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Achieving affordability and consumer protection objectives
9

	Key points

	· 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 governments, except in the case of an emergency arising from a failure of supply.
· Expenditure on water and wastewater services represents a small proportion of income, including for low‑income groups. Relatively few households have difficulty paying water and wastewater bills.

· Recent price increases for water and wastewater services are likely to have had less detrimental effect on consumers than price increases of some other essential goods and services such as energy, housing and food.
· Affordability objectives for water and wastewater services are most efficiently achieved through non‑concession elements of Australia’s tax and transfer system.

· Current government concessions for water and wastewater services are inefficient and inequitable. It would be more efficient to replace or amend concessions with direct payments to targeted households or rebates on the fixed component of water and wastewater service bills.
· If water and wastewater concessions are deemed necessary, they should be funded by governments through transparent Community Service Obligations.

· Hardship policies outlining the standards for water utilities when dealing with customers facing payment difficulties, and other measures to alleviate hardship for low‑income and disadvantaged consumers in exceptional circumstances, such as utility grant schemes and alternative payment methods, have merit.
· Consumer advocacy plays an important role in ensuring that policy makers and regulators are informed about consumer preferences. Regulatory and policy decision making would benefit from greater resources in this area. Government sponsored advocacy should represent the interests of all consumers.
· All water and wastewater service customers should have access to an independent dispute resolution process, preferably by a specialist utilities industry ombudsman. 

	


The Commission accepts that universal and affordable access to safe water and wastewater services should be a government objective for both equity and efficiency reasons (chapter 3). The benefits of achieving universal and affordable access to water are likely to include:

· a higher standard of living and quality of life
· better sanitation, prevention of disease and improved public health outcomes

· greater social inclusion and cohesion, greater upward social mobility and self‑sufficiency.

As such, it is important that:

· an adequate level of consumption of these services be affordable for all individuals and households

· consumers be protected from poor levels of service

· service delivery meets consumer preferences at least cost.

This chapter explains how affordability (section 8.1) and consumer protection objectives (section 8.2) can be achieved effectively and efficiently. 
8.

 SEQ Heading2 1
Affordability of water and wastewater services

Water and wastewater are essential services, and will be consumed by households in adequate amounts if they are affordable.
What level of access and use is required?

Given that access to some level of water and wastewater services is necessary, how much access is required? On the whole, inquiry participants expressed the view that the essential requirement did not extend to an unlimited amount of water (and, by extension, wastewater services) and a households’ requirement differed depending on its characteristics. The Consumer Utilities Advocacy Centre (CUAC) stated:

In discussion of access to water, reference is often made to a ‘minimum acceptable’ or ‘essential’ level of access. This distinction recognises that consumers are not entitled to an unlimited or excessive supply of water. (sub. 46, p. 2)
The Public Interest Advocacy Centre (PIAC) submitted:

 … households with residents that need water for medical purposes, such as kidney dialysis; households with a large number of members, including families with children; and households that accommodate transitory populations, such as Indigenous Australians … would reasonably be expected to consume large quantities of water to secure an adequate standard of living. (sub. 61, p. 7)
Opinions of what constitutes essential water use are likely to depend on what type of water using activities and their frequency are considered essential. For example, CUAC stated, ‘in a highly developed country like Australia, a level of water use beyond that needed to meet basic survival needs is necessary to social participation and inclusion’ (sub. 46, p. 2), and ‘we don’t want a society where entire groups of people can’t, say, have a modest garden’ (trans., p. 236).

Evidence on minimum acceptable use

In Australia, inclining block tariffs are used to provide a certain amount of water at a low rate to assist low‑income households while providing incentives to reduce use at higher consumption levels. However, the size of the initial block in inclining block tariff regimes in Australia varies considerably (chapter 6). In relation to quantifying ‘essential’ water requirements, CUAC stated that ‘there needs to be a lot more work done to establish what that might be’ (trans., p. 236).

Much of the published research on essential water requirements is aimed at informing service provision by relief organisations following natural disasters, or in developing countries. 
In a study of water access, use and health outcomes prepared for the World Health Organization, Howard and Bartram (2003) found that access to 100 litres of water per person per day (36.5 kilolitres (kL) per year) or more provided continuously to a dwelling through multiple taps is a minimum requirement to ensure all consumption and hygiene needs are met. This includes water for drinking, preparing food, bathing, laundering and sanitation.

Gleick (2006) found that 80 litres of water per person per day (30 kL per year), was sufficient to satisfy basic water needs using water piped directly to a house, including the toilet. Falkenmark (1991, quoted in Gleick 2006) cited 100 litres per person per day as the typical household water demand in water scarce regions.

These estimates are small relative to Australia’s average household consumption (in 2008-09) of about 220 litres per person per day (80.5 kL per year) (NWC 2011d) but not much less than the average consumption in some other developed countries or some areas of Australia during water restrictions. In Belgium, average water consumption in 2008 was 105 litres per person per day (Eureau 2009) and in 2009‑10 residents of Melbourne under level 3a water restrictions used 148 litres per person per day (Melbourne Water 2010).

The Commission’s own analysis of per capita water consumption indicates that although people living in some Australian Census collection districts
 consumed about the level identified by Howard and Bartram as the minimum optimal amount (100 litres per person per day) in 2009-10, the vast majority consumed much more (technical supplement 2).

In its draft report, the Commission found that there is no need for governments to define a minimum essential requirement for water in a developed country like Australia, in which the level of consumption exceeds all definitions of subsistence or minimum acceptable amounts of water use. In addition to being unnecessary, it would also be difficult to do given that the amount of essential water use required at the household level (relevant for metering purposes) is determined in part by the number of persons in a household.
In its submission to the draft report, the Western Australian Council of Social Service (WACOSS) disagreed with the Commission’s finding in this respect, stating:

 ... the purpose of determining an essential volume of water would be to ensure that households who do not have the financial capacity to consume above non-discretionary levels are able to afford access to water in order to meet basic needs such as bathing and hygiene, washing, cooking and drinking. It is difficult to comprehend how the average consumption behaviour of the general population would influence the merit (or otherwise) of determining an essential volume of water to ensure vulnerable or disadvantaged consumers are able to maintain essential water services. (sub. DR160, p. 14)
In comparing estimates of minimum essential use with average levels of use in Australia, the Commission wished to show that water use in Australia is typically above a minimum acceptable level. The Commission considers that defining an essential volume of water is only of use where the capacity to provide this level of water is constrained, and further that it is more important to ensure that typical volumes of water consumption, rather than minimal levels of consumption, are affordable by all households. This is the focus of the rest of this chapter.
The New South Wales Government also noted:
 ... in some instances there is a need for Governments to determine an ‘essential’ volume of water, such as when planning alternative services when the existing supply is reduced or restricted (for example when carting water to a community with a ‘failed supply’ during drought, or when the normal supply is cut during natural disasters). (sub. DR146, p. 20)
The Commission accepts that in exceptional circumstances, where water supplies are insecure or have failed, and extreme rationing of water is deemed to be in the public interest, then governments might need to determine an essential water requirement. The Commission has therefore clarified its finding in this area.
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.

How affordable are water and wastewater services?

Prices for water and wastewater services have increased significantly in recent years and are forecast to rise further in the next few years to finance investment in infrastructure (chapter 2).
In this inquiry, the Commission has heard that some Australian households find it difficult to pay for water and wastewater services, and to make ends meet more generally. This is consistent with wider community commentary on growing cost of living pressures (box 
8.1).
The Tasmanian Council of Social Service stated:
Our members report that people living on low incomes are finding it increasingly difficult to meet the basic costs of living as housing, energy, food, transport and other costs rise. (sub. 13, p. 2)

Anglicare Tasmania, commenting on the effect of expected price increases for water and wastewater services in Tasmania, submitted:

Anglicare is extremely concerned about the effect these price increases will have on people on low incomes, particularly as the cost of living more generally is increasing and people are coming under sustained pressure from rising electricity prices, rising food prices and an ongoing shortage of affordable housing. (sub. 44, p. 2)

The affordability of water and wastewater services depends not just on the cost of these services but also on incomes, the cost of other essential goods and services, and the ability to budget for water and wastewater bills and pay for them when they become due.
	Box 8.
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Commentary on cost of living pressures

	A number of community service and other organisations have commented on the rising cost of living and its impact on low‑income and disadvantaged groups.

The Energy and Water Ombudsman (Victoria):

Our case trends point to increasing financial hardship. In 2009-10, customers raised 28% more issues about payment difficulties than in 2008-09. We helped negotiate 2,473 payment plans, 31% more than in 2008-09 and 143% more than four years ago, when we first began to collate this information. (EWOV 2010, p. 33)
The Energy and Water Ombudsman NSW:
At our outreach events, community workers reported that utility price increases continued to be a great concern for low-income households and customers living on a fixed income. Some community workers were also experiencing increased demand for their services from a new group of clients who were employed but struggling to meet their housing costs and utility bills. (EWON 2010, p. 2)
The South Australian Council of Social Service:
Recent price rises for electricity — and now water and rates — are combining with rapid increases in the cost of housing to make a decent standard of living simply unaffordable for many low income South Australians. Energy represents a significant expenditure item and a point of financial stress. Lower income households spend a much greater proportion of income on energy expenses than other people, even when the government concessions are taken into account. Water costs in South Australia are set to continue rising well above the CPI (20% per year for the next five years). (SACOSS 2010, p. 3)

	

	


Expenditure on water and wastewater

Data on household expenditure on water and wastewater services collected by the Australian Bureau of Statistics (ABS) shows that expenditure on water and wastewater services represents a small proportion of household income on average. Table 8.1 shows the average weekly household expenditure on water and wastewater services in each Australian jurisdiction in 2007-08 by quintile of disposable income. 
For Australia, average expenditure on water and wastewater services by households with the lowest 20 per cent of disposable incomes was $7.26 per week or 2.11 per cent of household income. Average weekly expenditure by households with the highest 20 per cent of disposable incomes was higher ($14.11), but represented a smaller proportion of income (0.52 per cent).

Table 8.
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Average weekly household expenditure on water and wastewater services by jurisdiction, 2007‑08

	Jurisdiction
	
Disposable income quintilea
	All
households

	
	Lowest
	Middle
	Highest
	

	Australia
	
	
	
	

	a) Water and sewerage ($)
	7.26
	10.50
	14.11
	10.84

	b) per cent of disposable income
	2.11
	1.01
	0.52
	0.81

	New South Wales
	
	
	
	

	a) Water and sewerage ($)
	6.06
	10.26
	13.75
	10.24

	b) per cent of disposable income
	1.91
	1.01
	0.50
	0.78

	Victoria
	
	
	
	

	a) Water and sewerage ($)
	7.67
	9.71
	12.23
	9.83

	b) per cent of disposable income
	2.17
	0.94
	0.46
	0.77

	Queensland
	
	
	
	

	a) Water and sewerage ($)
	5.20
	5.64
	6.91
	6.07

	b) per cent of disposable income
	1.34
	0.51
	0.28
	0.46

	South Australia
	
	
	
	

	a) Water and sewerage ($)
	7.89
	11.98
	17.16
	12.46

	b) per cent of disposable income
	2.37
	1.31
	0.68
	1.00

	Western Australia
	
	
	
	

	a) Water and sewerage ($)
	7.60
	10.83
	13.09
	10.58

	b) per cent of disposable income
	2.12
	0.94
	0.45
	0.73

	Tasmaniab
	
	
	
	

	a) Water and sewerage ($)
	4.22
	3.37
	3.15
	3.67

	b) per cent of disposable income
	1.25
	0.38
	0.16
	0.38

	Northern Territoryb
	
	
	
	

	a) Water and sewerage ($)
	14.33
	15.56
	19.37
	16.52

	b) per cent of disposable income
	2.99
	1.11
	0.67
	0.94

	ACTb
	
	
	
	

	a) Water and sewerage ($)
	13.28
	17.56
	17.70
	16.55

	b) per cent of disposable income
	2.63
	1.27
	0.52
	0.90


a( Quintiles of disposable income are estimated by ranking all households from lowest disposable income to highest disposable income, and then dividing the households into five equal or nearly equal sized groups. Households that did not report any expenditure on water and wastewater services were excluded from the analysis after quintiles were estimated. Disposable income is defined as gross income less income tax. b Estimates for Tasmania, the Northern Territory and the ACT are based on small survey samples and might be unreliable.
Source: ABS (Survey of Income and Housing 2007-08, Expanded CURF, Cat. no. 6541.0, RADL).
Across jurisdictions, the proportion of disposable income spent on water and wastewater services by households in the lowest 20 per cent of incomes was consistently low, ranging from 2.99 per cent in the Northern Territory to 1.25 per cent in Tasmania.

The Commission has heard evidence that ABS surveys might understate expenditure on water and wastewater services as tenants or unmetered apartment dwellers often don’t pay for water and wastewater services directly. These costs are instead recovered through body corporate fees or rent (Australian Council of Social Service, trans., p. 43).
To include consideration of costs borne by households through rent and body corporate fees, the Commission undertook its own analysis of consumption patterns and expenditure on water and wastewater services of different consumer groups (technical supplement 2) (box 
8.2). This analysis utilised consumption data from water utilities aggregated at Census collection district level and matched with median household income data from the 2006 Census. The Commission found that, in low‑income areas of Sydney and Melbourne (those collection districts with median household incomes in the lowest quintile), average household expenditure on water and wastewater services — assuming all costs were borne by households and before concessions were deducted — averaged just over 1 per cent of income, and ranged between 0.3 per cent and 4.9 per cent of income in 2005-06. This is consistent with the estimates obtained from ABS survey data. 
In addition to representing a small proportion of income, recent increases in the price of water and wastewater services have had a relatively minor impact on household budgets compared with price increases of other essential goods and services (figure 
8.1). From 2005-06 to 2009-10, prices for water and wastewater services in Australian capital cities increased by 48 per cent on average, ranging from 60 per cent in Sydney to 26 per cent in Hobart. This was more than the increase in average capital city prices for electricity (39 per cent), housing (21 per cent) or food (19 per cent), and significantly more than the increase in the Consumer Price Index (CPI) (13 per cent) (ABS 2011a).
However, in the same period, the increase in expenditure on water and wastewater services as a share of total household expenditure (0.2 per cent), was less than the increase for energy (0.3 per cent) (of which electricity forms the major component), food (0.4 per cent) or housing (2.1 per cent). In dollars, the estimated increase in average annual household expenditure on water and wastewater services between 2005-06 and 2009-10 was $238 and was exceeded by increases in expenditure on energy ($447), food ($1429) and housing ($3411) (table 
8.2). This is because water and wastewater represents a smaller share of household expenditure than energy, food or housing and greater relative price rises for water and wastewater services have less impact on total expenditure than smaller price increases in these other goods and services. 
	Box 8.
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The effect of income on consumption of water and wastewater services 

	As part of its inquiry, the Commission analysed consumption of, and expenditure on, water and wastewater services of different consumer groups utilising data from water utilities aggregated by Census collection districts matched with median household income data from the 2006 Census. The Commission found:

· average water consumption increases with income
· very‑high‑income households consume much more water than moderate and low‑income households

· water and wastewater service bills represent a small proportion of household income for all income groups

· expenditure on water and wastewater services represent a smaller proportion of income for high‑income households than low‑income households.

Average annual water and wastewater service bills for Census collection districts, by income quintilea, 2005-06
Quintile of median household income


Units

1
Lowest

2

3

4

5
Highest

Total

Melbourneb
Median household incomec
$’000

37

51

57

65

86

57

Average annual use

kL

174

181

192

207

255

202

Average total annual bill

$

454

467

481

503

570

494

Proportion of income

%

1.27

0.93

0.84

0.76

0.64

0.89

Range - low

%

0.79

0.61

0.56

0.42

0.28

0.28

Range - high

%

3.00

1.37

1.45

1.15

1.11

3.00

Sydneyd
Median household incomec
$’000

38

53

63

78

102

63

Average annual use

kL

199

208

218

221

251

219

Average total annual bill

$

658

673

688

692

728

688

Proportion of income

%

1.75

1.26

1.10

0.89

0.71

1.10

Range - low

%

0.94

0.91

0.70

0.55

0.30

0.30

Range - high

%

4.88

2.21

1.79

1.52

1.19

4.88

a(Quintiles of median household income are estimated by ranking all collection districts according to median household income, and then dividing the total number of collection districts into five equal or nearly equal sized groups. b Data for Melbourne represents the combined data of South East Water and Yarra Valley Water. c Median of the 2006 Census collection district median household income within the quintile. d Does not include expenditure in the second tariff block (>400kL).

	Source: Technical supplement 2.

	

	


Figure 8.

 SEQ Figure \* ARABIC 1
Prices and household expenditurea for selected essential services, 2005-06 to 2009-10
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a Household expenditure is defined as household final consumption expenditure. Expenditure on housing includes imputed rent from owner‑occupied dwellings.
Sources: ABS (Consumer Price Index, Australia Jun. 2011, Cat. no. 6401.0); ABS (Australian System of National Accounts 2009-10, Cat. no. 5204.0).
Table 8.

 SEQ Table \* ARABIC 2
Average annual household expenditure on selected goods and servicesa
	
	2005-06
	2009-10
	Change

	
	$
	$
	$

	Water and wastewater
	586
	825
	+238

	Energy
	1 444
	1 891
	+447

	Food 
	7 733
	9 162
	+1 429

	Housingb
	11 823
	15 233
	+3 411


a(Current prices. Average annual household expenditure is defined as household final consumption expenditure divided by projected number of Australian households. b Expenditure on housing includes imputed rent from owner‑occupied dwellings.
Sources: ABS (Australian Demographic Statistics, Sep. 2010, Cat. no. 3101.0); ABS (Australian System of National Accounts 2009-10, Cat. no. 5204.0).
Number of households experiencing payment difficulties 
The available evidence indicates that relatively few households experience payment difficulties for water and wastewater services compared with the larger numbers experiencing difficulty meeting other costs (particularly electricity).

In Victoria, a survey conducted from 2007 to 2008 by the Victorian Council of Social Service and Emergency Relief Victoria (2009) found that electricity or gas costs were the most commonly nominated contributor to financial hardship for those seeking emergency relief assistance (12 per cent), followed by phone costs (10 per cent), petrol (10 per cent), food (9 per cent) and rent (8 per cent). Water and wastewater was the sixth most commonly cited contributor at 7 per cent.

Anglicare Victoria’s Hardship Survey 2010 reports that water was the fifth most commonly cited payment difficulty for clients of emergency relief centres (27 per cent of respondents). Other costs more commonly cited as being behind payment were rent and electricity (47 per cent), telephone (44 per cent) and gas (40 per cent) (Anglicare Victoria 2010).
The number of flow limitations for non-payment of water reported by the National Water Commission and Water Services Association of Australia in the National Performance Report 2009-10, indicate that only a small proportion of consumers have their water flow limited for non‑payment of water bills. In 2009-10, Australia’s major urban water utilities (those with more than 100 000 connections) limited the flow of 0–0.45 per cent of their customers accounts for non‑payment of bills. Of all utilities whose performance is reported on, Westernport Water in Victoria restricted the largest share of its customers for non‑payment (1.31 per cent) (NWC and WSAA 2011).

In comparison, rates of disconnection reported for non-payment of electricity bills in 2009-10 were higher. Statewide electricity disconnection rates recorded in New South Wales (0.6 per cent), Victoria (0.59 per cent), South Australia (0.66 per cent), Western Australia (0.38 per cent) and Tasmania (0.62 per cent), exceeded the rates of restriction of all but one major water utility (ERA 2011a; IPART 2011a).

There is some evidence that recent water and wastewater price rises and other cost of living pressures have increased the number of households seeking assistance, though the total number still remains small. In New South Wales, a study of people who had their utility service disconnected or limited because of non-payment of bills found that the share of total respondents whose dwelling most recently had its water flow limited increased from 9 per cent to 14 per cent between 2004 and 2008 but was still much lower than the share that had their electricity (81 per cent) or gas (16 per cent) service disconnected (PIAC 2009).
In its submission to this inquiry, Sydney Water (sub. 21, p. 20) stated ‘the number of Sydney Water customers seeking financial assistance has grown by more than 20 per cent in the past two years’. However, at public hearings, Sydney Water clarified:

It’s quite small. I would have to check the number, but it is in the thousands, compared to a population of 4.3 million. … I don’t actually think it is directly connected to the price of water, though that doesn’t help. But more recently what we have noticed in Sydney is that the impact of rising power prices seems to have had quite an impact and people’s power bills have gone up rather a lot. (trans., pp. 98–99)

A survey conducted by the Independent Pricing and Regulatory Tribunal (IPART) of utility users in Sydney, the Blue Mountains and Illawarra showed that the number of users who had approached water utilities in the past three years about payment difficulties was very low, about 1 per cent for all surveyed income groups in 2010. In contrast, a larger proportion of electricity users of all income groups approached their retailer because of payment difficulties (3–10 per cent) (IPART 2010b). This might be due to the larger size of electricity bills or a greater preparedness of electricity utilities to disconnect services.
In its response to the draft report, CUAC stated:

 ... the essential nature of water services and the potential for restriction mean that consumers may pay a water bill and go without other important goods and services (such as medicine, or a child’s school excursion). Although paying a water bill contributes to financial hardship (lack of money for other essentials) for such consumers, this hardship will not be visible in business’ performance data. Hence, the rate of requests for payment assistance is not a reliable measure of payment difficulties. (sub. DR143, p. 12)

The Commission accepts that self reporting might understate actual instances of hardship. However, the low cost of water and wastewater services relative to incomes and small number of people whose dwelling has its water flow is restricted for non-payment of bills, clearly indicates that it is not a major cause of hardship. Addressing hardship through the urban water sector would therefore not directly address the causes of financial hardship and would not be an effective policy tool in combating it.

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).

What will be the impact of forecast price increases and pricing reforms?

Community organisations told the inquiry of their concern that future price increases and possible pricing reforms (such as flexible pricing or removing inclining block tariffs) could have detrimental effects on low‑income and disadvantaged consumers.

Forecast price increases

Recent pricing decisions by economic regulators and governments will result in retail prices for water and wastewater services increasing significantly in Australia in the next few years (chapter 2).
These price increases might affect households differently. Low‑income households on average consume less water than high‑income households and consequently might have less discretionary water use. They therefore might not be able to reduce consumption in the event of higher prices to the same extent as households with higher incomes (box 
8.2). 
However, as the total cost of water and wastewater services represents a small proportion of income (even for low‑income households), forecast price increases in water and wastewater services — although contributing to increasing living costs — are unlikely to significantly impact on affordability. To illustrate, a 50 per cent increase in the cost of a good or service that comprises just 5.0 per cent of income would increase costs as a proportion of income by only 2.5 per cent.
In addition, some of the forecast price increases are due to inefficient investment (chapter 5). The reforms advocated by the Commission in this report are aimed at reducing future inefficient investment to the benefit of all water users, including those with low incomes.
Pricing reforms

A number of pricing reforms are proposed in chapter 6 to improve economic efficiency. These reforms would result in the unwinding of complex cross-subsidies between households in different locations and/or with different consumption patterns, and result in complex distributional outcomes. The impact on different households would depend on the specific pricing arrangements in place, the reforms implemented and the consumption characteristics of individual households (box 
8.3). Nonetheless, there will be winners and losers from pricing reforms. 
	Box 8.
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Factors affecting household water consumption

	As part of its inquiry, the Commission undertook econometric analysis of the socio‑economic factors affecting water consumption using data provided by water utilities matched with Australian Bureau of Statistics census data aggregated to the Census collection district level.

The Commission found that household size and income are the most influential determinants of residential water consumption. Household size is a relatively stronger determinant of non‑discretionary consumption and income is a stronger determinant of discretionary consumption.

Block size is positively related to water consumption and climate also appears to have a significant impact on consumption over large geographical areas. Other factors, such as dwelling type, concession status and educational and occupational status of households might also affect water consumption depending on regional and utility specific factors.

Although household water consumption increases with household size, it does so at a decreasing rate as there are economies of scale in water consumption within households.

Low‑income households have less discretionary water use or fewer means and/or less preparedness to invest in water efficiency measures than high‑income households. As a result, their usage is less sensitive to water restrictions and price increases than that of high‑income households.

	Source: Technical supplement 2.

	

	


The adoption of flexible (or scarcity) pricing, in the place of long‑run marginal cost pricing, would result in lower prices on average, benefitting all consumers. However, prices would be more variable, rising gradually in periods of short supply when storage levels decrease and falling sharply when storages fill. Implementing tariff choice could allow consumers to choose a service level that meets their preferences for price and level of security, negating some of the concern generated by the prospect of higher prices (chapter 6). Modelling conducted by the Commission for Melbourne and Perth indicates that the price of water under flexible pricing would remain below $2 per kL more than 90 per cent of the time (technical supplement 1). 
Postage stamp pricing results in cross-subsidies from areas that are less costly to service, to areas that are more costly to service. Moving to location-specific pricing would result in an unwinding of these cross-subsidies with higher costs for those in high‑cost areas and lower costs for those in low‑cost areas.

Depending on how inclining block tariffs are designed, replacing them with flat volumetric tariffs that reflect the variable costs of water provision might increase total costs for moderate water users and decrease costs for small and large water users.

Moving away from pricing services based on rateable land values would increase costs for those living in areas with low property values and decrease costs for those in high property value areas, other things equal.
If governments wish to pursue distributional objectives, such as supporting low‑income consumers, they should do so at least cost. In contrast to the perverse inefficiencies and inequities generated by manipulating prices to improve affordability outcomes (and relying on non-price measures to manage demand), governments have other measures available to them that are more efficient, flexibly targeted and transparent.
Achieving affordability objectives at least cost to efficiency
The tax and transfer system is the primary instrument governments use to ensure that all people can achieve a minimum acceptable standard of living and are able to afford the necessities of life. The main features of the tax and transfer system include:

· concessions and rebates on the consumption of a wide range of goods and services for low‑income individuals and families

· income support payments for those who are unable to support themselves financially
· family assistance, to assist with the cost of raising children
· the direct provision of services below cost, such as, education, health and public housing 

· tax rates that increase with income.

Concessions and rebate policy

All levels of government offer concessions or rebates to particular groups of low‑income earners on consumption of some goods and services, including water and wastewater, electricity, medicines, public transport and local council rates. Eligibility for these concessions is typically based on holding one or more of a number of Australian Government concession cards targeted towards low‑income groups.
Concessions and rebates on water and wastewater services are administered and mostly funded by State, Territory and Local Governments. The Australian Government provides some funding to states and territories through a National Partnership Agreement to make concessions on certain services available to all Pensioner Card holders, including water and wastewater. The value of concessions or rebates offered, the method in which they are applied and their eligibility requirements vary considerably between jurisdictions (tables 
8.3 and 
8.4).
Table 8.
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Water and wastewater concessions, selected statistics, 2009-10

	
	
	Sydney
	Victoria
	Brisbane
	Western Australia

	Total expenditure on concessions
	$m
	114.5
	112.4
	14.0
	64.2

	Customers receiving concessions
	%
	13.7
	31.7
	12.6
	20.5

	Average concession
	$
	509
	168
	310
	336


Sources: Department of Human Services (Victoria) (2010); Productivity Commission estimates; Sydney Water (2011c).
Concessions and rebates can better address affordability issues compared with adjusting prices because they can:
· be targeted towards particular groups assessed as being in need, such as low‑income earners or people with certain medical conditions

· result in less cost to economic efficiency compared with price distortions.
However, in practice, concession arrangements have a number of weaknesses (Australia’s Future Tax System Review Panel 2009).
First, concessions and rebates can only address the affordability of one good or service at a time but households purchase many essential goods and services. As such, governments have developed concession and rebate arrangements for a number of different consumption items. This results in a complex and expensive arrangement, in that:

· consumers can be confused about what assistance is available and from whom
· the administration costs can be higher than otherwise might be the case
· governments can find it difficult to ascertain the impact of particular concessions in isolation from other assistance measures and, therefore, the value for money achieved by each concession.
Table 8.
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Concessions and rebates for water and wastewater services, by jurisdiction, 2011-12
	Jurisdiction
	Eligibility
	Concession

	NSW (metropolitan)

	Owner occupiers with Pensioner Concession Card, Department of Veterans Affairs
(DVA) Gold Card
	· 100% of water service charge to a maximum of $36.22 per quarter and 83% of wastewater service charge

· 33% of usage charges to a maximum of 100 kL per year for residences with only a water service

	NSW
(other)
	Owner occupiers with Pensioner Concession Card, DVA Gold Card
	· $87.50 on water rates or charges and the same again on wastewater rates or charges

	Vic
	Pensioner Concession Card, Health Care Card, DVA Gold Card
	· 50% of the total bill capped at $270.20 for customers with water and sewerage services
· 50% of the total bill capped at $135.10 for customers with a single service

	Qld
south‑east)
	Owner occupiers with Pensioner Concession Card, DVA Gold Card
	· $120 on water service and usage charges

· additional council concessions might also apply

	Qld
(other)
	Owner occupiers with Pensioner Concession Card, DVA Gold Card
	· 20% on gross local government rates and charges including water and sewerage charges capped at $200 per year

	SA
	Pensioner Concession Card, DVA Gold Card, Health Care Card, or meet low income provisions
	· 25% on total water bills ($125 minimum, $235 maximum per year) plus $105 on sewerage rates, for owner occupiers
· 25% on the total water bills ($72 minimum, $182 maximum per year), for tenants

	WA
	Pensioner Concession Card, State Concession Card, State Seniors Card, Commonwealth Seniors Card 
	· 50% of annual service charges and water usage up to a maximum of 150 kL in Perth, 400 kL in the south of the state and 600 kL in the north, for Pensioner Concession and State Concession Card holders
· 25% of annual service charges capped at $46.65 for water charges and $175.75 for sewerage charges, for State Seniors Card holders
· 50% of annual service charges, for holders of both a State Seniors Card and Commonwealth Seniors Health Card

	Tas
	Pensioner Concession Card, Healthcare Card, DVA Gold Card
	· $75.08 each on water and wastewater bills

	NT
	Northern Territory Pensioner and Concession Card 
	· concessional water service charge of $0.725 per day and usage charge of $0.407 per kL is applied
· concessional wastewater service charge of $0.754 per day is applied

	ACT
	Pensioner Concession Card, Low Income Health Care Card, DVA Gold Card, asylum seekers
	· 68% of water supply charge


Sources: Community Services Directorate (ACT) (2011); Department for Families and Communities (SA) (2011); Department of Communities (Qld) (2010); Department of Health (NT) (2011); Department of Premier and Cabinet (NSW) (2011); Sydney Water (2011b); Tasmanian Government (2011); Water Corporation (2011a); Yarra Valley Water (2011).
Second, concessions for water and wastewater services sometimes apply to the volumetric component of the bill, in addition to the fixed component, preventing consumers from facing an efficient price signal and resulting in efficiency costs (chapter 6).

Third, concessions can be regressive with income. If they are paid on the volumetric component, concession holders with higher incomes might receive a larger benefit, because other things equal, they are likely to consume more than those with lower incomes (technical supplement 2). This is particularly relevant in jurisdictions such as Western Australia where water concessions have relatively relaxed eligibility requirements for older people (State Seniors Card and Commonwealth Seniors Health Card holders are eligible and these cards have more generous means testing).
Concessions can also be regressive if they are targeted toward particular low‑income groups and not others. Specifically, the treatment of pensioners and the unemployed contrasts greatly. In jurisdictions other than Victoria, South Australia, Tasmania and the ACT, holders of Centrelink Health Care Cards (which include the unemployed) are ineligible for concessions although holders of Pensioner Concession Cards (such as aged pensioners) are eligible. This is despite the maximum pay rates for the aged pension being significantly higher than maximum pay rates for unemployment benefits.
Fourth, eligibility for concession cards is often based on an income threshold, and this can create a strong incentive to reduce or understate incomes. Concession holders who earn an income around the cut-off for a concession card can face a significant marginal tax rate if earning more means they lose all their entitlements stemming from a concession card. This can reduce incentives to increase paid work.
Fifth, because concessions are applied to water bills and it is administratively difficult to provide concessions tailored to individual household characteristics, water and wastewater concessions can result in inequitable outcomes:

· Concession arrangements do not take account of the number of occupants in a household so the arrangements are more generous for small households than larger households.

· Tenants or owner occupiers of units in multi-dwelling buildings that do not have individual meters and who pay for their water and wastewater services through rent or body corporate fees are not typically eligible for concessions, though they might have a similar level of need to those paying for bills directly and receiving concessions.

· Tenants who are charged for water usage by their landlord are often not eligible for concessions.
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.
Other elements of the tax and transfer system
Income support payments are the principal source of government assistance for those who are unable to support themselves financially. There is a variety of payments targeted to those who are not expected to work, those unable to work and those who are unemployed or studying. In addition, family assistance is provided to assist with the cost of raising children and payment rates are based on the number of dependants. Both income support payments and family assistance are adjusted regularly for general movements in prices and to address policy related changes such as was the case when the Goods and Services Tax was introduced in 2000 and as is proposed in the recently announced Clean Energy Future Policy.
Both income support payments and family assistance are provided to recipients as direct cash payments and have a number of beneficial characteristics over both pricing and concession affordability measures.
First, eligibility and rates of payment for income support and family assistance are means tested against the income and assets of the recipient, and take into account the specific circumstances of an individual or family including income from other sources (such as a spouse) or number of dependent children. People in similar circumstances are treated the same and people in different circumstances are treated differently. For example, an unemployed single person is treated the same as other unemployed singles, but differently from low‑income families with children. These payments can therefore achieve more equitable outcomes.
Second, direct cash transfers empower recipients to maximise the utility from their available resources according to their individual needs and preferences. For example, recipients of cash transfers are able to use their income to pay for water for their garden if they wish, go to the movies with friends, or spend it in any other way that maximises their personal benefit.

Third, although any transfer will reduce incentives to work, direct cash transfers are typically reduced on a sliding scale as incomes increase. This avoids the high marginal tax rates that can be created by concessions linked to concession cards.

In addition, the rates of payment for different types of benefits are set to encourage workforce participation. Allowances, which are paid to the unemployed and students, are paid at lower rates and have lower income and assets tests than pensions, which are paid to those who are not expected or are unable to work, such as the aged or persons with a disability. This is intended to encourage those who can work to seek employment, without unnecessarily constraining the living standards of those who cannot, or are not expected to work.
Fourth, cash transfers do not change the prices faced by consumers, so pricing signals are maintained and efficiency losses are not as high as when prices are distorted or concessions are tied to consumption.
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.
Improving the effectiveness and efficiency of assistance
Given the in‑principle superiority of income support and family assistance payments in comparison to concessions and pricing measures for providing assistance, in the draft report the Commission recommended that the Council of Australian Governments (COAG) commission a review of concessions (draft recommendation 9.1). The Commission argued that given that affordability issues appear to be the result of general cost of living pressures rather than being urban water specific, there is a strong argument that a review of concessions should be broader than just the urban water sector. As utilities, particularly electricity and gas, are cited as a principle cause of hardship by those seeking emergency relief, a review of all utilities concessions appears warranted. The review, as recommended, was to include the appropriateness of current concessions and the merit and scope for abolishing concessions and providing assistance through other elements of the tax and transfer system.
The Commission’s draft recommendation was endorsed by a number of participants (Infrastructure Australia, sub. DR107; Water Directorate, sub. DR121; Tenants Advice Service, sub. DR103; Yarra Valley Water, sub. DR115). However, some participants were concerned with the Commission’s draft recommendation.
CUAC (sub. DR143) and PIAC (sub. DR144) expressed concern that addressing the affordability of utility services through income support payments would result in a reduction in the level of assistance and poorer outcomes for low‑income groups. Although CUAC agreed that addressing affordability issues through income support payments is a better way of assisting low-income groups, it said ‘unfortunately, however, this is not occurring ... [and] ... unless and until unemployment benefits are substantially increased, concessions and other affordability measures will remain a necessity for the sector’ (sub. DR143, pp. 14–15).
CUAC (sub. DR143) and WACOSS (sub. DR160) also contended that the scope of the recommended review is too narrow. CUAC stated:
CUAC is of the view that there is room for improvement in effectiveness and efficiency of concessions, particularly in some jurisdictions other than Victoria. We also note that there are inconsistencies, both within and between jurisdictions, in terms of the impact of concessions on affordability. However, concessions are only one comparatively small component of support provided for people on low incomes, and it is not possible to examine concessions separate from other factors that impact on affordability. Any review of concessions needs to examine all of these aspects together. Such a review should have as its aim identification of the most effective and efficient way of ensuring that utilities are affordable for low income consumers. The review should not pre‑suppose a particular approach such as abolition of concessions. (sub. DR143, p. 15)

Similarly, WACOSS stated:

A comprehensive review of concessions across all levels of government and the provision of recommendations to the Council of Australian Governments (COAG), as recommended by the Henry Review, is an important step in addressing inefficiencies in current concession and rebate frameworks. The Council asserts it is more appropriate that the Report supports a comprehensive national review of concessions that would table recommendations for reform of water concessions, rather than make specific suggestions such as abolishing concessions systems in favour of assistance through the tax and transfer payment system. It would be appropriate that such a review should consider essential service affordability and equity issues holistically. (sub. DR160, pp. 16–17)
The Commission agrees that the objective of the review should be to identify the most effective and efficient way of ensuring that the services of utilities are affordable for low‑income consumers and has revised the wording of its recommendation to reflect this. However, the Commission considers that the inherent weaknesses of the current concession arrangements provide a sufficiently strong case for the review to specifically consider their replacement with other elements of the tax and transfer system.

The Commission understands that community organisations have concerns about the adequacy of total assistance for low‑income groups, and in particular the disparity of payment rates and indexation arrangements for pensions and unemployment benefits. These issues are broader than the terms of reference for this inquiry. However, if COAG considers it appropriate, the Commission’s proposed review of utility concessions could take place as part of a broader review of concessions for other goods and services, with consideration of the adequacy of income support payments and family assistance. This would be consistent with a recommendation by Australia’s Future Tax System Review Panel (2009) that a review be undertaken of all concessions across all levels of government (Recommendation 107). 
Because utility concessions are provided by State, Territory and Local Governments but eligibility is predominantly based on Commonwealth concession cards, it is appropriate that a review should occur at the national level and involve close consultation with all levels of government.

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.

Although the in‑principle benefits of relying on income support payments and family assistance to meet affordability objectives are clear, additional assistance measures might be warranted if there is a clear and sizable burden on a specific group that is disadvantaged. In the urban water sector, these situations might exist in a limited number of circumstances.

First, postage stamp pricing reform, as discussed in section 6.4, raises significant issues for uneconomic regional utilities and might lead to significant hardship in some regional areas. The Commission is aware that the cost of supplying water and wastewater services varies considerably between country towns, in some extreme cases exceeding $30 per kL for water and $5000 per connection per year for wastewater services (ERA 2006). A transition to cost‑reflective prices in these circumstances would expose some communities to a significant burden.

In these situations, the most efficient way of providing assistance would be to provide a lump sum payment to affected households, or for the service to be subsidised through a Community Service Obligation payment to water utilities. To maximise efficiency, whether subsidies are provided directly to households or to utilities, they should be independent of the actual level of consumption — the price of water should reflect the marginal cost of provision (chapter 6). In this way, it will not affect users’ incentives to conserve water. Service provision in regional areas, including funding for uneconomic regional utilities, is discussed in chapter 13.
Second, individuals with medical conditions that require significant amounts of water such as patients requiring haemodialysis treatment at home might be exposed to high costs. Many State, Territory and Local Governments have recognised the special requirements of patients undergoing haemodialysis at home and provide a rebate offsetting the water costs of treatment. If these costs represent a significant burden on haemodialysis patients, the Commission considers that the provision of the required water, like other items required for patients’ treatment, should be dealt with through the health system.
Alleviating financial hardship
Even when access to water and wastewater services is universal and affordable, there will be situations when some customers find themselves in financial hardship and find it difficult or impossible to pay their bills. SA Water’s Customer Assist Program states:

Financial hardship can occur due to a number of circumstances including unemployment, low or reduced income, ill health, domestic violence, addiction, unexpected large or multiple bills and relationship breakdown. (SA Water 2011f, p. 1)

In addition, the nature of billing for household utilities —infrequent and large bills — might also increase payment difficulties for some households. Below‑ground leaks or taps accidentally left running for long periods can also subject households to unexpectedly large bills.
Hardship policies

A hardship policy outlines a company’s actions regarding customers who fail to pay their bills and commonly includes:

· the facility to negotiate an agreed payment plan outside of normal payment timeframes and debt recovery processes

· referral to community financial counselling services

· a commitment to provide customers with information about available concession or rebate arrangements and dispute resolution processes.
Hardship policies are an intermediate measure to avoid disconnecting or limiting the flow of water to dwellings. They have obvious benefits for those customers with a strong desire to pay their bills but have difficulty doing so.

Hardship policies are strongly supported by community organisations. The Tasmanian Council of Social Service stated:
We also support the requirement that water and sewerage service providers establish and implement approved hardship policies that ensure that no household is disconnected from supply for inability to pay. Hardship policies should deal proactively with consumers experiencing financial hardship by offering such options as payment plans with instalments tailored to individual consumer circumstances; referral to financial counselling and support services; and occasional and negotiated payment or total bill waivers. (sub. 13, p. 2)

Similarly, PIAC stated:
We’ve previously called for the development of a comprehensive statewide framework to address hardship issues in relation to water and wastewater usage. Such a framework should provide that all water utilities provide a hardship program for people in financial hardship and provide for the mandatory minimum elements for such hardship schemes. (trans., p. 62).
In a 2008 review of Australia’s consumer policy framework, the Commission argued that there can be benefits to utilities themselves in maintaining hardship policies because they help utilities to:

· recoup some payment in situations where a customer is simply unable to pay immediately rather than unwilling to pay, thus reducing costs of debt collection; and

· identify potential problem customers and apply preventative measures before substantial debts arise. (PC 2008c, p. 481)
Reflecting this view, Yarra Valley Water stated:

Yarra Valley Water has in place a hardship policy and programs that are recognised as best practice for Australian utilities. … We have established this program based on a business case and this basis has been recognised by the Essential Services Commission in its price reviews. (sub. 19, p. 24)
Although residential water supplies are not commonly disconnected in Australia due to non-payment of bills, water utilities are often permitted to, but rarely do, limit the flow of water to a dwelling. This is intended to provide sufficient water to allow only basic water uses such as drinking, cooking, hygiene and sanitation (two litres per minute is a commonly cited limited flow rate for non​‑payment of water bills). Given the importance of water to personal and public health, disconnection or flow limitation of water services should be avoided where possible. However, if a user does not follow payment plans or other conditions of hardship provisions, flow restrictions provide a reasonable compromise between protecting an individuals’ right to water and creating an incentive through inconvenience to contribute to the cost of providing the service.
Other assistance measures

Exceptional circumstances grants

In addition to concessions and rebates, State and Territory Governments sometimes provide grants to assist disadvantaged households experiencing exceptional circumstances, such as an uncharacteristically large bill or other financial crises, with their utility bills.
· The Water Payment Assistance Scheme in New South Wales provides $25 vouchers (multiples can be provided) that are issued by community welfare organisations to customers experiencing hardship including a loss of income, high water bills, illness, family crisis or unexpected bills or expenses (EWON 2011b).

· The Utility Relief Grant Scheme in Victoria provides assistance to utility customers who have experienced a temporary financial crisis within the last 12 months, and hold an eligible concession card, or are registered with a utility hardship program (Department of Human Services (Victoria) 2011).
· The Hardship Utility Grant Scheme in Western Australia pays 85 per cent of the outstanding bill for applicants who are unable to pay their utility bills and are at risk of disconnection, up to a limit of $450 or $750 depending on their location (Department of Child Protection (Western Australia) 2011).
The availability of exceptional circumstances grants are more tightly controlled than concessions. Eligibility conditions typically require that claimants’ circumstances be assessed by a financial counsellor and that the receipt of a grant precludes receipt of additional assistance for a period of time. These measures provide encouragement for potential applicants not to ‘game the system’ by engaging in behaviour that could lead to a financial crisis and eligibility for grants.
Alternative payment methods

Some of the problems attributable to the payment of water and wastewater bills might be due to the infrequent and consequently large size of these bills. Alternative payment arrangements can assist low‑income and disadvantaged households to budget for large regular payments or reduce the size of bills.
Centrepay is a free bill payment facility for recipients of Centrelink payments. It allows payment recipients to pay bills by having a regular amount deducted from their Centrelink payments.

The majority of water utilities in Australia currently accept Centrepay as a method of payment and this is likely to have a positive effect on the ability of low‑income and disadvantaged customers to meet their obligations in relation to water bills.
Another payment method aimed at increasing customer control of their expenditure on utilities is prepayment meters. Although prepayment meters are an established means of payment for electricity in South Australia, Tasmania, the Northern Territory and the ACT, the Commission is not aware of any instances in Australia where prepayment meters for household water use have been implemented. The technology has been implemented overseas, primarily in developing countries.
Prepayment meters can assist customers to manage credit issues stemming from the payment of utility services after they are consumed, by allowing them to pay for water services in advance. However, there are also costs involved in establishing and maintaining prepayment meter systems. The lower aggregate cost of water and wastewater services and fewer payment difficulties compared to electricity are two factors that might limit the demand for prepayment meters in the urban water sector and work against a business case for these devices.
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).
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Consumer policy framework

The consumer policy framework in the urban water sector refers to the government policies that seek to directly promote better outcomes for consumers of water and wastewater services. It is of particular importance, as:

· the services are essential, and failure to provide an adequate level of service can have significant harmful effects on consumers
· the monopoly provision of services by government-owned utilities means that consumers cannot change their provider in response to poor service or excessive prices.
Consumer policy in the urban water sector should aim to ensure that there is an acceptable level of access for all consumers, disputes are dealt with effectively and the industry serves the interests and preferences of consumers.
Best practice consumer protection

Beyond generic national consumer legislation, such as the Competition and Consumer Act 2010 (Cwlth), the responsibility for consumer protection arrangements in the urban water sector lies with State and Territory Governments. Arrangements vary considerably between and within jurisdictions (table 8.5). Common consumer protection arrangements include:
· independent economic regulators to monitor compliance with legislation and regulatory instruments
· licensing of urban water utilities 

· industry or customer codes defining service standards and consumer protections

· independent dispute resolution by special utilities ombudsmen or more general services.
Table 8.
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Jurisdictional comparison of urban water consumer protection arrangements 

	
	Independent economic regulator
	Licensing of water utilities
	Industry customer code
	Independent dispute resolution

	NSW (metropolitan)
	(
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	(

	NSW (other)
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	Victoria (metropolitan)
	(
	(
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	Victoria (other)
	(
	(
	(
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	Queensland (south‑east)a
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	Queensland (other)
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	Western Australiab
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	South Australiab
	
	
	
	(

	Tasmania
	(
	(
	(
	(

	Northern Territory
	
	(
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	ACT
	(
	(
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a Under the Water Supply (Safety & Reliability) Act 2008 (Queensland), regional water utilities in Queensland are required to be registered and publish customer service standards. b Western Australia and South Australia are currently reviewing their customer protection arrangements for water and wastewater services.
Ensuring consumers are protected
Licensing and/or customer codes are the primary industry‑specific means of providing protection for consumers in the urban water sector. Industry codes or water utility licenses commonly include:

· standard contractual terms and conditions

· minimum standards of service

· conditions for disconnection or restriction

· provisions for customers with payment difficulties (hardship policies)

· provision of pricing and service information to customers.
Although licensing itself can provide a mechanism with which to apply consumer protection arrangements to individual water utilities, industry codes can be made as a separate regulatory instrument and applied to all utilities in a jurisdiction as a condition of licensing. The benefit of industry codes is that they facilitate application of consistent consumer protection provisions across a number of water utilities. However, as pointed out by the Australian Water Association in its response to the draft report (sub. DR157), the costs of specific service standards can vary between and within jurisdictions and this might warrant different standards in different areas.

Water utilities in Victoria, south-east Queensland, Tasmania and the ACT have industry codes. Industry codes have also been proposed in South Australia and Western Australia.

Although jurisdiction and utility specific characteristics might warrant different standards for customer protection, the development of common standards where feasible, is preferable to standards being developed for each utility. In the Commission’s consideration of institutional arrangements in chapter 10, it has recommended that charters outlining performance requirements for water utilities be developed and that these be consistent across water utilities where possible.
Independent dispute resolution

An area of inconsistency between and within jurisdictions is the form of independent dispute resolution. Together with suppliers’ own dispute resolution processes, ombudsman schemes are the main avenue through which customers can seek redress in the event of a dispute with a water utility. Examples of disputes dealt with by ombudsmen include disagreements over service quality, billing and disconnections or flow restrictions.
Ombudsman schemes provide a low cost alternative to the court system for small value disputes that would otherwise be unlikely to be resolved because of the high cost of legal action. Alison Joseph highlighted the high personal and financial costs that can be involved in some disputes:

I found a barrister who would act for me with experience in water law and he suggested it would be $10 000 to $15 000. I’m disputing a $40 charge. So in the end I had to read all the legislation myself and present an argument to VCAT [Victorian Civil and Administrative Tribunal] myself. (trans, p. 211)

In New South Wales, Victoria and Queensland, specialist industry‑based energy and water ombudsmen operate under memoranda of understanding with State Government ombudsmen to resolve disputes between water utilities and their customers. However, in New South Wales and Queensland, the coverage of industry‑based ombudsman schemes does not extend to water services provided by Local Governments. Instead, as also occurs for customers of major water utilities in South Australia, Tasmania and the Northern Territory, customers can make complaints to State and Territory Government ombudsmen. In Western Australia, customers of water utilities are able to make complaints to the Department of Water, and in the ACT, customers can complain to the Civil and Administrative Tribunal.
There are significant differences in the powers and resources of State and Territory Government ombudsmen compared to industry‑based energy and water ombudsmen. State and Territory Government ombudsmen are typically empowered to investigate the administrative acts of a range of government departments and authorities, and concentrate on ensuring that the processes undertaken by the water utility are correct. They can make recommendations to government-owned water utilities but cannot make binding decisions. In contrast, specialist energy and water ombudsmen have a much narrower focus and greater expertise for dealing with complaints from energy and water consumers. They also have dependable funding through levies on their member utilities and are empowered to make binding decisions.
An inquiry into water supply and sewerage services in non-metropolitan New South Wales recommended that ‘the Energy and Water Ombudsman NSW scheme be adopted by local water utilities as a mandatory requirement, provided it can be demonstrated that there are net benefits in doing so’ (Armstrong and Gellatly 2008, p. 6).
Tenants
Tenants are sometimes not considered customers of water utilities under legislation. This can mean that they do not have the same rights as owner occupiers when dealing with their water utility.

A number of state and territory residential tenancies acts now specify that the payment of water charges are to be agreed between the landlord and the tenant. This can mean that landlords receive a bill from the water utility and invoice the tenant for water usage. Because the tenant does not have a contractual arrangement with the water utility they might not be considered a customer and can fall outside the customer protection framework.

The Tenants Advice Service (sub. DR103) stated that in Western Australia this raised a number of issues including that it can prevent tenants:
· gaining access to information about their consumption or bill

· qualifying for concessions and hardship policies
· requesting the water utility to reconnect them or repair a fault in an emergency
· making a complaint or having a dispute resolved.

A similar issue exists in South Australia and is being considered by the Essential Services Commission of South Australia in its consideration of the economic regulation of the South Australian water industry (ESCOSA 2010). In principle, the Commission accepts that tenants should have access to consumer protections commensurate with those provided to owner occupiers. The Commission’s recommendation that tenants be subject to direct billing for water and wastewater services where separately metered (recommendation 6.3), would improve the standing of tenants in this respect.
Fostering best practice
The most prominent consumer protection issues in the urban water sector are likely to be the same across and within jurisdictions, such as the negative consequences of disconnection and greater payment difficulties due to infrequent billing and the prevalence of credit as a purchase method. As such, a large proportion of best practice consumer policy framework principles, such as the existence of provisions for customers facing hardship and independent dispute resolution, are likely to be equally applicable in most areas of Australia.

The inconsistency in protection arrangements has the potential to result in very different outcomes for consumers, particularly in New South Wales and Queensland, where the regulatory arrangements for metropolitan water utilities and local councils contrast greatly.

For example, in New South Wales the metropolitan utilities (Sydney Water and Hunter Water) are licensed by IPART to provide retail water services. As part of this licensing, the metropolitan utilities are subject to a number of customer protection provisions including meeting specific service standards, providing information to customers about their contract and maintaining a hardship policy. In contrast, local council utilities are not required to be licensed and are not covered by these arrangements.

PIAC stated:

 ... the lack of a consistent approach to hardship across the 106 local water utilities in NSW results in an inequity and inconsistency in the availability of hardship programs for disadvantaged consumers across NSW. (sub. 61, p. 10)

However, prescriptive consumer protection requirements can have significant costs and different arrangements will be appropriate in different circumstances. For example, industry‑based ombudsmen have many benefits over State and Territory Government ombudsmen in terms of expertise and funding. However the cost of maintaining these organisations, particularly for small jurisdictions could be considerable. There are likely to be some scale economies in incorporating water and energy ombudsmen, but even with these it is unlikely that there is a sufficiently strong case for industry‑based ombudsmen in smaller jurisdictions, such as the Northern Territory and the ACT. Proposals to introduce national dispute resolution arrangements for energy in the National Electricity Market (PC 2008c) could affect the feasibility of industry‑based ombudsmen for water in the future.
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.

Expression of consumer preferences
Individuals often lack the means — time, money and know-how — to represent their views as consumers in policy and regulatory forums. This means that decision makers often have limited information on consumer views on augmentation options, preferences and preparedness to pay for services or specific levels of service quality and security. As this information is often critical to determining the efficient cost structure of utilities and supply security, decision makers are left in the position of having to crudely estimate, and often make up, this information. Not only does this lead to potentially highly inefficient and costly consumer outcomes, it is part of the lack of clarity of the roles of various industry participants (box 
8.4).
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Why is having consumer input important?

	Regulators and policy makers require input from consumers because some policy decisions in the urban water sector require tradeoffs and value judgments:

Further improvements in performance levels will eventually require further increase in expenditure resulting in higher prices to customers. Our role in this process is to make that trade off transparent and to ensure that decisions about performance improvement are subject to review. In our pricing determinations and license reviews IPART therefore tries to balance arguments for further improvements against an assessment of customers’ willingness to pay for these higher standards and an assessment of the costs and benefits of government standards and policy. (IPART 2011b, p. 3)

However, there is rarely consensus in community preferences and regulators and water utilities are often unsure how to resolve this:

Currently, water businesses must determine what tradeoffs between objectives are acceptable, for example, when tariff structures adopted to promote water conservation impact negatively on equity or on economic development objectives. ... Customer consultation is one means of obtaining some guidance; however, views may differ among the various segments of the community and judgements are needed on the relative weights to be placed on differing views. (ESC 2007, p. 71)

At times, governments have not trusted the water industry to deliver on consumer preferences. When discussing how regulators formed a view about what the community wants, the Independent Pricing and Regulatory Tribunal stated: 

In many cases those decisions are made by governments, rather than ourselves. For example, the desalination plant is an important increase in the level of service provided to the Sydney community. That was ultimately a decision made by the government following an election campaign in which — the desalination plant was one of the issues that was mentioned in the election campaign. That was a political decision taken out of our hands. (IPART, trans., p. 451)

	

	


Consumer policy advocates can overcome this problem by ensuring that consumer interests are represented in both policy and regulator decision making. Having effective consumer involvement in these forums will reduce the risk of regulators and ministers making poor decisions because of poor information on consumer preferences.
In the consultations for this inquiry, there was less input from individuals and organisations representing the interests of consumers than from those representing government or industry. In addition, policy advocates that did contribute to the inquiry (and who generally represented disadvantaged groups), noted that limited resources had not allowed them to participate fully and the resources available contrasted with those in the energy sector (box 
8.5).

The Australian Council of Social Service (ACOSS) stated:

… ACOSS certainly welcomes the Commission’s interest and particularly the encouragement that we have had to participate, but I will say unambiguously that there are no resources available to community customer advocates in this sphere, in stark contrast with the at least reasonable attempt to support demand-side engagement in the market for electricity and gas through the Consumer Advocacy Panel, which is funded by a levy on customers. (trans., p. 43)
CUAC argued:

There is an immediate need for a stronger consumer voice in national water reform processes. Effective professional consumer advocacy is an important means through which this can be achieved. Unfortunately, consumer advocacy in this area is currently constrained by a lack of resources. Compared to the energy sector, consumer advocacy in water is less vigorous and under-resourced. (sub. 46, p. 11)

Similarly, the Consumer Action Law Centre submitted:

We remain deeply concerned that there is very little opportunity for meaningful engagement in the water sector by consumers due to a significant lack of resourcing, which puts at risk the representation of consumer interests on a range of complex issues. (sub. DR133, p. 1)

In this respect, the experience of the Commission in this inquiry mirrored that in its 2008 Review of Australia’s Consumer Policy Framework, in that ‘a number of consumer advocacy groups argued that they, or the consumer movement generally, lack sufficient resources to adequately represent consumer interests in policy forums’ (PC 2008c, p. 279).
	Box 8.

 SEQ Box \* ARABIC 5
Government intervention to support consumer advocacy

	Two areas where governments have intervened to support consumer advocacy are the energy and communications sectors.

Energy

The Consumer Advocacy Panel (the Panel) was established in 2008 (it replaced the National Electricity Consumer Advocacy Panel operating since 2001) to fund grants for advocacy and research on electricity and natural gas consumer issues.
Funding for the Panel's electricity projects is derived from a levy on consumers, and for natural gas projects, from participating states and territories. In 2009-10, the Panel approved 40 grants totalling $2.2 million. The projects included a range of activities namely submissions, reports, attendance at meetings, participation in policy and decision making processes and presentations, in addition to developing the advocacy capability of the funded organisations.

Communications
The Australian Government established the Australian Communications Consumer Action Network (ACCAN) in 2009 to act as the peak body representing the interests of consumers in relation to communications and telecommunications issues.
ACCAN undertakes research and policy development, educates consumers and advocates for them on communication consumer issues. ACCAN is funded through license fees for telecommunications carriers and received $1.8 million funding in 2009‑10. ACCAN provides $250 000 per year in grant funding for projects that further its goals.

	Sources: ACG (2011); Department of Broadband, Communications and the Digital Economy (2010).

	

	


The case for government involvement

In its 2008 review, the Commission found that consumer advocacy organisations had difficulty attracting funding for a number of reasons:
· Individual consumers have an incentive to ‘free ride’ on the advocacy efforts of others. This situation is not as pervasive for company advocacy where interests are more focused and organisation is easier.

· Consumers might not see representation as an important issue or might believe (perhaps falsely) that that their interests are already being represented.

· The perception that consumer organisations do not represent the interests of all consumers equally. For instance, there is a common perception that consumer groups are particularly focused on the interests of a relatively small group of disadvantaged users (PC 2008c).

Specifically for the urban water sector, it is also possible that consumer policy advocacy suffers from competition for limited resources from other utility areas, such as electricity, in which price and regulatory developments are seen as having a greater impact on consumers.

In its 2008 report, the Commission also accepted that ‘there is a general case for governments to help ensure that consumer representatives have the financial wherewithal to make an effective input into policy’ (PC 2008c, p. 280) and:

… there would potentially be net benefits from the provision of additional taxpayer resources for consumer advocacy provided there are means of ensuring that it generates advocacy that is appropriately representative and that benefits significant numbers of consumers. (PC 2008c, p. 281)

In addition, the case for government involvement in the urban water sector is particularly significant as:

· equity and consumer interest issues are often cited as reasons for implementing inefficient pricing and non-price demand management policies 

· the scope for reform in the urban water sector outlined in this report is significant and implementation of the recommended reforms might have distributional effects.

Which consumers’ views should be represented?

Consumers are diverse and sometimes have conflicting interests. For example, as noted in chapter 7, some consumers prefer to face restrictions in periods of short supply in exchange for a lower price, while others are willing to pay a premium to avoid reducing their water use.

Consumer advocacy organisations often focus on disadvantaged groups. For example, CUAC states that it was:

... established to ensure the representation of Victorian consumers in policy and regulatory debates on electricity, gas and water. In particular, CUAC represents the interests of low income, disadvantaged, rural and regional, and Indigenous consumers. (CUAC 2011a, p. 1)
Although representing the interests of disadvantaged consumers is important, it is also important that the interests of the majority of users of water and wastewater services who are not disadvantaged are also represented. To the extent that consumer interests conflict, consumer policy advocacy that provides an informed and impartial account of each consumer group’s specific interests would provide policy makers and regulators with the best basis for making informed decisions. As such, any consumer and advocacy arrangements funded by government should include governance arrangements that ensure that the interests of all consumers are represented in a balanced way.

Institutional arrangements for funding consumer policy advocacy and research in the urban water sector
In its 2008 report, the Commission recommended (recommendation 11.3) public funding be provided to:

· support the basic operating costs of a representative national peak consumer body

· assist the networking and policy functions of general consumer advocacy groups

· enable an expansion in policy related research, including the establishment of a dedicated National Consumer Policy Research Centre and contestable research grants for specific consumer policy issues (PC 2008c, pp. 291–92).
The Commission understands that arrangements to support consumer policy advocacy and research are still being pursued by COAG. It is the Commission’s view that these reforms remain an important outstanding opportunity to improve outcomes in regulatory and policy decision making.

Support for consumer advocacy and research in the urban water sector would be most appropriately assisted through general consumer arrangements consistent with those the Commission recommended in 2008. A contestable grants pool for generic consumer advocacy would enable the need for consumer advocacy in the urban water sector to be assessed in the context of other pressing issues for consumers.

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. 

In addition to increased support for generic consumer advocacy and research, the Commission considers there might be a formal role for a consumer representative body in supply augmentation, pricing and setting service standards (chapter 10).
�	Census collection districts are the smallest geographical area for which the ABS publishes Census data and are equivalent to 250 households on average.
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