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Terms of reference

Productivity Commission Inquiry into examining the case for
 microeconomic reform in Australia’s urban water sector

I, Nick Sherry, Assistant Treasurer, pursuant to Parts 2 and 3 of the Productivity Commission Act 1998 hereby request that the Productivity Commission undertake an inquiry into examining the case for microeconomic reform in Australia’s urban water sector.

Background
The urban water sector is responsible for providing sustainable, secure and safe drinking water and wastewater services. These services include: water harvesting; water manufacturing (e.g. desalination); storage; treatment and distribution; and wastewater removal and treatment. At times urban water utilities are also responsible for stormwater and flood mitigation services. Additionally, the sector has a role in encouraging the responsible use of water and water conservation. Urban water services are generally provided by state and territory government owned entities or by local councils.
In recent times, the ability of our urban water systems to meet demand for water in our cities and towns has been challenged by severe droughts, climate change, increasing urban populations and ageing water infrastructure. Ensuring long term water security requires effective arrangements that encourage timely investment in diversified water supplies and improve the efficiency of water use.
Reforms aimed at improving efficiency in the urban water sector began in the 1990s following the adoption of a water framework by the Council of Australian Governments (COAG) in 1994, which elevated better management of Australia’s water resources to achieve positive social, environmental and economic outcomes to a national issue. Reform was further encouraged through the Intergovernmental Agreement on a National Water Initiative in 2004. In recognition of growing urban water supply challenges, the COAG national urban water reform framework was enhanced in November 2008.
While the urban water sector has made progress towards reforms, there is scope for further changes. This inquiry will assist COAG to advance urban water reforms in Australia by identifying pathways to achieve improved resource efficiency through reforms in arrangements that govern the urban water sector.
Scope of the inquiry
The Commission is to report within twelve months on:

1. Opportunities for efficiency gains in the structural, institutional, regulatory and other arrangements in the Australian urban water and wastewater sectors;

2. Options to achieve the efficiency gains identified in point 1. The options are to be subjected to a rigorous cost benefit analysis, including using quantitative assessments to the fullest extent possible, to identify:

a. the economic, social and environmental impacts;

b. the impacts on Australian governments, business and consumers; and

c. the propensity to facilitate supply and demand planning and decision-making in the medium and long term. 

3. A proposed work program including implementation plans for the options, identifying:

a. practical actions that the Commonwealth, state and territory governments and local councils can undertake to implement options for reforms, including any transitional arrangements;

b. priority areas where greatest efficiency gains are evident and where early action is practicable; and

c. quantitative and qualitative indicators for efficiency gains in the urban water and wastewater sectors.


Considerations
In conducting the inquiry, the Commission is to have regard to:

1. A definition of urban that encompasses cities, towns and regional centres / villages;

2. The importance of long term water security — taking into account changes in climate, population and economic activity — without compromising social, health and environmental outcomes;

3. The roles of the Commonwealth and state and territory and local governments with respect to urban water and wastewater policy, supply and management;

4. The different circumstances across Australia, including:

· Variability between water catchments, supply alternatives and demand;

· Relationships between urban water users and other water users, including consideration of water resource planning and allocation frameworks;

· Committed and planned investment to augment urban water supplies;

· Current urban water reforms, such as planning, pricing and third party access; and

· Emerging competition, including in the provision of water supply services.

5. Emerging water management practices, such as the integrated management of water, wastewater, recycled water and stormwater;

6. Lessons from reform in the rural water and natural resource management sectors and from overseas reform;

7. Lessons learnt from reforms in other utility sectors in the Australian economy. This should take into account differences in the intrinsic values of water compared to other products and operational differences between the industries, including product storage, availability, and transport costs;

8. The COAG 1994 reform outcomes, the national competition policy arrangements, the National Water Initiative provisions applying to urban water, the third party access provisions of the Trade Practices Act Part IIIA, competition and access regimes and the 2006 intergovernmental Competition and Infrastructure Reform Agreement; and

9. Current and recent review activity relating to urban water issues in Australia, including those undertaken by regulatory bodies.

In undertaking the inquiry, the Commission is to advertise nationally inviting submissions, hold public hearings, and consult with relevant Australian Government, state and territory government agencies, local government, water utilities, other key interest groups and affected parties.
The Commission is to provide both a draft and a final report. Both reports are to be published.
NICK SHERRY
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Abbreviations

ABARES
Australian Bureau of Agricultural and Resource Economics and Sciences

ABS
Australian Bureau of Statistics

ACCAN
Australian Communications Consumer Action Network

ACCC
Australian Competition and Consumer Commission

ACG
Allen Consulting Group

ACOSS
Australian Council of Social Service

ADWG
Australian Drinking Water Guidelines 

AEMO
Australian Energy Market Operator 

AER
Australian Energy Regulator

AWA
Australian Water Association

BAE
Binding alliance entity

BASIX
Building Sustainability Index

CBA
Cost–benefit analysis

CHINS
Community Housing and Infrastructure Needs Survey

CIE
Centre for International Economics
CMA
Central Market Agency
COAG
Council of Australian Governments 

CPI
Consumer Price Index

CSO
Community Service Obligation

CUAC
Consumer Utilities Advocacy Centre

DECCW
Department of Environment, Climate Change and Water (NSW)

DERM
Department of Environment and Resource Management (Qld)

DORC
Depreciated optimised replacement cost

DVA
Department of Veterans’ Affairs (Cwlth)

EAV
Equivalent Annual Value

EPA
Environmental Protection Authority

EPBC Act
Environmental Protection and Biodiversity Act 1999 (Cwlth)

ERA
Economic Regulation Authority

ERRR
Economic real rate of return 

ESC
Essential Services Commission
ESCOSA
Essential Services Commission of South Australia

ESD
Ecologically sustainable development

FERC
Federal Energy Regulatory Commission (US)

FPC
Federal Power Commission (US)

GL
Gigalitres (equal to one thousand megalitres)

GTE
Government trading enterprise

GWCC
Goldenfields Water County Council (GWCC)

IBT
Inclining block tariff

ICEWaRM
International Centre of Excellence in Water Resources Management 

ICRC
Independent Competition and Regulatory Commission

IPART
Independent Pricing and Regulatory Tribunal
IPE
Independent procurement entity

IWCM 
Integrated Water Cycle Management

kL
Kilolitres (equal to one thousand litres)

LGAQ
Local Government Association of Queensland

LGSA NSW
Local Government and Shires Associations of NSW 
LMWUA
Lower Macquarie Water Utilities Alliance 

LRAC
Long-run average cost

LRMC
Long-run marginal cost

LWU
Local Water Utilities

MFP
Multifactor productivity

MJA
Marsden Jacob Associates

ML
Megalitres (Equal to one thousand kilolitres)

MVRC
Moonee Valley Racing Club
MWST
Ministerial Water and Sewerage Taskforce (Tas)

NCC
National Competition Council

NCP
National Competition Policy

NEM
National Electricity Market 

NHMRC
National Health and Medical Research Council
NPAT
Net profit after tax

NRETAS
Department of Natural Resources, Environment, The Arts and Sport (NT)

NTE
Network transmission entity 
NWC
National Water Commission
NWI
National Water Initiative

NWQMS
National Water Quality Management Strategy

OECD
Organisation for Economic Co-operation and Development

Ofwat
The Water Services Regulation Authority (UK)

OMA
Operating, maintenance and administration costs

OTTER
Office of the Tasmanian Economic Regulator

PC
Productivity Commission

PIAC 
Public Interest Advocacy Centre
QCA
Queensland Competition Authority

QWC
Queensland Water Commission

RAPAD
Remote Area Planning and Development Board (Qld)

REROC
Riverina Eastern Regional Organisation of Councils

RIS
Regulatory impact statement

ROC
Regional Organisation of Councils

RWCC
Riverina Water Country Council

SCA
Sydney Catchment Authority

SDP
Sydney Desalination Plant Pty Ltd

SEQ
South-east Queensland

SEQWGM
South-east Queensland water grid manager
SRMC
Short-run marginal cost 

SWIM
State-wide Water Information Management (Qld)

VCEC
Victorian Competition and Efficiency Commission
VIF
Variance inflation factors

VTS
Victorian Transmission System 

WACC
Weighted average cost of capital

WACOSS
Western Australian Council of Social Services

WELS
Water Efficiency Labelling Scheme 

WGM
Water grid manager
WICA
Water Industry Competition Act 2006 (NSW)

WICS
Water Industry Commission for Scotland

WIST
Water Industry Skills Taskforce

WSAA 
Water Services Association of Australia

