

downstream at our wastewater treatment plants. Trade waste fees help pay for this treatment  

and periodic inspections of interceptors.

Gippsland Water has several hundred trade waste customers. In recent years Gippsland Water 

has invested resources to identify those businesses which are not registered as trade waste 

customers. The identification process entails a detailed physical verification of each town within 

the Gippsland Water region that has wastewater services available. Each customer has been 

personally contacted by Gippsland Water’s trade waste officers to ensure compliance.

Trade waste connections are not expected to grow during the third regulatory period. Table 6.15 

outlines the number of trade waste connections serviced by Gippsland Water.

table 6.15: trade Waste connections

size of service current – June 2012 Forecast – June 2018

Total Connections 836 836

6.7 NEW CUSTOMER CONTRIBUTIONS
When land is subdivided, or an existing property is redeveloped, the demand on the water and 

wastewater reticulation systems may increase. Storage capacities and treatment works may have 

to be enlarged to meet this demand. New customer contributions for headworks (water) and 

outfall/disposal (wastewater) recover part of the cost of constructing permanent works such  

as storages, pumping stations, treatment plants, water distribution mains and outfall sewers.

Table 6.16 outlines the new connections forecast in this plan. These connections will form the 

basis of revenue projections for new customer contributions. 

table 6.16: new customer contributions

service connection type

third regulatory period

13/14 14/15 15/16 16/17 17/18

Water Residential 1,075 1,075 1,075 1,075 1,075

Water Non-residential 21 21 21 21 21

Wastewater Residential 1,039 1,039 1,039 1,039 1,039

Wastewater Non-residential 21 21 21 21 21

The new customer contributions outlined above exclude all Coongulla/Glenmaggie and Loch 

Sport Sewerage Scheme connections. Participants in these schemes are not required to pay  

new customer contributions.

Chapter 7 (section 7.6.6) contains a discussion in relation to new customer contributions and 

a new regime which the ESC expects water corporations to adopt. As outlined in chapter 7, 

Gippsland Water has elected to base this final Water Plan 3 proposal on the existing NCC regime. 

Gippsland Water will provide an updated proposal to the ESC by early December 2012, once the 

effects of the new regime have been determined accurately.

section 6 – demand
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seCtion 7

Tariff increases proposed 
in this final Water Plan 3 
proposal are now lower 
than those outlined in 
the draft Water Plan 3 
proposal.
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PerioD, PriCe  
Control anD tariffs

7.1 LENGTH OF REGULATORY PERIOD
The ESC has determined that the minimum regulatory period is five years. Water corporations 

can seek periods in excess of five years, but must sufficiently justify proposals when doing so. 

Gippsland Water is seeking to maintain a regulatory period of five years.

7.2 FORM OF PRICE CONTROL
The ESC has a number of options for approving prices. The ESC can approve a price or revenue 

cap where a specified price path or level of revenue is fixed for the Water Plan period. The form 

of price control provides incentives for water corporations when considering how to implement 

pricing strategy. The types of price control include:

•	 weighted average price caps (or tariff basket);

•	 weighted average revenue (or revenue yield);

•	 individual price caps;

•	 revenue cap; or 

•	 any combination of the above in a hybrid model.

Both the tariff basket and individual price caps provide greater certainty for customers about future 

prices compared to revenue cap approaches which may result in price volatility. A tariff basket or 

individual price caps are relatively simple administratively and provide flexibility for corporations to 

adapt their structures.

Gippsland Water adopted the individual price cap approach to price control for the first and 

second regulatory periods. After comparing the benefits, particularly to customers, of this price cap 

approach to the tariff basket approach, Gippsland Water believes that price caps will again provide 

greater certainty for customers, and has adopted this approach for the third regulatory period. 

Gippsland Water believes that this form of price control meets WIRO requirements because, 

among other things, it:

•	 provides for a sustainable revenue stream to the regulated entity that nonetheless does  

not reflect monopoly rents or inefficient expenditure by the regulated entity;

•	 allows the regulated entity to recover its operational, maintenance and administrative costs, 

expenditure on renewing and rehabilitating existing assets and a rate of return on assets;

•	 provides appropriate incentives and signals to customers about the sustainable use of 

Victoria's water resources by reference to the costs of providing prescribed services;

•	 takes into account the interests of customers of the regulated entity, including low income  

and vulnerable customers;

•	 enables customers or potential customers of the regulated entity to readily understand the 

prices charged by the regulated entity for prescribed services, or the manner in which such 

prices are to be calculated or otherwise determined; and

•	 proposes the same tariff structure proposed for prescribed services as the second  

regulatory period.

section 7 – period, price  
control and tariFFs
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7.3 TARIFF STRUCTURES
The ESC has set out a number of proposed pricing principles (refer Essential Services 

Commission 2011, 2013 Water Price Review – Tariff Issues Paper, July 2011). 

In relation to retail water tariff structures, the ESC proposed that a two part tariff comprising  

a fixed charge and a volumetric component is preferred to recover a water business’s revenue 

requirement from each tariff class. The current Gippsland Water tariff structure for water is  

a two part tariff, comprising a fixed service fee, and a volumetric charge. Gippsland Water  

proposes to continue with this structure in the third regulatory period.

In relation to retail wastewater tariff structures, the ESC proposed that the tariff structure should 

reflect the cost structure, and may comprise a one or two part tariff (all fixed, all volumetric 

or a fixed charge and a volumetric component). The current Gippsland Water tariff structure 

for wastewater comprises a fixed service fee for residential customers, while non-residential 

customers are charged both a fixed service fee and a volumetric charge for wastewater. 

Gippsland Water proposes to continue with this structure in the third regulatory period. 

Indeed, when discussed on a limited number of occasions at recent Water Plan 3 community 

consultation meetings, customers again indicated that there is no simple way to equitably 

introduce a residential volumetric wastewater tariff when meters do not exist to record volumes  

of wastewater released from residential premises.

While Gippsland Water intends to continue with a fixed wastewater tariff for residential customers, 

customer feedback on this issue, specifically that the fixed tariff is too high has been noted. In 

developing this Plan, every effort has been made to reduce the need for future tariff increases. In 

addition, Gippsland Water was able to reduce the real fixed wastewater tariff increase approved 

by the ESC for 2012/13, after introducing a new Quality Based Trade Waste tariff during the 

second regulatory period.

Gippsland Water adopts a uniform tariff across all the towns serviced by treated water and 

wastewater reticulation systems within the region. Reviews undertaken by Gippsland Water 

clearly demonstrate that any approach to move to a non-uniform tariff would have a significant 

impact on customers who rely upon Gippsland Water’s smaller reticulation systems. In these 

instances, the tariffs required to recover operating and capital costs would significantly exceed 

the levels established under a uniform tariff.

7.4 TARIFF CHOICE
During the consideration of issues to take to customers during the draft Water Plan 3 proposal 

consultation period, Gippsland Water elected not to seek customer input in relation to tariff choice. 

Gippsland Water went to considerable lengths during the consultation phase for the second 

regulatory period to consult with customers in relation to issues such as ‘inclining block’ water 

tariffs and the introduction of volumetric wastewater tariffs for residential customers. Neither  

issue was well received during the consultation in 2007. From Gippsland Water’s perspective, 

nothing has changed since to alter those outcomes. 

During customer consultations for the draft Water Plan 3 proposal, perhaps the only issue raised 

by customers from time-to-time was whether a ‘discount’ could be made available for the ‘timely 

payment of water and wastewater bills’. Customers pointed out that in other service sectors such 

as electricity, gas and telecommunications, the providers in many cases provided a discount 

which rewarded prompt payment.
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Gippsland Water indicated to customers that it understood that a discount would reward prompt 

payment. However, unlike private corporations, Gippsland Water does not set out to make 

significant profits, and cannot trade-off some of this profit for prompt payment. In fact, to allow 

a discount to be paid under current arrangements, Gippsland Water would need to estimate the 

total discount to be paid each year, and ensure overall tariff revenue was offset by this amount, 

rather defeating the purpose in the first place and effectively price shifting between customers. 

7.5 CONSULTATION ON PROPOSED PRICE PATHS
During the draft Water Plan 3 consultation process, Gippsland Water sought public feedback on 

two different tariff options. Option one, known as the ‘upfront’ option, required a small ‘CPI plus’ 

increase in 2013/14, followed by ‘CPI only’ increases in the next four years of the third regulatory 

period. Option two, based on an annual increase required a smaller ‘CPI plus’ increase which 

would occur every year for all five years of the third regulatory period.

Gippsland Water developed a Proposed Tariffs Fact Sheet that outlined the different approaches 

to allow customers to consider which option they preferred. The fact sheet detailed expected 

tariffs and included examples of how each option would impact typical households during the 

third regulatory period.

In addition, Gippsland Water’s Share Your View website included both an information sheet 

summarising the more detailed fact sheet, and an opportunity to complete a survey that allowed 

participants to select either option one or option two.

Despite total attendances of 217 people at formal presentations and strong interest in the Share 

Your View website, the take-up rate in relation to the Share Your View surveys was low. Share 

Your View survey results for the Proposed Tariffs Survey were as follows:

•	 21 of 44 visitors (48%) preferred option one - the ‘3.92% +CPI’ up-front option; while

•	 23 of 44 visitors (52%) preferred option two - the ‘1.32% +CPI’ annual increase option.

Gippsland Water also sought to engage with its CCC in relation to the survey questions in late 

June 2012. The committee’s response in relation to the Proposed Tariffs Survey reflected a 

stronger preference for option 2, the 1.32% +CPI annual increase option.

The Proposed Tariffs Fact Sheet also outlined that option two was the preferred Gippsland Water 

outcome because the higher tariffs generated at the end of the period may limit any price rises in 

the next pricing period. 

Given the survey results, and Gippsland Water’s stated preferred position, Gippsland Water has 

adopted option two (annual average increase +CPI) in this final Water Plan 3 proposal. Gippsland 

Water will continue to monitor this position in the lead up to the ESC’s Final Decision in June 2013.

Given a range of changes between Gippsland Water’s draft and final Water Plan 3 proposals, 

including reductions in operating expenditure and changes to the capital expenditure profile, tariff 

increases proposed in this final Water Plan 3 proposal are now lower than those outlined in the 

draft Water Plan 3 proposal. This final Water Plan 3 proposal includes an annual average increase 

of 0.98% + CPI.

section 7 – period, price  
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table 7.1: tariff options 

tariff option draft Water plan 3 proposal final Water plan 3 proposal

Up-front ‘3.92% +CPI’ Not applicable

Annual increase ‘1.32% +CPI’ ‘0.98% +CPI’

7.6 TARIFF LEVELS
Based on an annual average increase of 0.98% + CPI, detailed below are the actual tariffs that 

Gippsland Water will seek to apply for the period of this Plan. The tariffs are presented on the 

basis of major service provision, and are thus separated into segments for water, wastewater, 

major customers, recycled water, trade waste, land development, property connections, 

rechargeable works and miscellaneous services.

7.6.1 Water tariffs

a) Water service availability charge

A water service availability charge applies to all properties in all water districts where the water 

main passes through, or fronts a property or is capable of providing a service to the property.

The water service availability charge is a contribution towards the cost of providing the water 

supply to the property and is charged according to the size of the service (not the meter itself). 

Non-connected properties pay the minimum availability charge.

table 7.2: Water service availability charge ($ Jan 13) 

size of service

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Non-connected 82.64 83.45 84.27 85.10 85.93 86.77

20mm 165.42 167.05 168.68 170.34 172.00 173.69

25mm 165.42 167.05 168.68 170.34 172.00 173.69

32mm 424.00 428.16 432.35 436.59 440.87 445.19

40mm 661.79 668.28 674.83 681.44 688.12 694.86

50mm 1,034.13 1,044.27 1,054.50 1,064.83 1,075.27 1,085.81

75mm 2,326.79 2,349.59 2,372.61 2,395.87 2,419.35 2,443.06

80mm 2,647.61 2,673.56 2,699.76 2,726.22 2,752.93 2,779.91

100mm 4,136.61 4,177.15 4,218.08 4,259.42 4,301.16 4,343.31

150mm 9,307.56 9,398.77 9,490.88 9,583.89 9,677.81 9,772.65

For multi-tenement properties such as flats, units, town houses, shops and shopping arcades 

etc, connected to the water supply service, a water service availability charge applies to each 

separate occupancy on that property, irrespective of the size of the service, whether the property 

is separately metered or whether the property is occupied or vacant. 
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Where a residential property is separately metered, and subject to a tenancy agreement under 

the Residential Tenancies Act 1997, the tenant pays for water usage only. The water service 

availability charge is paid by the landlord.

b) Water usage charge

The property owner is liable for all water usage charges levied at a rate per kilolitre, unless the 

property is subject to a tenancy agreement under the Residential Tenancies Act 1997.

Tenants and Caravan Park residents who are covered under the Residential Tenancies Act 1997 

are only liable for any water usage charges if their supply of water is measured by a separate 

meter owned, installed and maintained by Gippsland Water and Gippsland Water has read the 

meter on receiving notification that a tenant now occupies the residency.

table 7.3: Water usage charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Treated Water per kL 1.9130 1.9317 1.9507 1.9698 1.9891 2.0086

Raw Water per kL 1.0755 1.0861 1.0967 1.1075 1.1183 1.1293

table 7.4: metered Hydrant charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Metered Hydrant per kL 4.3096 4.3518 4.3945 4.4375 4.4810 4.5249

Metered Hydrant annual fee 124.03 124.03 124.03 124.03 124.03 124.03

Customers will be sent accounts at least every four months for availability charges and water 

usage charges within two working days after Gippsland Water has read the meter or estimated 

the meter reading. If an estimated reading is required, it will be calculated by having regard to the 

quantity of water delivered to the land in any previous or subsequent period or periods, by having 

regard to the quantity of water delivered to any similar property during the period concerned and 

in any other way that is prescribed.

Where a property is connected to Gippsland Water’s water service but is unmetered, a notional 

usage charge equivalent to the cost of 209 kilolitres of water per annum is charged.

c) recycled Water charge

The only recycled water system currently available is the GWF. The total recycled water output 

from this facility will be provided under contract to a current major customer. Rates for the supply 

of recycled water are set out in the contract, and are subject to annual increases to the cost of 

services provided.

section 7 – period, price  
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d) Fire service availability charge

Private fire services may be installed without meters provided that every fire-hose tap is sealed in 

an approved manner and kept sealed unless otherwise approved in writing by Gippsland Water. 

Except in the case of fire or by written consent of Gippsland Water; no person shall wilfully break 

the seal affixed to any fire-hose tap. In the event of any such seal being broken the occupier of  

the property shall, within two working days thereafter, give Gippsland Water notice in writing of 

such breakage.

Gippsland Water may, by approval given in writing, waive the requirement to keep any hose-tap 

sealed provided that Gippsland Water is satisfied that no water drawn will be used for purposes 

other than for fire-fighting, fire-fighting practice or for testing and proving the fire service 

installation. Gippsland Water may at any time revoke any approval given and may require that 

meters shall be fitted at the owner’s expense to measure all water supplied.

The following fees shall be payable to Gippsland Water in respect of private fire service 

installations:

•	 for each private fire service the annual fee. The fire service availability charge is a contribution 

towards the cost of providing a water service to hose reels, hydrants or sprinkler systems for 

fire fighting purposes only;

•	 for the provision of design information in accordance with the requirements of the Building 

Regulations 1994; and

•	 for sealing by Gippsland Water of fire hose taps.

Fire service availability charges apply to non-residential properties only.

table 7.5: Fire service availability charge ($ Jan 13) 

size of service

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

20mm 41.42 41.82 42.23 42.65 43.06 43.49

25mm 41.42 41.82 42.23 42.65 43.06 43.49

32mm 105.93 106.97 108.02 109.08 110.15 111.22

40mm 165.47 167.09 168.73 170.38 172.05 173.73

50mm 258.51 261.05 263.61 266.19 268.80 271.43

75mm 581.81 587.51 593.27 599.08 604.95 610.88

80mm 661.83 668.32 674.87 681.48 688.16 694.91

100mm 1,034.12 1,044.25 1,054.49 1,064.82 1,075.26 1,085.79

150mm 2,326.83 2,349.63 2,372.66 2,395.91 2,419.39 2,443.10

7.6.2 Wastewater tariffs

a) Wastewater service availability charge

A wastewater service availability charge applies to all properties in all wastewater districts where 

the wastewater main passes through or is adjacent to a property, or is capable of providing a 

service to the property.
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The wastewater service availability charge is a contribution towards the cost of providing the 

wastewater service to the property. It applies to both developed residential and non-residential 

properties and vacant land where wastewater services have been constructed and are capable of 

servicing the property. Non-connected properties pay the minimum availability charge.

For multi tenement properties such as flats, units, town houses, shops and shopping arcades etc, 

connected to the wastewater service, a wastewater service availability charge applies to each 

separate occupancy on that property, whether the property is occupied or vacant.

table 7.6: Wastewater service availability charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Connected property 758.75 766.19 773.70 781.28 788.93 796.67

Non-connected property 379.36 383.08 386.83 390.62 394.45 398.32

b) Wastewater volumetric charge

A wastewater volumetric charge applies to non-residential properties which use in excess of  

100 kilolitres of water in any four monthly period, calculated and levied on the following basis:

A. = water usage above 100 kilolitres in any four monthly period.

B. = wastewater volumetric charge per kilolitre

C. =  a percentage figure of 95%, 75%, 50% or 25%, based upon the property type  

(as detailed below).

D. = the Wastewater Volumetric Charge to be paid.

The wastewater volumetric charge shall be calculated as D = A x B x C. The charge is set 

according to the type of development or business conducted on the property.

property types designated at 95% wastewater volumetric charge

aerodrome, agri-business/Meat and poultry, art Gallery, automotive, Bank, Body corporate 

(non-res), church, cinema/theatre, clubs/facilities/venues (Meal preparation), commercial 

storage units, community services (schools, hospitals, prison, childcare facilities), courthouse, 

dry cleaners, emergency and public services, factory, hairdresser/Barber, hotel, laundromat, 

library, livestock/saleyards, Medical and dwelling, Medical rooms/facilities (doctors, dentists, 

chiropractic etc), Museum, office, photo laboratory/chemical, post office, public utility (eg public 

toilets), pump station, radio station, railway station, restaurants and cafes, shed, shops, shop 

and dwelling, shopping centre, supermarket, telephone exchange, timber yard (retail), veterinary 

centres, Warehouse, Wool production, Workshop and dwelling, Wrecking yard, undefined.

property types designated at 75% wastewater volumetric charge

accommodation, food processing/Manufacturing, public swimming pools, undefined.

property types designated at 50% wastewater volumetric charge

Brewery/Winery (wine making process), caravan park, farms/animal husbandry, funeral parlour, 

horse stable and house, Kennels/animal hospital, piggery, undefined.

property types designated at 25% wastewater volumetric charge

Bakery, cemetery, clubs/outdoor facilities (Ground Watering only), Market Garden, plant nursery, 

racecourse/stables, Winery/vineyard, timber factory/saw Mill, undefined.

section 7 – period, price  
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table 7.7: Wastewater volumetric charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Cost per kL 3.6150 3.6504 3.6862 3.7223 3.7588 3.7956

7.6.3 major customer tariffs

Major customers, by the nature of their size, the significant level of the volumes of water used, 

and volumes of waste disposed, have long term contracts in place with Gippsland Water. These 

contracts stipulate prices at which water is sold, and waste disposed. In some instances, prices 

are linked directly to the non-residential tariffs for water and wastewater. In other instances, 

mechanisms within the contract allow for annual increases to the cost of services provided.

In determining the revenue requirement for this Water Plan, a significant review of major customer 

contracts has been undertaken, to ensure that major customer revenues are accounted for correctly. 

Gippsland Water has taken significant steps during the second regulatory period to bring major 

customer tariffs in line with residential and non-residential customer tariffs. In particular, this has 

occurred as a result of Gippsland Water introducing a new Quality Based Trade Waste (QBTW) 

Tariff during the second regulatory period. A number of major customers have since been put  

on a tariff ‘glide path’ towards these significantly higher tariffs, which are based on the pollutant 

load in the wastewater rather than volumes alone. These customers will be on full tariffs by the 

commencement of the third regulatory period.

7.6.4 Quality Based trade Waste tariff (QBtW) 

Gippsland Water introduced a QBTW tariff for trade waste customers from July 2010. This new 

tariff effectively replaced the current non-residential wastewater volumetric charge where new 

and existing trade waste customers present an elevated level of risk to the wastewater treatment 

process. The introduction of the QBTW tariff sought to provide appropriate signals to trade  

waste customers about the relative merits of discharging to the sewerage system compared  

to alternatives such as waste minimisation and on-site treatment.

The QBTW tariff model is designed to be more reflective of Gippsland Water’s costs to treat trade 

waste. The model consists of three core elements:

•	 a volumetric component (equal to 50% of Gippsland Water’s prevailing non-residential 

wastewater volumetric charge);

•	 a quality component (comprising individual tariffs for Biochemical Oxygen Demand, 

Suspended Solids and Total Phosphorus, the combined quality tariffs equate to 50% of 

Gippsland Water’s prevailing non-residential wastewater volumetric charge only when the 

trade waste quality is equivalent to ‘high strength domestic’ waste); and

•	 cost recovery in relation to the trade waste sampling regime.

The quality component is ‘weighting based’, focusing on those waste quality parameters  

outlined above that are the focus of treatment (Biochemical Oxygen Demand, Suspended  

Solids and Total Phosphorus).
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The QBTW tariff model is designed to ensure that when trade waste discharge parameters exceed 

levels equivalent to ‘high strength domestic’ waste a higher tariff will apply, based on the pollutant 

load, whereas those customers who are discharging at levels equivalent to ‘high strength domestic’ 

waste will pay the equivalent of the non-residential wastewater volumetric tariff. Likewise customers 

who discharge a pollutant load that is less than ‘high strength domestic’ waste will pay a reduced 

tariff. Customers will still be required to meet Gippsland Water’s trade waste limits at all times.

Gippsland Water applies the same volumetric excess to the quality based tariff as currently applies 

to the non-residential wastewater volumetric tariff. In other words, the QBTW tariff will only apply 

where water consumption exceeds 100 kL in any four month billing period. Where a dedicated 

wastewater meter exists, the tariff will continue to be applied on the total volume recorded at the 

meter. In addition, the current annual trade waste agreement fee will remain in place.

table 7.8: Quality Based trade Waste tariff ($ Jan 13) 

Waste parameter

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Volumetric Charge 1.8074 1.8251 1.8430 1.8611 1.8793 1.8978

Biochemical Oxygen 
Demand(BOD)

0.4518 0.4562 0.4607 0.4652 0.4698 0.4744

Suspended Solids (SS) 3.6149 3.6503 3.6861 3.7222 3.7587 3.7955

Phosphorus(P) 24.0996 24.3358 24.5743 24.8151 25.0583 25.3038

7.6.5 trade Waste tariffs

All customers discharging trade waste to the sewerage system must have:

•	 applied in writing to Gippsland Water for consent to discharge trade waste to the sewerage 

system; and

•	 entered into an agreement with Gippsland Water that details the terms and conditions for 

discharge to which the customer must comply.

Any existing customer discharging trade waste that does not have an agreement with Gippsland 

Water to discharge trade waste to sewer must apply for an agreement immediately. Failure to do 

so may result in Gippsland Water requiring discharge to cease.

table 7.9: trade Waste annual charge ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Annual Charge 293.19 296.06 298.96 301.89 304.85 307.84

Any customer proposing to discharge trade waste to the sewerage system must complete  

an application and submit it to Gippsland Water for consideration. An application shall, unless 

Gippsland Water determines otherwise, comply with the Gippsland Water Trade Waste Policy  

and be accompanied by the relevant fee. For prospective customers, an estimate of the expected 

quantity and quality of trade waste will need to be provided to Gippsland Water to allow correct 

trade waste categorisation.

section 7 – period, price  
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table 7.10: trade Waste application Fee ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

Application Fee 115.43 116.56 117.70 118.86 120.02 121.20

7.6.6 new customer contributions

a) proposed changes - new customer contributions

The application of NCCs to developments has been an area of concern for the water industry, 

developers and the ESC despite numerous attempts to map out a simple approach that ensures 

developers contribute to requirements to service new developments, but are not unfairly 

burdened with costs that do not relate to their particular development.

During the second regulatory period, the ESC noted that there was a range of disputes between 

water businesses and developers in relation to the application of NCCs. These disputes have 

centred around:

•	 lack of clarity about what the scheduled charge pays for;

•	 complex definitions relating to bring forward charges and reticulation assets; and

•	 lack of consistency between water corporations in the way NCCs are applied.

The ESC is proposing to move to a new regime for regulating NCCs from July 2013, which 

gives water corporations the ability to negotiate a charge for providing infrastructure and other 

associated activities to connect new customers at specific locations. The ESC has proposed  

a framework which:

•	 moves from a prescriptive to a more flexible negotiate and arbitrate approach;

•	 moves the focus away from an asset based pricing (focussed on prescriptive categories  

and definitions of assets) to service capacity-based contributions; and

•	 shifts from a simplistic uniform NCC charge to a more cost reflective NCC based on the net 

incremental connection costs.

Gippsland Water notes that this is a significant shift from the current arrangements of state-wide 

scheduled charges and prescriptive definitions and cost recovery arrangements relating  

to reticulation assets and bring forwards. 

At the time of developing this final Water Plan 3 proposal, a significant level of uncertainty 

remained in relation to how the new regime would work, and what impact it would have on  

future NCCs. From a Gippsland Water perspective, the new regime may result in a number  

of changes including:

•	 severely limiting the corporation’s ability to apply scheduled and non-scheduled charges  

in the future;

•	 significantly increasing shared asset capital expenditure projections for the third regulatory 

period (given current estimates include an expectation that developers will contribute to 

assets developed out of sequence); and

•	 increasing general water and wastewater tariffs to offset NCC revenue currently included  

in this plan.
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In late August 2012, the ESC released a further guidance paper on NCCs. This latest guidance 

paper outlines the new NCC regime which the ESC expects water corporations to adopt. In the 

guidance paper, the ESC has advised water corporations that final Water Plan 3 proposals can 

be based on the existing NCC regime. Where this occurs however, the ESC will require water 

corporations to provide an updated final Water Plan 3 proposal by early December 2012. This 

updated proposal must include NCC revenue based on the new regime as well as a proposed 

NCC framework, any standardised NCC and any transition plan (glide path), where any NCC is 

proposed to increase significantly.

Given the uncertainties listed above, Gippsland Water has elected to base this final Water Plan 3 

proposal on the existing NCC regime as outlined below. Gippsland Water will provide an updated 

proposal to the ESC by early December 2012, once the effects of the new regime have been 

determined accurately.

b) scheduled charges

When land is subdivided, or an existing property is redeveloped, the demand on the water and 

wastewater reticulation systems may increase. Storage capacities and treatment works may have 

to be enlarged to meet this demand. New customer contributions (NCC) for headworks (water) 

and outfall/disposal (wastewater) recover part of the cost of constructing permanent works such 

as storages, pumping stations, treatment plants, water distribution mains and outfall sewers.

NCC for water supply and wastewater services apply to each additional lot created by a 

subdivision, including body corporate subdivision, multi-unit and dual occupancy developments 

that are separately titled or are, or can be individually metered. A credit of one development 

charge is applicable for any existing properties that are connected to water and/or wastewater 

services and form part of the subdivision or development.

Gippsland Water’s final Water Plan 3 proposal has been based on the tariff structure adopted on 

an industry-wide basis for the second regulatory period. This structure sets a standard schedule 

of charges, scaled according to the water-sensitivity of particular developments and the demand 

for future infrastructure as detailed below. 

•	 category 1) Where a NCC is to be applied, a charge per lot per new service for water, 

wastewater and dual pipe water for developments which are designed in a manner that  

will have minimal impact on future water resource demands, and can be catered for without 

additional investment within the medium-term distribution capacity (typically a lot with an area 

no greater than 450 square metres per lot with a small demand on the system).

•	 category 2) A charge per lot per service for water and wastewater and dual pipe applies 

to urban developments which will require further investment in infrastructure to serve these 

developments (typically traditional greenfield urban developments with lot sizes between 

450sqm and 1,350sqm).

•	 category 3) A charge per lot per service for water, wastewater and dual pipe for 

developments designed in such a way that properties will create demand for water resources 

over and above high-density developments and will require further investment in infrastructure 

to service these developments (typically greenfield developments with lots sizes exceeding 

1,350sqm).

section 7 – period, price  
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table 7.11: new customer contribution ($ Jan 13) 

type

current third regulatory period

12/13 13/14 14/15 15/16 16/17 17/18

typical standard greenfield urban development or subdivision

Water NCC - Less than 450sqm 608.64 608.64 608.64 608.64 608.64 608.64

Water NCC - 450 - 1350sqm 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30

Water NCC - Above 1350sqm 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63

Sewer NCC - Less than 450sqm 608.64 608.64 608.64 608.64 608.64 608.64

Sewer NCC - 450 - 1350sqm 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30

Sewer NCC - Above 1350sqm 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63

third pipe greenfield urban development or subdivision

Water NCC - Less than 450sqm 304.31 304.31 304.31 304.31 304.31 304.31

Water NCC - 450 - 1350sqm 608.64 608.64 608.64 608.64 608.64 608.64

Water NCC - Above 1350sqm 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30

Recycled NCC - Less than 450sqm 608.64 608.64 608.64 608.64 608.64 608.64

Recycled NCC - 450 - 1350sqm 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30

Recycled NCC - Above 1350sqm 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63

Sewer NCC - Less than 450sqm 608.64 608.64 608.64 608.64 608.64 608.64

Sewer NCC - 450 - 1350sqm 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30 1,217.30

Sewer NCC - Above 1350sqm 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63 2,434.63

c) non-scheduled charge - out of sequence developments

When a development is out of sequence with Gippsland Water’s planned development for the 

provision of shared infrastructure, Gippsland Water may charge a developer a non-scheduled 

charge that will recover the most efficient costs associated with bringing forward the provision of 

shared assets. Where a non-scheduled charge is levied on a stage of a development, scheduled 

charges cannot also be levied on the connections within that stage of the development.

7.6.7 coongulla/Glenmaggie and loch sport sewerage schemes

The provision of wastewater services to townships of Coongulla, Glenmaggie and Loch Sport will 

occur during the third regulatory period. Gippsland Water cannot recover more than the amount 

stipulated by the Minister for Water when these schemes were announced. Accordingly, this Plan 

assumes that customers in these townships will contribute $80 per annum per property, for 20 

years commencing once the projects are completed. Customers will still be provided with the 

opportunity to contribute $800 ‘upfront’ in lieu of the $80 per annum for 20 years charge.
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7.6.8 miscellaneous services

In addition to providing ‘core’ water and wastewater services, Gippsland Water provides a wide 

range of other services to customers. This includes undertaking new connections, providing 

special meter readings, conducting meter tests, providing property information statements  

and reviewing applications to build over easements. Gippsland Water also imposes a range  

of application and ‘penalty’ fees (such as where customers’ cheques are dishonoured).

Gippsland Water has now developed a schedule of miscellaneous services that reflect the more 

common services provided to customers.

table 7.12: miscellaneous services ($ Jan 13) 

current third regulatory period
12/13 13/14 14/15 15/16 16/17 17/18

meter installation (per meter)

Installation/Supply of 20mm Meter (Incl Couplings) At cost At cost At cost At cost At cost At cost

Installation/Supply of 25mm Meter (Incl Couplings) At cost At cost At cost At cost At cost At cost

meter assembly Fee for pre-tapped properties (per meter)

Pre-tapped connection of 20mm meter (Installation of 
20mm meter to pre-tapped buried water service)

At cost At cost At cost At cost At cost At cost

special meter reads (each)

Special meter read at the commencement of a 
tenancy and at the termination of a tenancy

At cost At cost At cost At cost At cost At cost

information statements (each)

Preparation of a Property Information Statement, inclusive 
of a Special Meter Reading performed on settlement date

66.77 66.77 66.77 66.77 66.77 66.77

application for connection to Waste Water main (each)

Standard residential connection into 
wastewater connection point

119.40 119.40 119.40 119.40 119.40 119.40

Minor repairs/alterations requiring P.I.C number 44.25 44.25 44.25 44.25 44.25 44.25

Small industrial/commercial connection 156.57 156.57 156.57 156.57 156.57 156.57

Provision of wastewater connection point to existing 
wastewater main by accredited pipelayer

74.46 74.46 74.46 74.46 74.46 74.46

application to Build over Gippsland Water’s assets and/or easements (each)

Fees for Application to Build over Gippsland 
Water’s Assets and/or Easements

29.52 29.52 29.52 29.52 29.52 29.52

land development Fees

Application Fee including water supply and 
wastewater (each) 11-20 lots in subdivision

560.16 560.16 560.16 560.16 560.16 560.16

Offer Acceptance Fee including water supply and 
wastewater (each) 11-20 lots in subdivision

1,244.98 1,244.98 1,244.98 1,244.98 1,244.98 1,244.98

non-core miscellaneous services

At cost At cost At cost At cost At cost At cost
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7.7 CUSTOMER IMPACTS – AVERAGE HOUSEHOLD BILL 
(EXCLUDING CPI)

7.7.1 Full service customer – average Water consumption

Assuming average water consumption of 174 kL per annum, figure 7.1 below outlines a typical 

household bill for a customer who receives both water and wastewater services. The proposed 

average ‘0.98% per annum’ increase is shown for comparative purposes along side an ‘upfront 

2.90%’ increase. By 2017/18, an average household bill is $27 more per annum under the  

‘0.98% per annum’ increase.

Figure 7.1: average Household Bill – Full service customer ($ Jan 13 excluding cpi)

7.7.2 tenant customer – average Water consumption

Assuming an average annual water consumption of 174 kL per annum, figure 7.2 below outlines 

a typical household bill for a customer who is a tenant, and would normally pay water volumetric 

charges only. The proposed average ‘0.98% per annum’ increase is shown for comparative 

purposes along side an ‘upfront 2.90%’ increase. By 2017/18, an average household bill is  

$6 more per annum under the ‘0.98% per annum’ increase.
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Figure 7.2: average Household Bill – tenant customer ($ Jan 13 excluding cpi)

7.7.3 customers Who do not Fit the ‘average Water consumption’ profile

The use of averages in water consumption discussions allows for ease of presentation of data. 

For many customers however, actual usage may vary significantly from this average. Tables 

7.13, 7.14 and 7.15 below provide information on average household bills for a range of water 

consumption levels by customer type.

table 7.13: average Household Bill – Full service customer ($ Jan 13 excluding cpi)

kilolitres used 12/13 13/14 14/15 15/16 16/17 17/18

40 1,000.70 1,010.50 1,020.40 1,030.40 1,040.50 1,050.70

80 1,077.22 1,087.77 1,098.43 1,109.20 1,120.07 1,131.04

120 1,153.74 1,165.04 1,176.46 1,187.99 1,199.63 1,211.39

240 1,383.30 1,396.85 1,410.54 1,424.36 1,438.32 1,452.42

280 1,459.82 1,474.12 1,488.57 1,503.16 1,517.89 1,532.76

320 1,536.34 1,551.39 1,566.59 1,581.95 1,597.45 1,613.11
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table 7.14: average Household Bill – Water only customer ($ Jan 13 excluding cpi)

kilolitres used 12/13 13/14 14/15 15/16 16/17 17/18

40 241.94 244.32 246.71 249.13 251.57 254.03

80 318.46 321.58 324.74 327.92 331.13 334.38

120 394.98 398.85 402.76 406.71 410.70 414.72

240 624.54 630.66 636.85 643.09 649.39 655.75

280 701.06 707.93 714.87 721.88 728.95 736.10

320 777.58 785.20 792.90 800.67 808.52 816.44

table 7.15: average Household Bill – tenant customer ($ Jan 13 excluding cpi)

kilolitres used 12/13 13/14 14/15 15/16 16/17 17/18

40 76.52 77.27 78.03 78.79 79.56 80.34

80 153.04 154.54 156.05 157.58 159.13 160.69

120 229.56 231.81 234.08 236.38 238.69 241.03

240 459.12 463.62 468.16 472.75 477.38 482.06

280 535.64 540.89 546.19 551.54 556.95 562.41

320 612.16 618.16 624.22 630.33 636.51 642.75

7.8 residential customer impacts – variaBle component oF  
Water cHarGe

There has been considerable discussion in the media, and within the community about the 

variable component of water bills. For its part, Gippsland Water has alerted customers to the fact 

that their ‘water bill’ actually contains charges for two very distinct services – the provision of 

water and the removal of wastewater. Wastewater costs on the bill are based on a fixed tariff. No 

volumetric tariff is charged as residential wastewater disposal volumes are neither metered nor 

estimated. This contrasts with the ‘water supply cost’ which consists of a fixed water availability 

tariff and a variable water usage tariff. 

The variable component of a customers’ total ‘water bill’ will depend on the services provided 

by Gippsland Water. Figure 7.3 outlines the variable component of the combined ‘water bill’ for 

each type of service provided. The figure utilises average annual consumption of 174kL water for 

comparative purposes. The figure illustrates that using average annual consumption of 174kL, the 

total ‘water only’ cost is 67% variable. 
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Figure 7.3: variable component of total cost (based on 2013/14 tariffs)
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seCtion 8

Gippsland Water 
will request that the 
ESC reviews these 
calculations in order 
to provide Gippsland 
Water’s customers with 
an assurance that the 
outcome determined 
by Gippsland Water 
accurately represents  
the adjustment required.
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revenue  
reQuirement

8.1 FINANCING CAPITAL INVESTMENT
Under the provisions of the Water Industry Regulatory Order 2003 (WIRO), Gippsland Water may 

recover the cost of financing existing and new investments by:

•	 earning a return on the value of the Regulatory Asset Base (RAB) (i.e. the weighted average 

cost of capital multiplied by the RAB); and 

•	 earning a return of the value of the RAB (i.e. regulatory depreciation).

8.2 UPDATING THE REGULATORY ASSET BASE
In March 2005, pursuant to section 14 (a) (iv) of the WIRO, the Minister for Water advised the  

ESC of the RAB to apply to each water business as at July 2004. Gippsland Water’s RAB was  

set at $156M.

Prices for the first regulatory period were based on these initial values adjusted annually in the 

following manner:

•	 Opening RAB

•	 Plus forecast gross capital expenditure

•	 Less forecast customer and government contributions

•	 Less forecast proceeds from disposal of assets

•	 Less regulatory depreciation

•	 Equals closing RAB

This process has continued during the second regulatory period. As Gippsland Water enters the 

third regulatory period, RAB values again need to be updated to reflect both the indexing of values 

to January 2013 dollars, and the value of future capital expenditure, customer and government 

contributions and disposals.

Table 8.1 below shows the calculation of the value of the RAB across the second regulatory 

period and at June 2013. This is based on actual outcomes to June 2012 and Gippsland Water’s 

forecasts for 2012/13 (taken from the corporation’s 2012/13 Corporate Plan). The table includes 

the gross costs of the GWF project, without adjustments, for comparative purposes.

table 8.1: calculation of raB at 1 July 2013 ($ Jan 13 – millions)

08/09 09/10 10/11 11/12 12/13

Opening balance  363.45  447.77  469.35 504.47 529.61

Less GWF adjustments Nil Nil Nil Nil Nil

Plus Gross Capex  94.55  36.41  50.60  40.02  66.79 

Less Govt Contribs  -0.05  -0.44  -1.99 Nil  -6.25 

Less Cust Contribs  -1.32  -3.73  -2.15  -2.56  -2.62 

Less proceeds for disposals  -0.39  -0.73  -0.55  -0.57  -1.07 

Less Reg Depn  -8.47  -9.93  -10.79  -11.75  -12.79 

Closing Balance 447.77  469.35  504.47  529.61  573.67 

section 8 – revenue reQuirement
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8.3 GIPPSLAND WATER FACTORY – TARIFF IMPACT OF  
COST OVERRUN
During the construction phase of the GWF project there was considerable concern that capital 

costs to complete the project were significantly more than budgeted, and would have a serious 

impact on water and wastewater tariffs in the years ahead.

At the time, Gippsland Water confirmed several key points:

•	 capital cost overrun on the project was acknowledged as significant;

•	 the final capital cost to Gippsland Water was $230M;

•	 the alliance-style contract required the alliance partners to share some of the cost overrun, 

and effectively shield Gippsland Water and its customers from additional costs;

•	 Gippsland Water would look to work diligently in the future to avoid the need to pass on  

the additional capital costs through higher tariffs to customers;

 – this would be achieved by excluding the additional capital costs in the third regulatory 

period tariff development process; and

•	 Gippsland Water would look to find efficiency savings to offset ‘real’ borrowing costs in  

the future.

In both the draft and final Water Plan 3 proposals, Gippsland Water has maintained the position 

outlined above. The additional capital costs of the GWF have been excluded from the tariff 

development process. 

To provide transparency around this issue requires readers to understand the detail that underpins 

the pricing process. While this is not a simple process to describe, Gippsland Water has outlined 

below how the treatment of the cost overrun ensures it cannot impact on future tariffs.

8.3.1 Gippsland Water reduction to raB in June 2012

Gippsland Water’s adjustment to the RAB, to ensure the GWF cost overrun is excluded, is 

outlined in the three steps below.

a) determine final cost of GWF project ($ Jan 13)

Gippsland Water’s accounting records show that the total cost to construct the GWF was $230M 

($ of day). This expenditure occurred over a seven year period, from 2004/05 to 2010/11. After 

indexation, this value becomes $261.46M ($ Jan 13). 

b) determine final project value approved by the esc ($ Jan 13)

The total project value approved by the ESC, in the Water Plan 2 Final Decision in June 2008,  

was $186.05M (Jan 07 $). After indexation, this value becomes $219.86M ($ Jan 13).

c) determine project overrun value ($ Jan 13)

To determine the total value of the project overrun, subtract the ESC approved value of $219.86M 

($ Jan 13) from the final total cost of $261.46M ($ Jan 13). The total value of the cost overrun is 

$41.6M ($ Jan 13).

To summarise, the asset value of the GWF project exceeded the ESC approved value by $41.6M. 

Gippsland Water has excluded the entire $41.6M variation from tariff calculations to ensure the 

cost overrun does not impact future tariffs. This deduction is shown in table 8.2.

Given the complex nature of the calculation process, Gippsland Water will request that the ESC 

reviews these calculations in order to provide Gippsland Water’s customers with an assurance 

that the outcome determined by Gippsland Water accurately represents the adjustment required.
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8.3.2 esc reduction to raB in June 2009

Gippsland Water’s customers may not be aware that the ESC had previously reduced the asset 

value of the GWF. In June 2008, when final water tariffs for the period from July 2008 to June 

2013 were announced, the ESC deducted $30M from Gippsland Water’s asset base, in order  

to lower tariff increases from 2008/09 onward.

At the time, the ESC stated that “Gippsland Water was in a stronger financial position than most 

water corporations, with most financial ratios well above the minimum requirement adopted by 

the Commission. The Commission considers that it is not unreasonable for Gippsland Water to 

absorb a proportion of the increased costs incurred in constructing the Gippsland Water Factory”. 

This $30M reduction will continue to apply during the third regulatory period.

Table 8.2 below outlines the calculation of Gippsland Water’s RAB from July 2008 onward. This 

timeframe allows Gippsland Water to disclose the impact of both Gippsland Water’s one-off 

reduction of $41.6M in 2012/13, and the ESC’s $30M RAB adjustment in June 2008, as detailed 

in the ‘less GWF adjustment’ line in the table.

table 8.2: revised calculation of raB at 1 July 2013 With GWF adjustments  
($ Jan 13 – millions)

08/09 09/10 10/11 11/12 12/13
Opening balance 363.45  412.33  433.90  469.02 494.16

Less GWF Adjustment -35.45 Nil Nil Nil -41.60

Plus Gross Capex 94.55 36.41  50.60  40.02  66.79 

Less Govt Contribs -0.05 -0.44  -1.99 Nil  -6.25 

Less Cust Contribs -1.32 -3.73  -2.15  -2.56  -2.62 

Less proceeds for disposals -0.39 -0.73  -0.55  -0.57  -1.07 

Less Reg Depn -8.47 -9.93  -10.79  -11.75  -12.79 

Closing Balance  412.33  433.90  469.02  494.16  496.61 

The closing balance at June 2013 in Table 8.2 can now be compared with the unadjusted value in 

Table 8.1 above. This comparison clearly outlines that Gippsland Water’s RAB at June 2013 has 

been adjusted down from $573.67M to $496.61M, a reduction of $77.06M, comprising both the 

ESC reduction and the one-off Gippsland Water reduction.

8.4 ROLLING FORWARD THE REGULATORY ASSET BASE (RAB)
The forecast RAB for the third regulatory period has been calculated on the same basis as 

outlined above. RAB is adjusted annually in the following manner:

•	 Opening RAB

•	 Plus forecast gross capital expenditure

•	 Less forecast customer and government contributions

•	 Less forecast proceeds from disposal of assets

•	 Less regulatory depreciation

•	 Equals closing RAB

Gippsland Water’s forecast RAB for each year of the third regulatory period is shown in Table 8.3.
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table 8.3: Forecast raB ($ Jan 13 – millions)

13/14 14/15 15/16 16/17 17/18

Opening balance 496.61 519.60 557.92 575.55 591.41

Plus Gross Capex  41.63  54.90  38.13  34.69  33.59 

Less Govt Contribs  3.35 Nil Nil Nil Nil

Less Cust Contribs  2.66  2.81  5.17  2.86  3.52 

Less proceeds for disposals  0.79  0.87  1.37  1.09  0.87 

Less Reg Depn  11.85  12.90  13.96  14.88  15.75 

Closing Balance  519.60  557.92  575.55  591.41  604.86 

8.4.1 Forecast Gross capital expenditure

Gippsland Water’s forecast gross capital expenditure for each year of the regulatory period is 

detailed in chapter 5.

8.4.2 Forecast Government contributions

Gippsland Water’s capital program includes the provision of new wastewater services to 

the townships of Glenmaggie, Coongulla and Loch Sport. These towns were included in the 

Victorian Government’s CTWSS Program as priority one towns. Gippsland Water has received 

contributions towards the capital cost of each of these new schemes in prior years. While no 

further contributions are expected, the $3.35M contribution shown for 2013/14 represents the 

final drawdown on funds held in trust, for the Loch Sport Sewerage Scheme.

8.4.3 Forecast customer contributions

Gippsland Water’s forecast customer contributions comprise two categories:

•	 new customer contributions for existing towns; and

•	 new customer contributions for new small town schemes.

NCCs for existing towns have been calculated based upon the forecast growth in properties across 

the existing Gippsland Water region as detailed in chapter 6 multiplied by the proposed prices for 

NCCs as detailed in chapter 7. Table 8.4 shows the calculation of NCCs from existing towns.

table 8.4: new customer contributions For existing towns ($ Jan 13)

13/14 14/15 15/16 16/17 17/18

no. of properties

- water connections 1,096 1,096 1,096 1,096 1,096

- wastewater connections 1,060 1,060 1,060 1,060 1,060

total connections 2,156 2,156 2,156 2,156 2,156

Revenue per connection $1,217.31 $1,217.31 $1,217.31 $1,217.31 $1,217.31

total revenue $2.6m $2.6m $2.6m $2.6m $2.6m
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As noted above, Gippsland Water’s capital program includes the provision of new wastewater 

services to the townships of Glenmaggie, Coongulla and Loch Sport. These towns are included 

in the Victorian Government’s CTWSS Program as priority one towns and accordingly these 

customers can select between an upfront contribution capped at $800 per property (based on 

title), or the option of paying $80 per annum over 20 years.

For pricing purposes Gippsland Water has assumed that these new customers will pay $80 per 

property from the completion of capital works. Table 8.5 shows the calculation of NCCs from  

new towns. The upfront option will still be offered to all customers.

table 8.5: new customer contributions For new towns ($ Jan 13)

13/14 14/15 15/16 16/17 17/18

no. of properties

- Coongulla / Glenmaggie 441 441 441 441 441

- Loch Sport Nil Nil 2,453 2,453 2,453

total connections 441 441 2,894 2,894 2,894

Revenue per connection 
per annum

$80 $80 $80 $80 $80

total revenue $0.035m $0.035m $0.231m $0.231m $0.231m

Capital estimates for the provision of sewerage services in this plan for the townships of 

Coongulla, Glenmaggie and Loch Sport exclude all costs associated with customer works inside 

the customers’ property boundary and recovery from these customers.

8.4.4 Forecast proceeds From disposal of assets

Forecast proceeds from disposal of assets represents Gippsland Water’s estimated sale proceeds 

resulting from sale of motor vehicles as part of our ongoing fleet replacement program.

8.4.5 regulatory depreciation

Regulatory depreciation comprises depreciation on existing assets, that is, the closing RAB at  

30 June 2013 and depreciation on new assets, that is, forecast capital expenditure. Consistent 

with the approach adopted by Gippsland Water in previous regulatory periods, regulatory 

depreciation has been calculated using a straight line approach.

Gippsland Water has reviewed the remaining lives of existing assets against its accounting 

records and through the application of a weighted average rather than a simple average, a lower 

depreciation charge for existing assets has resulted.

Depreciation of new assets has been calculated based upon an average life of 60 years for 

infrastructure related assets and 10 years for non-infrastructure assets which is again consistent 

with the approach adopted by Gippsland Water in previous regulatory periods.
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8.5 WEIGHTED AVERAGE COST OF CAPITAL
Under the provisions of the WIRO, Gippsland Water may recover the cost of financing existing 

and new investments by earning a return on the value of the RAB. The weighted average cost of 

capital (WACC) is the return that Gippsland Water seeks to earn on the RAB. This plan has utilised 

the ESC’s current estimate of 5.1% for the WACC. Gippsland Water understands that the ESC’s 

current estimate may vary from the WACC adopted by the ESC when draft and final decisions  

are made during 2013. Table 8.6 details the factors behind the current estimate of the WACC.

table 8.6: real after-tax Wacc

Risk free rate (real) 1.40%

Debt premium 3.50%

Equity premium 6.00%

Equity beta 0.65

Gearing structure 60%

Real after-tax WACC 5.1%

8.6 DETERMINING GIPPSLAND WATER’S REVENUE 
REQUIREMENT
Detailed in Table 8.7 is an overview of the revenue requirement for Gippsland Water to meet its 

obligations and deliver services during the regulatory period. The revenue requirement consists  

of several components, namely:

•	 operating expenditure – representing the expenditure outlined in chapter 4 that Gippsland 

Water believes should be incurred to ensure the delivery of obligations during this period;

•	 return on assets to June 2013 - representing a cost of capital return, based on the agreed 

WACC value of 5.1%, on pre-existing assets, whether those assets were constructed during 

the first or second Water Plan period, or before the commencement of regulation by the ESC 

in 2005/06;

•	 regulatory depreciation of assets to June 2013 - representing the costs associated with the 

use, wear and tear of pre-existing assets;

•	 return on new assets - representing a cost of capital return, based on the agreed WACC value 

of 5.1%, on assets to be constructed during the third regulatory period, the details of which 

are outlined in chapter 5; and

•	 regulatory depreciation on new assets - representing the costs associated with the use, wear 

and tear of new assets brought into service during the third regulatory period.

table 8.7: revenue requirement By year – third regulatory period ($ Jan 13 – millions)

13/14 14/15 15/16 16/17 17/18

Operating Expenditure  71.80  71.75  72.60  72.62  73.06 

Return on assets to 30/6/13  25.02  24.39  23.76  23.11  22.48 

Regulatory depreciation of assets to 30/6/13  11.38  11.38  11.38  11.38  11.38 

Return on new assets  0.90  3.08  5.15  6.64  8.02 

Regulatory depreciation on new assets  0.46  1.52  2.57  3.49  4.37 

total revenue requirement  109.56  112.13  115.46  117.25  119.32 
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Gippsland Water’s total revenue requirement increases from a base of $109.56M in 2013/14 

to total of $119.32M in 2017/18. This increase of $9.76M from the 2013/14 year stems from a 

$1.26M increase in operational expenditure over the third regulatory period combined with an 

$8.50M increase resulting from movements in new and existing assets (return on assets and 

regulatory depreciation). Figure 8.1 below displays the composition of the revenue requirement.

Figure 8.1: composition of revenue requirement

The revenue generated by the Gippsland Water’s proposed tariffs, by customer type and service 

provision, is summarised in table 8.8 below. 

table 8.8: revenue overview By customer type - third regulatory period  
($ Jan 13 – millions)

13/14 14/15 15/16 16/17 17/18

residential – fixed
Water 10.33 10.61 10.90 11.19 11.49

Wastewater 40.81 42.13 43.85 45.69 47.10

residential – volumetric
Water 20.04 20.42 20.79 21.17 21.55

non-residential – fixed
Water 1.62 1.64 1.66 1.68 1.70

Wastewater 3.87 3.92 3.98 4.03 4.09

non-residential – volumetric
Water 3.95 3.94 3.93 3.92 3.91

Wastewater 2.56 2.55 2.55 2.54 2.54

Other 1.09 1.10 1.11 1.12 1.13

major customers
Water and Wastewater 22.65 22.72 22.79 22.86 22.93

Miscellaneous charges  3.07  3.05  3.06  3.06  3.08 

total revenue received  110.04  112.14  114.66  117.33  119.58 
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8.7 TAXATION
Gippsland Water became subject to the National Tax Equivalent Regime (NTER) from July 2002. 

Gippsland Water adopts the liability method of Tax Effect Accounting in accordance with the 

requirements of AASB 112. 

While Gippsland Water expects to generate operating profits during the third regulatory period, 

Gippsland Water has not forecast tax obligations in the third regulatory period. Gippsland Water’s 

current tax losses will shield the corporation from the requirement to pay tax during this period. 

8.8 UNREGULATED ACTIVITIES
The WIRO outlines declared services in respect of which the ESC has the power to regulate 

standards and conditions of service. The WIRO also outlines prescribed services in respect of 

which the ESC has the power to regulate prices. Gippsland Water’s activities that fall outside the 

scope of the WIRO are outlined in more detail below.

The operating and capital expenditures in, and revenues generated by these unregulated activities 

are excluded from the expenditures and revenues outlined in chapters 4,5 and 7 of this final Water 

Plan 3 proposal.

8.8.1 soil and organic recycling Facility (sorF)

In accordance with the Water Act 1989, Gippsland Water operates a prescribed (industrial) 

waste treatment and storage facility at its Dutson Downs property. The facility is approved by 

the EPA for this purpose due mainly to its large buffer distances, its thick clay overlays and its 

well developed management practices. The 356 hectare site was initially established in order to 

dispose of industrial wastes utilising landfill technology.

The SORF has been designed to treat and recycle soil and solid organic material using advanced in-

vessel composting technology. Based on proven methods, the SORF has been operational for more 

than two years, and a ‘proof of process’ has been achieved. The objective is that the end-product 

compost is fully compliant to the Australian standard for a market suitable soil reconditioner.

In addition, a liquids processing operation has been designed to treat and recycle organic liquid 

wastes using in-vessel separation technology (tank farm). The liquid organic wastes, treated in the 

liquids processing operation will allow the extraction of products of value prior to dewatering and 

incorporation into the composting process. 

table 8.9: sorF revenue and expenditure summary ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Revenue  6.22  6.34  6.32  6.76  6.50  7.28 

Operational 
Expenditure 

 4.63  4.66  4.65  4.66  4.69  4.69 

Capital Expenditure  2.90  0.60  0.21  0.21  0.42  0.21 
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8.8.2 agribusiness

The Gippsland Water Agribusiness is operated across twelve broad-acre land assets (10,000 

ha.) owned or vested in the corporation. These lands support a large mixed farming enterprise, 

encompassing livestock, plantation, grain and fodder. These form integrated components of the 

land management business, with each enterprise providing support services to Gippsland Water 

in the provision of sustainable water and wastewater services to the region.

Gippsland Water’s long term Agribusiness plan includes among other things:

•	 development of a robust agribusiness built around holistic farming practices focusing on 

sustainability and flexibility providing greater profitability;

•	 building a livestock enterprise and management systems to match stocking rate to carrying 

capacity, minimising climatic risk;

•	 continuing to develop sustainable fodder and grain cropping enterprises while maintaining  

the ability to capitalise on ever changing market conditions; and

•	 weed management and land reclamation projects including removal of noxious weeds and  

the levelling of previously excavated spiny rush earth stockpiles.

These initiatives seek to develop a sustainable business that actively manages ongoing climatic 

risk but maintains the flexibility to capitalise on changing market conditions. Livestock and 

cropping activities both remain important to the business but the mix of these will need to  

have the ability to change at short notice to capitalise on market opportunities and deliver 

consistent profitability.

table 8.10: agribusiness revenue and expenditure summary ($ Jan 13 – millions)

activity 12/13 13/14 14/15 15/16 16/17 17/18

Revenue  2.42  2.71  2.95  3.38  3.61  3.38 

Operational Expenditure  2.45  2.23  2.41  2.56  2.62  2.51 

Capital Expenditure  0.45  0.28  0.72  0.63  0.28  0.35 

8.8.3 the allocation of shared costs Between regulated and  
unregulated services

Gippsland Water allocates corporate costs across the SORF and the Agribusiness activities. 

Allocations are made on the basis that each of the unregulated activities is an independent  

stand-alone business. At present, the SORF attracts an allocation of $170,000 per annum,  

while Agribusiness attracts an allocation of $130,000 per annum.

section 8 – revenue reQuirement



122 Gippsland Water • Water plan 3 proposal

seCtion 9

In formulating long-term 
financial forecasts for 
the final Water Plan 3 
proposal, Gippsland 
Water has identified a 
range of issues that can 
be categorised as either 
a risk or an uncertainty. 
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alloCatinG anD  
manaGinG risk 

9.1 RISK MANAGEMENT
Gippsland Water has implemented a consolidated business wide Risk Management Framework 

that aligns with the Victorian Government Risk Management Framework and AS/NZS ISO 

31000:2009 Risk Management – Principles and Guidelines, released during 2009.

Gippsland Water’s Risk Management Framework is detailed within the Risk Management Strategy 

and Risk Management Policy. The Risk Management Procedure documents the adopted risk 

management processes that involve a systematic and inclusive approach to managing risk from 

a ‘whole of business’ perspective. Additionally, each risk is also aligned with Gippsland Water’s 

Strategic Plan. 

Risk management resources are accessible to all Gippsland Water personnel to ensure consistency 

when identifying future events or operational changes that could impact on organisational 

objectives. Identifying and assessing risks and the controls in place, assists Gippsland Water to 

effectively decide if further risk treatment is required to achieve an acceptable level of risk.

To strengthen the risk management process, Gippsland Water has developed a strong governance 

structure that actively engages the Board, Audit Committee, Risk Management Committee, 

departmental management and key staff on a quarterly basis to review Gippsland Water’s  

operating environment and risk profile.

Gippsland Water’s quarterly review process incorporates business continuity planning and 

incident reviews. Each quarter, the review focuses on a different aspect of risk management  

(risk register, controls and actions, business continuity or incident management review).

Gippsland Water’s Risk Management Committee meets quarterly following the completion  

of the organisational risk management review and receives reports on the internal control self 

assessments completed, completed risk action items and items raised in relation to incidents  

and business continuity.

The outcomes from each quarterly risk management review process are reported to Gippsland 

Water’s Audit Committee for endorsement and Gippsland Water’s Board for final approval.  

The Audit Committee and Board also receive reports of inherent ‘very high’, and controlled  

‘very high’ and ‘high’ risk levels on a quarterly basis to assure risk control and compliance. In 

addition, Gippsland Water’s whole of business risk register is provided to the Audit Committee 

and Board quarterly.

Gippsland Water also maintains an Emerging Risk Register. The Emerging Risk Register is a  

tool that enables the corporation to forecast, track and manage emerging risks that may impact  

it. Responsibilities for each emerging risk are allocated and monitored. 
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9.2 BUSINESS CONTINUITY
Gippsland Water’s Business Continuity Policy outlines the corporation’s approach to the 

identification, development, approval and review of business continuity plans. The foundation 

of Gippsland Water’s business continuity framework is based on the continuation of services to 

customers. The critical business processes in the event of a crisis have been identified by the 

corporation as follows:

•	 supply of water and wastewater services to Gippsland Water customers;

•	 supply of water services to power and other essential industry; and

•	 supply of wastewater services to power and other essential industry.

The resources required by the corporation to reinstate the critical business processes above are 

detailed in consequence scenarios and include:

•	 Staff/contractor welfare

•	 Premises equipment – denial of access

•	 Premises equipment – partially/fully lost or destroyed

•	 Information systems

•	 Voice communications

•	 Other

Gippsland Water has chosen to manage business continuity risk by focusing on mitigation of the 

consequences rather than mitigation of actual incidents. The link between the critical business 

processes and consequence scenarios form the framework for the business continuity plan, as 

depicted in Table 9.1 below.

table 9.1: critical Business processes - consequence scenario link

critical 
Business 

processes

consequence 
scenarios

customer Focus

supply of water and 
wastewater services 
to residential 
customers

supply of water to 
power and other 
essential industry

supply of 
wastewater services 
to power and other 
essential industry

Staff/contractor welfare

The business continuity plans will detail each workgroup’s 
procedures/processes to address each critical business 
processes for each applicable consequence scenario.

Premises equipment 
– denial of access

Premises equipment 
– partially/fully lost 
or destroyed

Information systems

Voice communications

Other

To ensure the business continuity framework reflects current day business realities, relevance and 

continued application, annual reviews are conducted involving applicable senior management 

associated with the business processes. Gippsland Water has a legislative requirement to perform 

‘live’ exercises in the areas of terrorism, environment and emergency management, and the testing 

of elements of each business continuity plan will be incorporated into these exercises.
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9.3 RISK, UNCERTAINTY AND LONG TERM FINANCIAL 
FORECASTS
The ESC notes in its 2013 Water Price Review Guidance Paper that –

“The term risk is often used loosely. We consider it useful to distinguish between risk and uncertainty.” 

•	 Risk - is the known probability and consequence (either positive or negative) of a particular 

outcome occurring. 

•	 Uncertainty - arises where the probability of an event is unknown.

In formulating long-term financial forecasts for the final Water Plan 3 proposal, Gippsland Water 

has identified a range of issues that can be categorised as either a risk or an uncertainty. 

9.3.1 risks – Known probability and consequence

a) carbon price flow through on chemicals and other good and services

From a financial forecasting perspective, Gippsland Water knows that the prices of chemicals 

and other goods and services will increase as the impact of the Federal Government’s carbon 

price works its way through the Victorian economy. The consequence will clearly be increases 

in operating costs that should be reflected in water and wastewater tariffs. Gippsland Water has 

elected not to try and estimate these impacts, particularly when major suppliers are unable to 

provide advice on the matter. This remains a significant financial risk.

b) new customer contribution (ncc) regime changes

At the time of developing this final Water Plan 3 proposal, the ESC has flagged major changes 

to the NCC regime. While Gippsland Water knows the current regime will change, details remain 

unclear. From a Gippsland Water perspective, consequences of the new regime include:

•	 severely limiting the corporation’s ability to apply scheduled and non-scheduled charges in 

the future;

•	 significantly increasing shared asset capital expenditure projections for the third regulatory 

period (given current estimates include an expectation that developers will contribute to 

assets developed out of sequence); and

•	 increasing general water and wastewater tariffs to offset NCC revenue currently included in 

this plan.

The impact this will have on future new customer contributions remains a significant financial risk. 

9.3.2 uncertainty - Where the probability of an event is unknown.

a) Forecast connections growth

In the period between formulating Gippsland Water’s draft and final Water Plan 3 proposals, 

Gippsland Water has updated all connection forecast models with actuals data for the period to 

30 June 2012. This data indicates that a slowdown in the rate of connections occurred during 

the January to June 2012 period. While baseline data has been adjusted for actual connections, 

Gippsland Water has elected not to amend forecasts for future annual connections growth. 

The slowdown has been treated as a short-term aberration, for now. Gippsland Water remains 

uncertain as to whether this trend will continue. The corporation will continue to watch new 

connections growth and may elect to amend forecasts during the ESC’s review process. 
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b) residential consumption forecasts

Residential consumption has been volatile for several years. With both 2010/11 and 2011/12 being 

very wet years, demand forecasts remain subject to significant uncertainty. A significant level of 

uncertainty surrounds how customers will respond as climatic conditions return to more average 

rainfalls. In addition, there remains significant uncertainty as to whether a return to dry climatic 

conditions will occur during the five years of the third regulatory period. Given these uncertainties, 

Gippsland Water has elected to forecast demand at expected upper demand boundaries (refer 

chapter 6). This uncertainty presents as a significant financial risk given that for every one kilolitre 

reduction in demand, residential volumetric water revenue will reduce by $125,000 per annum. 

It should be noted that while the same can be said of non-residential consumption forecasts,  

the financial implications are not as severe.

c) contingency for major events

During the first and second regulatory periods, Gippsland Water was required to fund responses 

to a range of major events, such as managing emergencies (both bushfires and floods), as well as 

the purchase of additional water during the 2006/07 drought. As one example, Gippsland Water 

spent $0.4M during 2006/07 to purchase 5,550ML of water in Blue Rock Reservoir. At current 

prices this same purchase would now cost approximately $8.3M. 

Given the level of uncertainty about both the likelihood and consequence of these types of events, 

Gippsland Water has not included any funding for major events in the final Water Plan 3 proposal.

d) unfunded superannuation liability contributions

In June 2012, Gippsland Water was required to record a liability $4.6M associated with the Local 

Authorities Superannuation Fund (LASF) Defined Benefit Plan. This was the second call made 

during the second regulatory period; and was Gippsland Water’s share of a total unfunded liability 

of $453M, net of contributions tax.

In accordance with the Superannuation Industry (Supervision) Act 1993, actuarial investigations 

are required at intervals of not more than three years. The fund trustee has advised that future 

experience may be better or worse than expected. If experience is worse than expected, then  

the trustee is likely to require additional top-up contributions. Gippsland Water has not provided 

for any top-up contributions in this final Water Plan 3 proposal.

e) closure of major customers

In July 2011, the Federal Government announced its plan to implement a voluntary Contract 

for Closure Program as part of the Clean Energy Future Package. In Dec 2011, the Federal 

Government confirmed that five power generators across Australia were ‘invited to proceed  

to the negotiation stage’. 
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This invitation was extended to three of Gippsland Water’s major customers - International Power 

Hazelwood, Energy Brix Australia and TRUenergy Yallourn. The Federal Government intended 

to enter into any Contracts for Closure by June 2012. While the Federal Government’s preferred 

closure timeframe was from July 2016 to June 2020, proposals for closure prior to July 2016  

were to be considered. In early September 2012, the Federal Government announced that it  

had abandoned the Contract for Closure Program.

In late June 2012 the Federal Government announced a $50M bailout package for Energy Brix 

Australia in a bid to maintain briquette supplies for 50 businesses that employ 2500 people. 

The two-year restructuring package for Energy Brix Australia will allow the company to maintain 

briquette production while regional businesses that rely on its brown coal briquettes make the 

transition to a cleaner fuel source. The bailout package does not provide support for the power 

production component of the company’s operations. As of July 2012, Energy Brix Australia 

downsized operations to 1 boiler and 1 turbine (from 5 turbines) which reduced their overall 

capacity significantly. Reductions in water consumption are expected to be significant, but are  

yet to be confirmed.

While Gippsland Water has made provision for some changes in its major customer demands 

in this final Water Plan 3 proposal, considerable uncertainty remains as to whether additional 

closures to those forecast will occur during the third regulatory period, despite the Federal 

Government abandoning the Contract for Closure Program.

section 9 – allocatinG and manaGinG risK
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seCtion 10

Gippsland Water must 
strive to deliver what has 
been approved during  
the regulatory period.
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outComes  
from the seConD  
reGulatory PerioD

10.1 OUTCOMES FROM THE SECOND REGULATORY PERIOD
The ESC approved prices for the second regulatory period in June 2008. The ESC’s Gippsland 

Water Determination outlined a number of key assumptions upon which the approved price 

path was based. Included in these assumptions were expectations around levels of operational 

expenditure, capital expenditure (including key capital projects), demand forecasts and service 

standards for the second regulatory period. 

For comparative purposes, a number of these expectations are outlined below, and compared 

with actual results during the period. Performance against service standards established for the 

second regulatory period is outlined in chapter 3 of this Plan and is not repeated below.

While these comparisons are provided for information, it should be noted that Gippsland Water 

is not restricted by the operational or capital expenditure profile approved by the ESC. Like all 

water corporations, Gippsland Water must strive to deliver what has been approved during the 

regulatory period. However, water corporations must also remain vigilant and implement changes 

to proposed plans where it is prudent and efficient to do so.

10.2 OPERATIONAL EXPENDITURE
The ESC approved a total of $263.06M ($ Jan 07) in operational expenditure for Gippsland 

Water during the second regulatory period. Gippsland Water’s current operational expenditure 

projection, based on actuals for the four year period to June 2012, and our current estimate for 

the 2012/13 financial year is outlined in table 10.1. Gippsland Water expects to complete the 

second regulatory period with total actual operational expenditure $8.58M ($ of day) in excess  

of the total approved by the ESC for the second regulatory period.

table 10.1: overview of operating expenditure ($m)

description 08/09 09/10 10/11 11/12 12/13 total

Approved ($ Jan 07) 49.66 53.17 52.88 53.49 53.86 263.06

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 53.03 58.18 59.53 62.22 63.65 296.60

Actual Spend ($ of Day) 45.80 47.01 65.41 74.50 72.46 305.18

Variation ($ of Day) (7.22) (11.17) 5.88 12.28 8.81 8.58

Note: 12/13 ‘actual’ value is Gippsland Water’s current estimate

As table 10.1 outlines however, significant variations exist on a year by year basis. Operational 

expenditure fell well below expectations in both the 2008/09 and 2009/10 financial years. The main 

drivers for this significant under expenditure were the delay in the completion of construction, and 

commencement of operations at the GWF; and the inability at times during this period to fill staff 

vacancies, due in the main to skills shortages (technical roles) or an inability to match pay and 

conditions offered by other employers within the region, or in other parts of Australia. 

section 10 – outcomes From  
tHe second reGulatory period
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The main driver for the increase in 2010/11 was the requirement to record significant repairs 

to the GWF Anaerobic Lagoons as operating expenditure. The large increase in operational 

expenditure in 2011/12 comprises two main drivers, a requirement to record a significant 

unfunded superannuation liability; and a significant increase in operating costs at the GWF, 

including additional contract labour requirements, additional major maintenance requirements, 

increases in biosolids volumes requiring treatment and additional transport costs.

Gippsland Water’s estimate for 2012/13 includes the expectation that operational costs for 

the GWF will continue to be more than originally proposed for the second regulatory period. 

In addition, the number of labour FTE positions has increased to ensure the business as usual 

activities of the corporation can be maintained. No further unfunded superannuation liability has 

been included in the estimate for 2012/13.

10.3 CAPITAL EXPENDITURE
The ESC approved a total of $232.95M ($ Jan 07) in capital expenditure for Gippsland Water during 

the second regulatory period. Gippsland Water’s current projection, based on actuals for the four 

year period to June 2012, and current estimate for the 2012/13 financial year is outlined in Table 

10.2 below. Gippsland Water expects to complete the second regulatory period with total capital 

expenditure some $13.42M ($ of day) in excess of the total approved by the ESC.

table 10.2: overview of capital expenditure ($m)

description 08/09 09/10 10/11 11/12 12/13 total

Approved ($ Jan 07) 83.64 30.58 41.57 34.04 43.12 232.95

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 89.31 33.46 46.80 39.60 50.95 260.12

Actual Spend ($ of Day) 85.44 33.71 48.20 39.40 66.79 273.54

Variation($ of Day) (3.87) 0.25 1.41 (0.20) 15.84 13.42

Note: 12/13 ‘actual’ value is Gippsland Water’s current estimate
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10.4 KEY CAPITAL PROJECTS
The Gippsland Water determination outlined a number of key capital projects. Details on progress 

towards completion of several of these projects are outlined below.

The capital expenditure required for completion of the GWF was the largest single expenditure in 

the capital profile approved by the ESC. The expenditure included in the second regulatory period 

represented only that portion expected to occur after July 2008. A discussion has been provided 

in chapter 8 in relation to GWF and is not repeated here. Table 10.3 outlines the original capital 

provision for the second regulatory period and actual costs as they were incurred.

table 10.3: Gippsland Water Factory (including micro Hydro / Bio Gas projects) ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 47.30 Nil Nil Nil Nil

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 50.50 Nil Nil Nil Nil

Actual Spend ($ of Day) 66.89 11.73 16.79 Nil Nil

During the ESC review of proposed capital expenditure for the second regulatory period, the 

ESC removed $38M from Gippsland Water’s proposal for the Loch Sport Sewerage Scheme. 

The capital expenditure remaining was to allow Gippsland Water to progress the project using 

only funds provided by government. A discussion has been provided in chapter 5 in relation to 

progress on the Loch Sport Sewerage Scheme and is not repeated here. Table 10.4 outlines the 

original capital provision for the second regulatory period and actual costs as they were incurred. 

An additional $32.3M is proposed to complete the Loch Sport Sewerage Scheme in third 

regulatory period.

table 10.4: loch sport sewerage scheme ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 0.48 0.48 6.79 Nil Nil

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 0.51 0.52 7.64 Nil Nil

Actual Spend ($ of Day) Nil Nil 0.32 0.88 6.25*

Note: 12/13 value is current estimate

The capital expenditure required for completion of the Coongulla/Glenmaggie Sewerage Scheme 

was the second largest single expenditure in the capital expenditure profile approved by the ESC. 

A discussion has been provided in chapter 5 in relation to progress on the Coongulla/Glenmaggie 

Sewerage Scheme and is not repeated here. Table 10.5 outlines the original capital provision for the 

second regulatory period and actual costs as they were incurred. An additional $2.8M is proposed 

to complete the Coongulla/Glenmaggie Sewerage Scheme in the third regulatory period.

section 10 – outcomes From  
tHe second reGulatory period
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table 10.5: coongulla/Glenmaggie sewerage scheme ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 0.15 0.18 3.00 6.67 11.27

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 0.16 0.20 3.37 7.76 13.32

Actual Spend ($ of Day) Nil Nil 0.73 5.69 13.74*

Note: 12/13 value is current estimate

The Warragul to Moe Water Supply Interconnect was a two-stage project connecting water 

supplies between Moe and Warragul to allow for future population growth and improve long-term 

water supply security. The funding approved by the ESC (refer table 10.6) was initially expected  

to fund both stages:

•	 Yarragon to Darnum

•	 Darnum to Warragul

Gippsland Water has recently completed stage one of this project. Stage one consisted of 

connecting the water supply from Yarragon to Darnum. Stage one has allowed 1.2 million litres  

of water used in Darnum each day to be supplied from the Moe Water Treatment Plant. The costs 

incurred to complete stage one are also outlined in table 10.6.

Stage two of the project will see Darnum connected to the Warragul water supply system via a 

new, larger diameter pipeline. Once completed, the Warragul and Moe water supply systems will 

be fully connected. An additional $8.9M is proposed to complete stage two of this project in the 

third regulatory period.

table 10.6: Warragul – moe interconnection project ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 0.09 0.37 3.40 0.68 2.30

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 0.10 0.40 3.83 0.79 2.72

Actual Spend ($ of Day) Nil Nil 3.71 1.95 0.25*

Note: 12/13 value is current estimate
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10.5 KEY CAPITAL PROGRAMS
The Gippsland Water determination also outlined a number of key capital programs. These 

programs are ongoing, rather than one-off in nature. Details of capital expenditure approved by 

the ESC and actual expenditure incurred by Gippsland Water are outlined below together with  

a brief summary of the programs.

Gippsland Water has more than 2,000 kilometres of water reticulation pipes. A long term rolling 

renewal program is developed to ensure that water pipes are in good working order and that 

levels of service can be maintained. As outlined in table 10.7, Gippsland Water has spent 

approximately $2M per annum on this program.

table 10.7: Water reticulation system renewals program ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 2.10 2.10 2.10 2.10 2.10

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 2.24 2.29 2.36 2.44 2.48

Actual Spend ($ of Day) 2.05 2.15 1.80 2.54 2.03*

Note: 12/13 value is current expected estimate

Gippsland Water has a significant number of sewer pump stations located across the region. 

Gippsland Water has a comprehensive process that ensures that the condition, criticality and 

performance of these sewer pump stations are routinely measured and monitored, and a long-

term program for the maintenance and upgrade/replacement of the sewer pump stations is 

developed to ensure that the sewer systems continue to operate at the required levels of service 

for customers. 

table 10.8: sewer pump station rehabilitation and improvement program ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) 2.00 2.00 2.00 2.00 2.00

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) 2.13 2.19 2.25 2.33 2.36

Actual Spend ($ of Day) 1.74 1.5 1.83 1.15 1.77*

Note: 12/13 value is current estimate

Gippsland Water supports future development in the region by investing in major new water and 

wastewater infrastructure when it is required. Large infrastructure assets that will be utilised by more 

than one existing or new development are called ‘shared assets’. Gippsland Water provides major 

treatment plants, headworks and outfall; and shared assets that have sufficient capacity to meet 

future demand taking into account a long-term planning horizon. Expenditure in this area fluctuates 

significantly as new developments are impacted by changes in underlying economic conditions.

section 10 – outcomes From  
tHe second reGulatory period
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table 10.9: shared assets ($m)

description 08/09 09/10 10/11 11/12 12/13

Approved ($ Jan 07) Nil 0.20 1.40 1.30 4.00

CPI factor  1.0678  1.0941  1.1257  1.1633  1.1817 

Approved ($ of Day) Nil .22 1.42 1.51 4.72

Actual Spend ($ of Day) Nil 0.10 0.93 2.92 3.21*

Note: 12/13 value is current estimate

10.6 DEMAND FORECASTS
The tables below outline a range of approved demand forecast values in relation to water 

connections, wastewater connections and water consumption. Actual results are provided for 

comparative purposes. 

table 10.10: residential Water connections - total

description 08/09 09/10 10/11 11/12 12/13

Approved 54,349 55,200 56,066 56,945 57,838

Actual 55,494 56,768 57,911 58,646 NA

Variation +1,145 +1,568 +1,845 +1,701

table 10.11: non-residential Water connections - total

description 08/09 09/10 10/11 11/12 12/13

Approved 5,634 5,658 5,682 5,705 5,728

Actual 5,617 5,649 5,677 5,715 NA

Variation -17 -9 -5 +10

table 10.12: residential Wastewater connections - total

description 08/09 09/10 10/11 11/12 12/13

Approved 46,304 47,044 47,797 48,562 49,339

Actual 47,395 48,606 49,759 50,461 NA

Variation +1,091 +1,562 +1,960 +1,899
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table 10.13: non-residential Wastewater connections - total

description 08/09 09/10 10/11 11/12 12/13

Approved 4,903 4,924 4,944 4,964 4,984

Actual 4,880 4,886 4,931 4,956 NA

Variation -23 -38 -13 -8

table 10.14: residential Water consumption (ml)

description 08/09 09/10 10/11 11/12 12/13

Approved 10,448 10,253 10,062 9,875 9,692

Actual 10,579 10,146 9,367 9,573 NA

Variation +131 -107 -695 -302

table 10.15: non-residential Water consumption (ml)

description 08/09 09/10 10/11 11/12 12/13

Approved 2,751 2,762 2,773 2,783 2,793

Actual 2,311 2,057 1,826 1,810 NA

Variation -440 -705 -947 -973

table 10.16: major customer Water consumption (ml)

description 08/09 09/10 10/11 11/12 12/13

Approved 45,471 47,271 47,471 47,671 47,871

Actual 44,908 43,631 43,757 45,763 NA

Variation -563 -3,640 -3,714 -1,908

section 10 – outcomes From  
tHe second reGulatory period
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aPPenDiCes
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aPPenDix 1
ABBREVIATIONS

adWG Australian Drinking Water Guidelines

ancold  Australian National Committee on Large Dams

Bau Business As Usual

ccc Customer Consultative Committee

ccp Critical Control Points

cctv Closed Circuit Television

cpi  Consumer Price Index

ctWss  Country Towns Water Supply and Sewerage Program

doH Department of Health

dpcd  Department of Planning and Community Development

dse  Department of sustainability and Environment

epa  Environment Protection Authority

ep act Environment Protection Act 1970

erep Environment and Resource Efficiency Plans

esc  Essential Services Commission

GrsWs  Gippsland Region Sustainable Water Strategy

Gsl Guaranteed Service Levels

GWF  Gippsland Water Factory

ict  Information, Communication and Technology

kl Kilolitre

Kpi Key Performance Indicator

lasF Local Authorities Superannuation Fund

mad Mean Absolute Deviation

ml Megalitre

ncc New Customer Contribution

QBtW Quality Based Trade Waste Tariff

raB Regulatory Asset Base

ros Regional Outfall System

scada Supervisory Control And Data Acquisition

sdWa Safe Drinking Water Act 2003

sepp (Wov)  State Environmental Protection Policies  
(Waters of Victoria)

sla Statistical Local Area

sorF Soils and Organics Recycling Facility

sps Sewer Pump Station

tds Total Dissolved Solids

tHm Trihalomethanes

vicpol Victoria Police

vicWater Victorian Water Industry Association

Wacc Weighted Average Cost of Capital

Wiro Water Industry Regulatory Order 2003

Wp2 Water Plan 2 (second regulatory period)

Wp3 Water Plan 3 (third regulatory period)

Wsds Water Supply Demand Strategy

WWtp Waste Water Treatment Plant

WWtG Waste Water Treatment Group

appendix 1
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aPPenDix 5
PRUDENT AND EFFECTIVE LEVELS  
OF CAPITAL EXPENDITURE

cost drivers

There are four cost drivers for capital projects. These are:

•	 asset renewal – an asset in poor condition that is required to be replaced;

•	 growth – extending services as regional towns expand and more customers require services;

•	 service improvement – improving the quality of service to meet existing or future community 

needs; and

•	 compliance – projects required to ensure regulatory requirements are met.

Business needs are usually identified based on a primary driver. For example, replacing a 

wastewater treatment plant may be driven by the need for asset renewal. A project can have  

a secondary driver, which provides incentive to add value to the project. For example, the 

upgrade of the wastewater treatment plant during renewal to treat the wastewater to a higher 

standard would be driven by service improvement. A secondary driver can be combined with  

the primary driver to determine the project’s overall priority.

risk assessment and prioritisation

Business needs for capital projects are evaluated where appropriate, against risks in Gippsland 

Water’s corporate risk register. The risk rating for an item in the risk register may sometimes be 

elevated if an issue is identified that exposes the corporation to increased risk. Projects to control 

the risk are then listed as action items in the risk register.

A risk-based prioritisation process is used to provide an initial priority listing of projects. Table 

A5.1 outlines the consequence matrix for risk evaluation. The failure modes of a system under 

stress are identified and evaluated against social, environmental and economic consequences 

which, when combined with likelihoods based upon the anticipated years to failure of the system, 

give a measure of risk reduction by the project.

Table A5.2 provides an example of this assessment for the Neerim South WWTP operational 

upgrades. The social, environmental and economic consequence scores are added then 

multiplied by the likelihood score for the risk before and after investment to generate a risk 

reduction score. The risk reduction is divided by the estimated project cost to give a prioritisation 

score, which is effectively risk reduction per dollar invested. Projects are then ranked by 

prioritisation score. The method gives appropriate value-for-money priority for small projects that 

often fall off priority listings when the absolute risk reduction is much lower than for large projects.

Engineering judgement is then used to review and refine the final ranking.

appendix 5



160 Gippsland Water • Water plan 3 proposal

table a5.1: consequence assessment matrix

social  none (0)
insignificant 
(0.33) minor (1.67)

moderate 
(6.67) major (16.67)

catastrophic 
(33.33)

  Loss of Service No Impact Small number 
of customers 
within minimal 
disruption

Small number 
of customers 
within 
significant 
disruption

Large number 
of customers 
with minimal 
disruption

Large number 
of customers 
with significant 
disruption

Large number 
of customers 
with prolonged 
disruption

  Community  
and Culture

No Impact Small Cultural 
Event 
Interrupted 
or Cultural 
Site Access 
Disrupted

Small Cultural 
Event 
Postponed or 
Cultural Site 
with Minor 
Damage

Large Cultural 
Event 
Interrupted or 
Cultural Site 
with Significant 
Damage

Large Cultural 
Event 
Postponed or 
a Cultural Site 
Destroyed

Large Cultural 
Event 
Cancelled or 
a Number of 
Significant 
Cultural Site 
Destroyed

  Safety and 
Health

No Impact None Life 
Threatening 
Injuries. No 
Medical 
Attention 
Required

Non Life 
Threatening 
Injuries. 
Medical 
Attention 
Required

Serious Injuries, 
Sickness. 
Hospitalising 
Required

Death or 
Multiple 
Serious Injuries. 
Hospitalising 
Required

Multiple Deaths 
or Widespread 
Illness. 
Hospitalising 
Required

environment none (0)
insignificant 
(0.33) minor (1.67)

moderate 
(6.67) major (16.67)

catastrophic 
(33.33)

  Damage to Land 
Air Flora Fauna

No Impact Insignificant 
Damage 
Reversible 
within 1 week

Minor 
Widespread 
damage 
reversible 
within 3 months

Moderate 
Widespread 
damage 
reversible 
within 1 year

Serious Local 
damage 
reversible 
within 5 years

Serious 
Widespread 
damage not 
reversible

economic  none (0)
insignificant 
(0.33) minor (1.67)

moderate 
(6.67) major (16.67)

catastrophic 
(33.33)

  Corporate 
Image

No Impact Local 
Residents Only

Local Adverse 
Media 
Coverage

Community 
Wide Adverse 
Media 
Coverage

National 
Adverse Media 
Coverage

International 
Adverse Media 
Coverage. 
Public 
Investigation

  Third Party 
Loses 

No Impact Minor Cost Moderate Cost Significant Cost High Cost Large Cost

  Organisation 
total cost (fines 
revenue, repairs, 
costs, financial 
inefficiencies)

No Impact Minor Cost Moderate Cost Significant 
Cost. No 
impact on other 
spending

High Cost. 
Impact on 
other spending

Large Cost. 
Likely to 
Impact Rates
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table a5.2: priority assessment - neerim south WWtp operational upgrades

Name of Project: neerim south WWtp operational upgrade    Business Driver: compliance    Cost of Project: 0.63($m)

Database Number: 3713

Project Number:

Timing Imperative: 2013                        Total ∆ Risk: 6.45                    Prioritisation Value: 10.31

Failure modes consequences

consequence assessment
likelihood 

assessment risk Ä risksoc env eco

Failure of the 
treatment process

Non-compliant discharge 
to receiving waters

Pre 0 1.67 1.67 2 6.68 6.45

Post 0 1.67 1.67 0.07 0.23

estimate accuracy

Accurate cost estimating is undertaken for projects likely to exceed $2M. Consultants with 

specialist expertise in quantity surveying and major project construction are engaged for this 

purpose. Gippsland Water has used aQuenta Consulting Pty. Ltd. and UGL Limited to provide 

these services for strategic assessments on projects included in this Plan for the third  

regulatory period.

Base cost estimates included materials and services costs, design and project management, 

deliverability of the project and construction sequencing. A construction risk assessment 

evaluated contingencies using At Risk software to generate a cost with a P50 level of confidence, 

that is, the cost with a 50% probability that the actual cost is less than the estimate.

Projects likely to cost less than $2M are those of the type delivered on a regular basis such as 

pipe laying, storage tanks and pump stations. Gippsland Water’s internal skills and the pricing 

skills of local construction contractors provide the most cost effective and accurate estimates  

for these projects.

Programs for minor capital works have been established with annual budgets based on historical 

needs to maintain assets to an approved level of service. In some instances, identified minor 

capital works projects were risk ranked and projects with risk levels of ‘high’ or above were 

included in the programs. When this process lead to a significant shift in the required expenditure 

for the program, the larger projects were separated from the program and assessed and 

prioritised against other major projects.
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investment management Framework

Projects are developed through six phases (figure A5.1) once business needs have been 

established. Gippsland Water is currently part way through implementation of this process  

for capital projects.

Figure a5.1: investment management Framework

phase 1: strategic assessment

This high level assessment is to determine whether the project can satisfy the business needs and 

to consider the options available. 

The checkpoint one report will recommend progress to phase two, if warranted, and recommend 

the inclusion of the estimated cost into the Corporate Plan for the appropriate years. Approval is 

sought in accordance with Gippsland Water’s Register of Delegations.

phase 2: Business case

This assessment identifies and provides a detailed analysis of the options. It provides a functional 

design and preliminary procurement strategy for the preferred solution. Included is a cost 

estimate to P50 confidence, a delivery schedule for achieving the timing imperatives for the 

project and its priority against other investments.
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The business case comprises of:

1. a functional design including project objectives and drivers, the options considered and the 

preferred solution

2. financial, environmental and social assessment summaries of the preferred solution 

3. the identification of whether planning approvals, land acquisition, easements, fauna and flora 

investigations and cultural heritage assessments are necessary for delivery of the project

4. estimated total project cost, including expenditure to date, forecast P50 cost estimate and  

the funding strategy (budget/unbudgeted) and

5. estimated cost to complete phases three and four. 

Approval is sought via an Authority to Proceed, with approval in accordance with Gippsland 

Water’s Register of Delegations.

phase 3: design and procurement strategy

The detailed design process is completed in this phase and includes development of a detailed 

strategy for delivering the project. A procurement strategy is also developed in this phase to 

identify the preferred means of tendering and delivering the project.

phase 4: tender process

If the procurement strategy is to tender a single contract, the project officer, after tenders have 

been received from the market, will seek ‘Authority to Commit’ to contract in accordance with 

Gippsland Water’s Register of Delegations.

If the procurement strategy is to tender multiple contracts, the project officer will seek ‘Authority 

to Commit’ for all intended contracts in accordance with the register of delegations prior to issue 

of tenders.

The ‘Authority to Commit’ will comprise of the following:

1. summary of the detailed procurement strategy;

2. the project cost estimate, based on either the tender price (single contract strategy) or  

the detailed procurement strategy;

3. summary of the tender review and recommended tenderer (if a single contract); and

4. funding strategy.

phase 5: project delivery

The construction and installation of works to create Gippsland Water assets or the delivery of 

service changes is managed in this phase and includes delivery of documentation and manuals and 

training of operating staff. Assets are registered in Gippsland Water’s asset management system.

phase 6: post project review

This phase is to review the finished product six to twelve months after completion to ensure that the 

project delivered the benefits and satisfied the objectives that were defined in the business case.
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