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Yeur  ref.  Our  ref.  u  C'  >*  Jarrah  O'Shea 

16  September  2013 

Dr  Ron  Ben-David 
Chair,  Essential  Services  Commission 
Level  37,  2  Lonsdale  St 
MELBOURNE  VIC  3000 

Dear  Dr  Ben-David 

Re:  Coliban  Water's  preferred  form  of  price  control 

We  acknowledge  the  Commission's  nsideration  of  our  proposed  ''Demand  Adjusted 
Revenue  Cap''  in  the  Iead  up  to  the  Final  Decision.  We  also  acknowledge  the  concems 
raised  in  the  Final  Decision  regarding  the  perceptions  of  complexity  of  this  form  of  pri 
control.  and  we  appreciate  the  oppounity  to  ''resubmit  a  form  of  control  proposal  within 

90  dayso. 

ln  the  Iong  term,  Coliban  Water  remains  committed  to  a  form  of  price  control  that  is 
cost  reflective  and  sends  appropriate  price  signals  to  customers  about  the  cost  of 

water.  However,  Coliban  Water  acknowledges  that  sucssfully  establishing, 
developing  and  prosecuting  such  a  form  of  pricee  ntrol  will  take  additional  time  and 
this  could  not  have  been  completed  in  the  three  months  since  the  Final  Decision. 

The  corporation  considers  that  Price  Caps  as  a  form  of  price  control  Iimits  flexibility  in 
managing  price  and  revenue  risk.  Fudhermore,  Caoliban  Water  is  nrned  about  the 
adverse  financial  consequences  that  would  result  from  a  Revenue  Cap  price  ntrol 

mechanism,  particularly  as  this  would  diminish  the  incentive  for  the  c'orpoction  to 
sustainably  maximise  the  provision  of  water  across  our  region. 

Accordingly,  Coliban  Water  is  applying  for  a  i'Price  Cap  Hybrid''  form  of  price 

control. 

Coliban  Water  has  recently  implemented  a  number  of  measures  to  assist  financial 
sustainability  and  manage  financial  risk: 

-  Price  correction  applying  from  2013-14 
-  Having  a  single  variable  price  replace  inclining  block  tariffs  for  sidential 

customers 
-  Discontinuation  of  sewer  volumetric  charges  for  most  non-residential  customers 
-  Repatriating  ''core''  business  services  instead  of  outsourcing 

-  Reduction  in  reliance  on  consultants 
-  Re-contracting  operating  and  maintenan  services  through  a  contestable  and 

open  tendering  process  to  provide  enhanced  value 

The  Final  Decision  notes  that  Price  Cap  Hybrid  price  control  will  ''help  businesses 
manage  uncedainty  by  allowing  any  reasonable  rebalancing  of  lriffs  that  n  be 
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justified  during  the  regulatory  period,''  and  the  corporation  endeavours  to  exceed  Final 
Decision  benchmarks  over  the  coming  regulatory  period. 

Coliban  Water  considers  the  benefits  of  a  revenue  cap  do  not  exceed  the  drawbacks, 
including  expenditure  volatility  and  diminished  inntives  to  provide  water  and  serve 
customers.  However,  it  is  the  rporation's  intention  to  strategiceally  engage  with  the 
Commission,  DEPI  and  other  stakeholders  on  the  benefits  of  a  more  dynamic  and  cost 

reflective  form  of  price  control,  for  implementation  in  the  next  regulatory  period 

commencing  1  July  2018. 

We  Iook  forward  to  discussing  this  with  you  and  your  team.  If  you  have  any  queries 

about  this  corresponden,  please  conlct  Jarrah  O'Shea,  Manager  Economics  and 

Pricing. 

Yours  faithfully 
$ 

(  z 

Jeff  Rijby 
Managlng  Director 

I 
I 

i 
I 
I 
1 
i 

37  -  45  Bridge  Street,  Bendigo  PO  Box  2770  Bendipo  DC  Vidoria  3554 
Telephone  1300  363  29B  Facsimile  03  5434  1341  'xe'-nccoliban.com.au  ABN  96  549  0:2  360 


