	
	


	
	



Recommendations and findings
Chapter 3 — Objectives for the urban water sector
Recommendation 3.1

The Australian, State and Territory Governments should articulate a common objective for the urban water sector in relevant policy documents along the following lines:

The primary objective of the urban water sector is to provide water, wastewater and stormwater services in an economically efficient manner so as to maximise net benefits to the community. This objective should be met by pursuing the following more specific objectives:

· achieving water security and reliability at lowest expected cost

· contributing to universal and affordable access to water and wastewater services

· contributing to public health, flood mitigation and environmental protection.

Economic efficiency should be defined broadly to include environmental, health and other costs and benefits that might not be priced in markets.

Chapter 4 — The role of governments

RECOMMENDATION 4.1

It is the role of governments to create the conditions necessary for institutions to operate efficiently. Governments should:
· set objectives for the development of urban water policy and relevant objectives for each institution
· ensure that policy frameworks and principles in relation to public health, the environment and service delivery are consistent with the objectives

· define property rights for environmental and consumptive use water, including stormwater and wastewater
· appropriately assign roles and functions to institutions

· put in place best practice institutional and governance arrangements for:


–
public health, environmental and economic regulation relating to the sector

–
service delivery of water, wastewater and stormwater services

· provide ongoing commitment to the application of the arrangements.

Chapter 5 — Supply of water, wastewater and stormwater services
Recommendation 5.1

Any restrictions on water trading by regional urban water utilities should be independently reviewed and, if they cannot be shown to provide net public benefits, they should be removed.

Recommendation 5.2

State and Territory Governments should adopt policy settings that require the costs, benefits and risks of all supply augmentation and demand management options to be considered using a real options (or adaptive management) approach. 

Information on all augmentation options and their respective merits should be made publicly available and views of the community sought, especially regarding sensitive options like indirect potable reuse.

Bans on particular augmentation options (whether or not explicitly stated) should be removed, including those on rural–urban trade and indirect potable reuse. 

Recommendation 5.3

In general, the Australian, State and Territory Governments should cease providing subsidies for water, wastewater and stormwater infrastructure. The possible exceptions are where:

· infrastructure investment is required due to changes in environmental standards that impose a significant cost on a defined group and/or infringe a well defined ‘property right’

· a formal and transparent process has identified that a regional community should not be required to recover costs fully through water charges.

Recommendation 5.4

Governments should ensure that the six principles of good regulatory practice, spelt out by the Regulation Taskforce, are applied when developing policy and regulation governing the urban water sector.

Finding 5.1

Integrated water cycle management initiatives are often driven by the assumption that it is always in the community’s interest to increase water reuse and recycling, and to decrease reliance on centralised water supply systems. A preferred approach is to facilitate efficient recycling and reuse projects by removing barriers to integration (such as the absence of appropriate property rights for wastewater and stormwater and deficiencies in the analyses, and community awareness, of costs and benefits).

Chapter 6 — Pricing of water, wastewater and stormwater
Recommendation 6.1
Upfront developer charges should be used where the incremental costs of development are well established and benefits accrue mainly to those in the development. Where, as in the case of urban infill, the benefits also accrue to incumbents, costs should be spread across all users through rates, taxes or the fixed part of a two-part tariff for water and wastewater services. Developers should be given the option of building the required infrastructure themselves where appropriate, subject to predetermined standards.
Recommendation 6.2
All new single and multi-unit dwellings should have separate water meters installed. The case for retro-fitting existing single and multi-unit dwellings with separate water metering technology should be assessed by utilities.
Recommendation 6.3
Utilities should charge tenants directly for both the fixed and volumetric charges where water is separately metered. Where this does not already occur, State and Territory Governments should consider whether transitional arrangements are required to ensure that savings to landlords are passed through to tenants. 

Finding 6.1
Currently, the volumetric component of two-part tariffs is distorted by the prescription of inclining block tariffs, which create inefficiencies and inequities. Substantial efficiency gains are available from no longer prescribing inclining block tariff structures.
Finding 6.2
Charging a uniform price for water over a large geographic region (‘postage stamp’ pricing), irrespective of the variation in costs of servicing individual locations within the region, leads to inefficiencies and inequities. 

There is scope for efficiency gains in moving to location-specific pricing, particularly where cost differences within the ‘postage stamp’ region are large and easy to quantify.
Recommendation 6.4
Where metering is in place, charges should include a volumetric component using a two-part tariff. 

Greater choice in tariff offerings should be available to water consumers. This would:

· allow consumers to express their preferences on security of supply and price stability

· provide an opportunity for water utilities to improve demand management as water availability changes over time.

These tariff offerings should be based on the marginal opportunity cost of supply, which includes:

· the direct short-run marginal cost of supplying water

· the value of any externalities 

· the scarcity value of water as supply and demand conditions change.

Finding 6.3
The National Water Initiative pricing principles provide scope to implement pricing policies that are inconsistent with economic efficiency.
Chapter 7 — Non-price demand management
Finding 7.1
Water restrictions generate net welfare losses for households, businesses and the community. They deny consumers the opportunity to choose how to use water in the ways that are most valuable to them. The evidence suggests that:

· the costs of restrictions are substantial
· many consumers would prefer to incur a larger bill rather than be subject to restrictions on their use of water.
Recommendation 7.1
The prescribed use of water restrictions should be the exception, limited to emergencies and of short duration. Utilities, not governments, should make decisions on when to prescribe restrictions, subject to supply obligations set out in utility governance charters (recommendation 10.7). 

Recommendation 7.2
Governments should not prescribe water use efficiency and conservation activities unless there is a market failure present and it is clearly established that the social benefits of intervention exceed the social costs. 

Recommendation 7.3
Government education and information campaigns should be refocused to provide consumers with objective information on the costs and benefits of managing demand using prices, restrictions, water use efficiency and conservation measures. 

Chapter 8 — Achieving affordability and consumer protection objectives
Finding 8.1

In Australia, per capita water consumption is well above generally agreed subsistence requirements and there is no need for an ‘essential’ volume of water to be determined by government, except in the case of an emergency arising from a failure of supply.
Finding 8.2
Expenditure on water and wastewater services represents a small proportion of income, even for low-income groups. Price increases in water and wastewater services are likely to have had less impact on consumers than price increases of other essential goods and services such as energy, food and housing (for which expenditure represents a greater share of incomes).
Finding 8.3

Current State, Territory and Local Government concession arrangements for water and wastewater services are inefficient and inequitable. Efficiency gains can be made by replacing or amending water and wastewater concessions with direct payments to targeted households or rebates on the fixed component of water and wastewater service bills.
Finding 8.4
For low-income households, the affordability of water and wastewater services and other essential goods and services is most efficiently achieved through non‑concession elements of Australia’s tax and transfer payments system.
Recommendation 8.1
COAG should commission a review of concessions on utility services across all levels of government. The review should:

· identify the most effective and efficient way of ensuring that the services of utilities are affordable for low-income consumers

· assess the appropriateness of existing arrangements for providing concessions, including eligibility criteria

· assess the merit of, and scope for, abolishing concessions and providing relevant assistance to low-income households using other elements of the tax and transfer payments system.
Finding 8.5
It is in the interests of consumers for utilities to have well designed hardship policies that apply to customers having difficulty paying their bills. Such hardship policies could include payment extensions or payment plans. Other measures provided by governments to alleviate hardship for low-income and disadvantaged consumers in exceptional circumstances also have merit, including utility grant schemes (State and Territory Governments) and Centrepay (provided by Centrelink).
Recommendation 8.2
Governments should develop best practice consumer protection principles for
retail–distribution utilities in consultation with consumer advocacy bodies and other interested parties. At a minimum, the guiding principles should include:

· retail–distribution utilities having clearly defined service standards and provisions to assist consumers facing hardship

· rights for tenants that are commensurate with those of owner occupiers

· access to an independent dispute resolution process, preferably by a specialist utilities industry ombudsman.
Recommendation 8.3
COAG should progress implementation of measures to support consumer advocacy and research consistent with recommendation 11.3 of the Commission’s 2008 Review of Australia’s Consumer Policy Framework. 
Chapter 10 — Improving institutional arrangements
Recommendation 10.1
To strengthen independence, responsibility, accountability and transparency:

· directors of utilities should be appointed on merit, following a transparent selection process

· ministerial directions should be publicly disclosed at the time they are made and disclosed in the annual report

· utilities (except where embedded in Local Government) should be incorporated under the Corporations Act 2001 (Cwlth)

· directors and officers of utilities (except where the utility is embedded in Local Government) should be subject to the obligations under the Corporations Act.

Recommendation 10.2
Governments should review objectives currently given to water utilities and regulators, and remove those that would be more appropriately allocated to other agencies.

Where conflicting objectives are seen as unavoidable for utilities or regulators, guidance on how to prioritise objectives should be given through a governance charter for utilities or through the inclusion of an overarching objects clause in regulatory acts.
Recommendation 10.3
Retail–distribution utilities should be assigned responsibility for meeting security of supply standards and procuring water and wastewater services because:

· they are best placed to understand consumer preferences and can develop service offerings based on the opportunity cost of supply

· they can facilitate contestability and competition for water and wastewater services from potential service providers

· they would have commercial responsibility for efficient operation and procurement of supply, which strengthens commercial incentives and risk management of operations and investment 

· it can preserve many of the efficiencies inherent in a vertically-integrated utility, even though vertical and horizontal separation of bulk supply is possible

· it can mitigate against the high cost of formal price control regulation and the potential for inefficiencies arising from government ownership through the use of competition for procurement of supply and other services.
Recommendation 10.4
Charters should require all water utilities to achieve full cost recovery (including a return on assets) within three years of a charter being implemented. Where achieving full cost recovery solely through customer charges is considered unachievable or undesirable given the costs of meeting the utility’s social, health or environmental obligations, State or Territory Governments should provide explicit Community Service Obligation payments to utilities. Charters should require that utilities reduce reliance on Community Service Obligation payments over time where practicable.

Recommendation 10.5
Compliance with the Australian Drinking Water Guidelines (ADWG) (or equivalent regulations) should be a legislated requirement for all Australian urban water utilities. Specifically, utilities should be required to:

· develop, implement and adhere to an approved drinking water quality risk management plan

· comply with relevant standards for drinking water

· disclose (and report on) water quality information.

State and Territory Governments should ensure that each of these legislative obligations is consistent with the requirements of the ADWG.

Sanctions should apply if water utilities do not comply with these requirements, and directors or other accountable persons such as councillors should be personally liable for non-compliance.

Public provision of information on the microbiological and chemical quality of drinking water is critical. Where utility performance against these measures (as defined in the ADWG) is not already publicly reported on (for example, by the National Water Commission), utilities should report on these measures.

Performance reporting requirements against the proposed governance charter would represent a suitable mechanism for such reporting.

Recommendation 10.6
Governments should ensure that environmental and health regulators are more transparent and accountable in their decision making by:

· ensuring environmental and health regulators publish draft decisions for public comment (except in emergency situations)

· ensuring environmental and health regulators publish reasons for their decisions in a similar manner to economic regulators

· establishing merit review procedures administered by existing jurisdictional courts or tribunals.

Recommendation 10.7
State and Territory Governments should draw up charters for urban water utilities incorporating best practice governance arrangements and governments’ requirements for the performance of utilities.

The charter would set out details about:

· obligations to serve (security of supply and obligation to procure)

· obligations regarding public health and the environment

· transparent processes and procedures for supply augmentation and economic assessments (public consultation, tenders for supply, public reporting of the decision, and monitoring of the process by an independent body)

· principles for pricing and service offerings

· transparent processes and procedures for setting prices that involve public consultation, public reporting of decisions and periodic review by an independent body

· borrowing and dividend policies

· customer service standard/hardship policies

· risk allocation (between consumers, the government shareholder and private suppliers)

· clearly specified and fully funded Community Service Obligations

· annual performance reporting requirements and provision for independent reviews

· sanctions for underperformance against the charter.

There should be public consultation regarding the contents of the charter. Independent economic regulators in each jurisdiction would also be well placed to provide advice to the government.

Independent economic regulators, or some other appropriate government agency, in each jurisdiction, could oversee reporting against the charter. Reporting against the charter should incorporate a variety of performance indicators across various aspects of water utilities’ performance.

Chapter 11 — Rethinking price regulation
Recommendation 11.1
State and Territory Governments should move away from regulatory price setting to a price monitoring regime (where some form of prices oversight is considered necessary). Independent regulatory price setting should only be applied where it can be demonstrated that price monitoring and appropriate governance arrangements are unlikely to prevent misuse of market power.

Within five years of moving to a price monitoring regime, all State and Territory Governments should initiate independent reviews (not by regulatory agencies) to determine:

· whether water utilities are misusing their market power and, if they are, what action should be taken to deal with this

· whether ongoing price monitoring is likely to produce net benefits to the community and, therefore, whether it is still required. If such benefits can not be demonstrated, all price regulation should be abolished and replaced by a self-reporting regime to be overseen by an appropriate government agency in the relevant jurisdiction.

Rather than proceeding to implement a price setting regime, Queensland should continue with its interim price monitoring arrangements until it undertakes a review within five years of whether price regulation produces net benefits to the community.

The National Water Initiative pricing principles should be amended to make it clear that independent regulatory price setting, should not be applied unless it can be demonstrated that a more light-handed approach is unlikely to prevent the substantial misuse of market power.

Recommendation 11.2
The Australian Government should proceed with the scheduled independent review of the National Access Regime. This review should commence no later than 31 December 2012. The terms of reference should include an examination of the interaction between the national and state-based regimes, including those for the urban water sector.

Chapter 12 — Structural options for large cities
Recommendation 12.1
There is a range of structural reform options for urban water supply in Australia’s large cities, including:

· Option 1 — a vertically-integrated utility with improved governance and processes
· Option 2 — vertical separation of the bulk water supply function from other elements of the supply chain, and horizontal separation of the bulk water supply function
· Option 3 — vertical and horizontal separation of the wastewater treatment function (in addition to option 2)
· Option 4 — horizontal separation of the retail–distribution function (in addition to option 3).

State and Territory Governments should undertake a detailed assessment of the full costs and benefits of undertaking structural reform by the end of 2013.

Chapter 13 — Reform in regional areas
Finding 13.1

A significant number of regional water utilities in New South Wales, Victoria, Queensland and Tasmania are not fully recovering costs (including capital costs). Based on publicly available financial indicators, the incidence of underrecovery of costs is more pronounced than a number of government agencies suggest, due to the way that full cost recovery is defined and assessed by those agencies.
Recommendation 13.1
The New South Wales Government should provide a formal response to the recommendations of the Armstrong and Gellatly inquiry as a matter of priority.
Recommendation 13.2
The Governments of New South Wales and Queensland should consider the merits of aggregation of regional water utilities, case-by-case, based on:
· identification of the affected utilities

· preferred grouping of utilities, in consultation with Local Governments, affected communities and other interested parties

· the relative merits of alternative organisational structures, including the county council and public corporation models.
Where the expected benefits of horizontal aggregation do not outweigh the costs, governments should consider the case for establishing regional alliances.

Recommendation 13.3

The Governments of South Australia, Western Australia and the Northern Territory should consider the costs and benefits of replacing the single, jurisdiction-wide public corporation model with a regional water corporation approach (horizontal disaggregation). 

In assessing the costs and benefits, factors other than scale should be considered, including opportunities for yardstick competition, the proximity of utilities to the customers they serve, opportunities for more location-specific pricing arrangements and the effectiveness of water resource management and water system planning.
Recommendation 13.4
If State and Territory Governments choose to subsidise the provision of water supply and wastewater services in regional areas (consistent with recommendations 5.3 and 10.4), the relative merits of alternative supply options for these customers (including moving to a system of self-supply) should be considered.

The case for providing financial incentives to facilitate reform, and assistance for local councils adversely affected by reform, should be determined by State and Territory Governments. If assistance is provided, it should be transitory and limited to impacts resulting directly from reform implementation.
Recommendation 13.5
State and Territory Governments should undertake regular public reviews of water and wastewater outcomes in Indigenous communities. Water and wastewater services should be assessed against the same metrics that are used to measure service quality in non-Indigenous communities.

Chapter 14 — Implementing reform and monitoring progress

Recommendation 14.1
The universally applicable reforms to policy, governance and institutions identified by the Commission should be the highest priority for all governments as they present the greatest scope for efficiency gains. These universally applicable reforms centre on:

· setting an overarching objective for government policy in the sector for the provision of water, wastewater and stormwater services in an economically efficient manner to maximise the net benefits to the community

· developing appropriate policies and principles that align with this objective

· assigning roles and responsibilities appropriately

· putting in place best practice institutional, regulatory and governance arrangements.

Governments should also assess the case for structural reform, and implement structural reform where appropriate. Assessments should be open and transparent and involve public consultation.
Recommendation 14.2

COAG should develop an intergovernmental agreement by the end of 2012 that commits each jurisdiction to implementing the universally applicable reforms identified by the Commission, and to implementing structural reform, with agreed deadlines for progress.

Recommendation 14.3
Some universally applicable reforms should be implemented by the end of 2012, including setting an objective for the sector and ceasing (except in limited circumstances) subsidy payments. 

The other universally applicable reforms should be in place by the end of 2013. 

A review of the case for structural reform should also be completed by the end of 2013 and, where a case in favour of structural reform is identified, the reform process should begin immediately thereafter and be completed by the end of 2015.
Recommendation 14.4
Agreement across all jurisdictions is not necessary for State and Territory Governments to pursue the recommendations made by the Commission, as most relate to implementation of best practice regionally. State and Territory Governments should immediately commence enacting universally applicable reforms unilaterally and reviewing the case for structural reform.

Recommendation 14.5
The National Water Commission and/or Water Services Association of Australia should provide ongoing support to utilities to build capacity and expertise in adopting a real options approach, determining a framework for calculating the marginal opportunity cost of water, and devising a range of retail tariff offerings.
Recommendation 14.6
Progress against COAG agreed water reforms should be subject to monitoring. The National Water Commission could perform this role. 

Recommendation 14.7
An independent public review of the implementation of the reform package should take place after five years.
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