CED.2.038 - Brief - 20230908 - Minister
Rattenbury - Combined

For Official Use Only
Agenda

Minister Rattenbury: Environment, Planning and Sustainable Development Directorate Regular Meeting

MEETING DETAILS

Date: Friday, 8 September 2023 Time: 1:00pm — 2:00pm

Location: | via Microsoft Teams Apologies:

MEETING BUSINESS

Item | Name Requested by Action Officers
1. Declaration of Interest* All
2. Standing Items: Minister’s Office | Ben Ponton
> 1 Weekiv Brief Media E FOIR EPSDD Geoffrey Rutledge
. eekly Brief, Media Forecast, eport Fiona Wright
2.2 Action Items/Ministerials in Action Alex Magee
2.3 |Cabinet and Assembly Business
Water
3. Non-urban Water Metering Policy (23/471) Minister’s Office Ben Ponton
Geoffrey Rutledge
Bren Burkevics
4. Review of Water Abstraction Charge (23/84129) Minister’s Office Ben Ponton

Geoffrey Rutledge
Bren Burkevics

*Denotes no papers

Proposed Forward Agenda

Title Requested by
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For-Official-Use-Only
Minister Rattenbury: Environment, Planning and Sustainable Development Directorate Regular Meeting

ACTIONS ARISING

public housing upgrades is a
set contribution or if funding
will be matched.

140723 First Nations Clean Provide info to the MO on ASAP Kieran Lawton/
Energy Strategy what the First Nations Clean Fiona Wright
Energy Strategy in
metropolitan areas might
look like and what it means
for the ACT.
210723 Meeting with MO to draft letter to Minister | ASAP Minister’s Office 03/08 — Letters to Ministers COMPLETED
Minister Rose Jackson | Jackson and Minister Jackson and Plibersek signed
— MDB Plan Plibersek with follow up steps by Minister and sent.
Commitments on MDB Plan, to be sent to
EPSD for input.
240823 | Tuggeranong Drain Share digital images provided | ASAP Bren Burkevics/Alex | 29/08 - Coordinating with
Naturalisation in the Weekly Brief on the Magee Office for Water to provide
Tuggeranong Drain media advisor with photos
Naturalisation with the MO if from EPSD Comms (to be
EPSD have authority to share complete 29/8)
240823 | EV chargersinstalled | EPSD to work with Croatian ASAP Ros Malouf
at Croatian Club Club to ensure EV chargers
are accessible to relevant
users
240823 | IEP Industry Forum EPSD to provide MO with ASAP Fiona Wright 25/08 — In progress

update

some talking points on what
we have heard so far on
consultation.

Once ‘completed’ leave it on for one ministerial meeting then remove it from the list
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For-Official-Use-Only
Minister Rattenbury: Environment, Planning and Sustainable Development Directorate Regular Meeting

ACTIONS ARISING

010923

Review of Water
Abstraction Charge
(TSY led joint brief)

MRO to discuss with
CMO sensitivities around
sharing brief with Icon.
EPSD to list item for
discussion at the 08/09
exec briefing, with advice
brief on how to proceed.

08/09/2023

Mbhairin Hilliker/
Michelle O’Donnell

01/09 - In progress
Item listed for discussion at
08/09 Exec Briefing

Once ‘completed’ leave it on for one ministerial meeting then remove it from the list
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Cabinet: 23 October 2023

ON TRACK

23/471 Minister Submission EXP on 11/08/2023 | 28/08/2023 | 15/09/2023 | 27/09/2023 09/10/2023 | N/A
Cabinet for Water Circulation (ERC)

Non-urban water Metering Policy Energy and 23/10/2023

ERC: 9 October 2023 Emissions (Cabinet)

Cabinet: 23 October 2023 Reduction

ON TRACK

*EXP circulation closes 6 September

2023

23/527 Minister Submission FIN with 9/08/2023 | 21/08/2023 | 13/09/2023 | 27/09/2023 09/10/2023 | N/A
Cabinet for Water AO

Water Recovery Agreement with Energy and

Australian Government Emissions

ERC: 9 October 2023 Reduction

out of scope




Assembly and Cabinet Business

out of scope

Cabinet
Government Response - Non-
Potable Water Review

ERC: 3 November 2023
Cabinet: 27 November 2023

ON TRACK

for Water
Energy and
Emissions
Reduction

MO

November
2023

out of scope
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Assembly and Cabinet Business

out of scope

23/XXX

Cabinet

ACT Water Vulnerability
Assessment

TIMING TBC - CABINET FEB 2024

out of scope

EXPIRY
DATE

NP No | QON/QTON @ ASKED BY
No.

33 QON 1347 LAWDER

Minister
for Water
Energy and
Emissions
Reduction

MINISTER

RATTENBURY

Not
Applicable

BRANCH

EHW

CNRF with
AO

29/11/2023

TITLE

14/12/2023

Healthy Waterways - Tuggeranong Creek

12/01/2024

STATUS

In progress

26/01/2024

DUETO
GS

14-Sep-
23

DUETO
MO

20-Sep-23

05/02/2024

02-Oct-

23

RETURN TO AGENDA
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Executive Briefing with Minister
Agenda Paper

Meeting date: 8 September 2023
Agenda item: Non-urban Water Metering Options for Cost offset model

Key Points

Underpinning considerations

° Successful implementation of the non-urban water metering policy is dependent upon
the growth of the number of providers for meter validation services.

. There has been no process for meter validation or testing.

° There has been a shortfall in providers in NSW over the last several years. However,
the number of providers is understood to be growing with more local-based training
being offered by Irrigation Australia.

° The estimated costs for an easily accessible and easily tested meter is up to $500.

. There is approximately 117 low risk meters.

Options for meter testing

1. Functioning market based solution
On the condition that private providers are available and government does not wish to fully
or partially offset the cost
. Accuracy testing undertaken by certified providers
° No government intervention necessary
° Cost neutral for ACT government
. Full costs borne by the licence holder

2. Govt support for implementation
On the condition that private providers are available and government have an appetite for
full or partial cost reimbursement:
o As above, but government could consider a one-off implementation subsidy:
o aS$300 reimbursement to low risk user would cost approximately $35,000
o a S$500 reimbursement to all users would cost approximately $145,000
. This approach will assist in the timely implementation of the policy
° If the meter is found to be faulty or requires maintenance/replacement, this would be
at the expense of the licence holder

3. No private market response
On the condition that private providers are unavailable
° Option 1 —do nothing
o No government intervention
o Policy implementation fails
o Reporting required to Inspector General Water Compliance on failure of policy
implementation

RETURN TO AGENDA




Option 2 — independent outsourcing
o ACT Government procurement process to source independent certified persons
o Government to consider either fully funding the testing, or fee for service

Option 3 — EPSDD/Access Canberra staff undertake training (not preferred)

o Accuracy testing undertaken by EPA staff

o Licence holders pay fee-for-service to ACT Government, or receive free service
(TSY unlikely to support)

o Cost summary for ACT Gov - 1 FTE for 12 months, repeated once every five years

RETURN TO AGENDA




CABINET MINISTERIAL BRIEF

Environment, Planning and Sustainable Development Directorate

To: Treasurer Tracking No.: CMTEDD2023/3538

EPSDD2023/84129
Minister for Water, Energy and Emissions Reduction

Date: 23/08/2023

From: Deputy Director-General, Environment, Water and Emissions Reduction (EPSDD)
A/g Executive Group Manager, Economic and Financial Group (CMTEDD)

Subject: Review of the water abstraction charge

Critical Date: As soon as possible

Critical Reason: To enable the review to commence in a timely manner.

. uT 23/08/23
. DUT 18/08/23

Recommendations

That you:
1. Note that the Environment Planning and Sustainable Development Directorate

(EPSDD) has received consultant advice that queries whether the ACT is meeting its
obligations under the Commonwealth Water Charge Rules (WCR), through charging
more than the ACT’s cost for water through the Water Abstraction Charge.

Noted / Please Discuss Noted /) Please Discuss
Andrew Barr MLA Shane Rattenbury MLA

2. Note the ACT has agreed to the WCR, which set-out objectives and principles for the
pricing of regulatory water charges, which are based on full cost recovery.

Noted / Please Discuss Noted //Please Discuss
Andrew Barr MLA Shane Rattenbury MLA

3.  Agree to review the methodology for setting water charges to ensure compliance with
the WCR and to ensure the charge remains consistent with its purpose.

Agree / Not Agreed / Please Discuss Not Agreed / Please Discuss
Andrew Barr MLA Shane Rattenbury MLA
4, Agree that a price investigation notice be issued to the Independent Competition and

Regulatory Commission (ICRC) to conduct the review in accordance with section 12 of
the Independent Competition and Regulatory Commission Act 1997.

Agree / Not Agreed / Please Discuss Not Agreed / Please Discuss

Andrew Barr MLA Shane Rattenbury MLA

Tracking No.: CMTEDD2023/3538 RETURN TO AGENDA




5.

6.

CABINET

Note that the scope of work to inform the price investigation notice will be provided
for Treasurer and Minister for Water, Energy and Emissions Reduction approval.

Agree / Not Agreed / Please Discuss @ Not Agreed / Please Discuss
Andrew Barr MLA Shane Rattenbury MLA

Note that you will be kept updated on the progress of the review, including the intention
of CMTEDD and EPSDD to prepare a joint Cabinet Submission on the outcomes.

Noted / Please Discuss Noted /)Please Discuss
Andrew Barr MLA Shane Rattenbury MLA

ANAIreW Barr IMLA ... ettt eeees N S S

Minister’s Office Feedback

Shane Rattenbury MLA

Minister’s Office Feedback

Background

1.

Tracking No.: CMTEDD2023/3538

In August 2022, Cabinet agreed (22/159) to a program of priority reform activities for
the management of the ACT’s water. This included an action to improve accountability
and transparency for current funding arrangements. This action predominately relates
to the Water Abstraction Charge (WAC), a regulatory water charge for potable and non-
potable water levied by the ACT Government.

The WAC is intended to recover catchment management costs, to reflect the environmental
costs from water abstraction and the value of the water as a natural resource (scarcity value).

The WAC is separately determined for two categories of water use under the Water
Resources (Fees) Determination 2022 (No 2), being:

a. urban water supply (i.e. potable water use) - $S0.67 per kilolitre in 2022-23; and
b. surface water or groundwater (i.e. non-potable water use) - $0.324 per kilolitre in 2022-23.

The Minister for Water determines water fees and charges under s110 of the Water
Resources Act 2007.

The Treasurer has responsibility for competition policy and through this, the capacity to issue
price directions to the Independent Competition and Regulatory Commission (ICRC) in
relation to the prices charged through monopoly infrastructure providers, such as Icon
Water. However, the ICRC has no legislative responsibilities for setting or regulating the WAC.
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CABINET

a. The Treasurer previously issued directions under the Independent Competition and
Regulatory Commission Act 1997 to the ICRC to establish the methodology for
determination of the WAC, the appropriate level for the charge, and how it is charged
to customers. The 2003 ICRC’s advice led to the basis for the WAC that is used today.

b. For potable water use, the WAC is collected from consumers on behalf of the
Government by Icon Water indirectly through water prices. For non-potable water
use, the WAC is paid directly by licence holders to the ACT Government, through
invoicing managed by Access Canberra’s, Environmental Protection Authority (EPA).

6. The ACT’s method for calculating water charges has not been updated since the ICRC’s
2003 review to reflect subsequent policy and legislative instruments, including the
Water Act 2007 (Cwlith), 2010 National Water Initiative (NWI) Pricing Principles and the
Commonwealth Water Charge Rules (WCRs).

7. There has been ongoing scrutiny of the WAC; most recently in the State of the Lake and
Waterways Report (2022), which was prepared by the Office for the Commissioner for
Sustainability and the Environment (the Commissioner). The Commissioner recommended that
the ACT Government publish an annual detailed breakdown of how the WAC revenue is
expended. The Government’s response (22/442) agreed in-principle to this recommendation.

8. In 2022, EPSDD (Office of Water) contracted Slattery and Johnson to review the
appropriateness of the current WAC reporting and provide advice on potential
improvements. The report is provided at Attachment A.

Issues

9. Slattery and Johnson advise a range of issues relating to the WAC that may expose the
ACT Government to financial, operational and compliance risk.

10. These issues stem from:

a. the Water Act 2007 (Cwlith), NWI and WCRs requiring the ACT’s WAC to be based
on recovery of costs only;

b. over-recovery of costs because of increases to the WAC that are not aligned with
the ICRC’s original methodology, such as the decision of the ACT Government to
apply a 3 per cent annual indexation to the WAC for potable and non-potable
water rather than looking to ensure cost recovery only;

c. the ACT including the market price of water as a factor in the level of the WAC;

d. alack of transparency in how the WAC is set each year; and

e. a misalignment between the components of the WAC and ACCC reporting requirements.

National Water Initiative (NWI) and Water Charge Rules (WCRs)

11. Australian governments agreed through the Intergovernmental Agreement on a NWI
(2004) to implement water pricing and institutional arrangements that promote
economically efficient and sustainable use of water resources, provide revenue stream
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CABINET

for efficient delivery of services, give effect to the principles of user pays where feasible
and practical, and avoid perverse or unintended pricing outcomes.

12. The outcomes and actions of the NWI are given effect through:
a. Murray Darling Basin Water Pricing Objectives and Principles (Water Act 2007)
b. NWI Pricing Principles (2010),
c. WCRs (2010) - made under the Water Act 2007.

13. The WCRs are based on full cost recovery including water planning and management
costs, environmental externalities and capital costs. However, in addition to the
components of the WCRs, the WAC also factors in, through the scarcity component, the
market value of water as an additional mechanism to capture environmental
externalities. Scarcity value was considered by the national governments through the
national water pricing reforms as an alternative pricing approach to environmental
externality, however, it was not adopted as it was considered that there were better
mechanisms to achieve the policy objective.

14. Given that the WAC methodology developed by the ICRC in 2003 pre-dates multiple
outcomes and actions of the Water Act 2007 (Cwith) and NWI, it is unclear if the current

methodology ensures water charges are consistent with these obligations.

Transparency in WAC determination

15. The WCRs state that urban water tariffs should be set using a transparent methodology
through a process that considers public comment, or which is the subject of public
scrutiny and use independent bodies to set or review prices or price setting processes.

16. The WAC is overdue for review, most recently examined by the ICRC through the
Treasurer’s 2003 price inquiry. Further, price increases in 2006-07 and 2014-15 were
approximately 146 per cent and 3 per cent above WPI respectively.

17. We note the 2006-07 Budget Papers advised the WAC was increasing to ‘better reflect
the value of water’, provide ‘the Government with a return on a valuable resource’ and
to ‘assist in managing demand for water’.

a. ltis unclearif the 2014-15 increase in the rate of the WAC had regard to WCRs obligations.
b. Itis also unclear whether the ACT Government’s decision, in the 2016-17 Budget
Review, to apply an ongoing 3 per cent annual indexation to the WAC for both
potable and non-potable water use from 2017-18 onwards, had regard to WCRs
obligations.

18. Slattery and Johnson suggest that:

a. anindependent body should have responsibility for routinely reviewing water
charge methodology; and
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CABINET
b. there needs to be greater transparency around the application of the WAC, given
there is little public information available on the how the WAC is determined each

year or expenditure reconciled.

Transparency in reporting

19. The Australian Competition and Consumer Commission (ACCC) has legislative
responsibility for annually monitoring regulated water charges and their compliance with
WCRs. The ACT provides the ACCC with an annual statement on the fees charged for water
in the ACT, the extent of any change fees and the reason for any change, and the revenue
from each charge. Further, the ACT is required to provide a breakdown of the capital,
operating and corporate costs to manage water and planning activities to the ACCC.

20. The ACT’s reporting on water charges (revenue and expenditure) is unable to be
reconciled due to a misalignment between the methodology for the WAC and WCRs and
the ACCC’s reporting requirements. Improved reporting on the water charge
methodology will be a key consideration in any work undertaken by the ACT.

Over-recovery against costs

21. Currently, revenue from the WAC forms part of the ACT Government’s consolidated
revenue and is not hypothecated. Expenditure of consolidated revenue is set out in the
ACT Budget, which includes spending on water initiatives. There is no public reporting on
the costs incurred against the WAC, and consequently no transparency around whether
the WAC is set at a rate that allows for cost recovery and no more.

22. The ACCC Water Monitoring Report (2020-21) presents that the ACT has the highest cost
recovery rate (percent of costs incurred compared to costs recovered) across the Basin
States (Attachment B, Figure 1). For example, revenue levied through the WAC has
significantly exceeded costs reported for water planning and management activities
since 2015-16 (except for 2019-20). Accordingly, in 2021-22, the WAC raised $29 million
in revenue which was significantly greater than the costs reported for water planning
and management at approximately $11 million.

23. Slattery and Johnson found that applying the methodology developed by the ICRC does
not support the price trend or absolute value of the WAC increases from 2003-04 to
2022-23 (Attachment B, Figure 2).

24. This is largely attributable to:

a. Water supply and environmental cost components of the charge appear to have
been increased incrementally each year roughly in line with inflation.

b. The scarcity value component of the WAC, which appears to have increased
significantly from 4.4 cents/kilolitre in 2003-04 to 45.9 cents/kilolitre in 2022-23.

25. The NWI Pricing Principles address over-recovery of costs: ‘wWhere usage charges lead to
revenue recovery in excess of upper bound revenue requirements...jurisdictions are to
address the over recovery. In addressing the over recovery, revenues should be
redistributed to customers as soon as possible’.
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CABINET

Proposed pathway forward

26.

27.

28.

29.

30.

31

Slattery and Johnson’s primary recommendations concentrated on the need for an
independent annual review of the WAC and improved public transparency. Both were
also recommended by the ICRC in their recommendations to the Treasurer on setting
the framework for the WAC in 2003.

Given the issues outlined, it is proposed that the Government move towards ensuring that
the methodology for setting a water charge is consistent with the ACT’s obligations under
the WCRs, allows reporting that could be subject to public scrutiny and establishes a
periodic review process to ensure the charge remains consistent with its purpose.

EPSDD and CMTEDD recommend that the Treasurer seek advice from the ICRC to allow the
ACT Government to decide on how to best meets its obligations, and, accordingly, that a
price investigation notice be issued to ICRC to conduct the review in accordance with section
12 of the Independent Competition and Regulatory Commission Act 1997 to this effect.

To support this request for advice, EPSDD and CMTEDD are finalising the scope of work for
a price inquiry to the ICRC, which will be presented to the Treasurer and Minister for
Water for consideration.

If agreed, the scope of work for the price inquiry to the ICRC will be drafted to indicate
to the ICRC that consideration should be given to the relevant policy objectives such as
environmental costs from water abstraction and the value of the water as a natural
resource (scarcity value), as well as pricing and regulatory settings, and the cadence of
subsequent reviews. Separate legal advice may be required to inform the review.

. Should the review, if supported, identify there has been an under or overcollection of

fees, the ACT will consider the recommended and most appropriate course of action for
reconciliation with customers at that time.

Financial Implications

32.

33.

The work to be undertaken by the ICRC is expected to cost around $100,000. This
estimate is expected to be revised in consultation with the ICRC and upon finalisation of
the scope of work. The cost of the advice is anticipated to be charged to Treasury under
s12(5) of the Independent Competition and Regulatory Commission Act 1997. The
investigation will be co-funded by EPSDD and CMTEDD (Treasury).

We expect the ICRC to advise on the most appropriate method to set Government water
charges for 2024-25 and beyond. This will assist EPSDD and CMTEDD to estimate the
financial implications of adopting the ICRC’s advice.

Consultation

Internal

34.

Early engagement has occurred with EPSDD Legal Policy. Discussions are ongoing.

Cross Directorate

Tracking No.: CMTEDD2023/3538
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CABINET

. No Directorate outside of EPSDD and CMTEDD (Policy and Cabinet, and Treasury) have
been advised of the findings of the Slattery and Johnson report.

External

36

. The ICRC and Icon Water have been consulted on the practicality of passing through a
potable WAC freeze to Icon Water customers in 2023-24.

Work Health and Safety

37

. Nil for the purpose of this brief.

Benefits/Sensitivities

38

39.

40.

. Increases in the cost of living are placing substantial financial pressure on the Canberra
community. The ICRC’s final decision for water and sewerage services for the 2023-28
regulatory will add to this pressure. The ICRC’s final decision estimates that the
combined water and sewerage services bill for an average household consuming 200kL a
year will increase by 6.1 per cent on average over the regulatory period. In real terms
(excluding inflation) the combined bill is expected to increase at an annual average of
3.1 per cent.

EPSDD and CMTEDD officials both agreed to develop a brief to freeze the increase of the
WAC in 2023-24, although this was ultimately not recommended to ERC. This reflects
consultation in June 2023 with Icon Water and the ICRC indicating that there was
insufficient time to reflect a freeze in the 2023-24 water prices, and that any cost
reductions could only be passed through to customers in 2024-25.

Cabinet will have the opportunity to consider the ACT Government’s response to the
Non-potable Water Review. The Minister for Water, Energy and Emissions Reduction will
recommend an independent review of price setting for non-potable water. The proposal
for the ICRC to examine the methodology for setting the ‘water’ charge addresses this
recommendation and moves towards solution setting. Sensitivity in progressing and
communicating the ‘review’ of ACT water charge methodology is advised.

Communications, media and engagement implications

41. No communications or media are proposed, noting the sensitives.
Signatory Name: Geoffrey Rutledge Phone: 6207 8628
Chris Roberts 6207 4081
Action Officer: Ryan Breen Phone: 6207 8268
lan Lawrence 6205 7234
Attachments
Att A Review on the reporting of the Water Abstraction Charge, Slattery and Johnson 2022
Att B Cost recovery and trend in fee increases

Tra
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Review on the reporting of the Water
Abstraction Charge

1 Project

The Australian Capital Territory (ACT) Environment, Planning and Sustainable
Development Directorate, Office of Water, aims to improve the accountability
and transparency of costs incurred and recovered through the Water Abstraction
Charge.

The Terms of Reference for this review are shown at Attachment A.

2 Water Abstraction Charge

The ACT Government levies a regulatory water charge called the Water
Abstraction Charge.

The charge is Imposed to recover catchment management costs
and to reflect the environmental cost of the extraction of water and the
value of water as a resource. The costs are incurred by the Government, as
opposed to [lcon Water]./

The Water Abstraction Charge is charged to water licence holders. The Charge is
collected from lcon Water for urban potable water and the Environmental
Protection Authority for non-potable water. Icon Water passes the charge onto its
customers in addition to charges to recover the water delivery and sewerage
system costs borne by Icon Water.

The Water Abstraction Charge is made by the ACT Water Minister through a
determination under Section 107 of the Water Resources Act 2007. The current
Water Abstraction Charge is made in the Water Resource (Fees) Determination
2022 (No. 2)?

A separate statutory body, the Independent Competition Regulatory Commission
(ICRC) regulates pricing in relation to bodies providing water, electricity and
sewerage services. The ICRC makes price directions to Icon Water for charges to
recover water delivery and sewerage costs. The ICRC has no legislative
responsibilities in setting the Water Abstraction Charge.®

T ACT Government. (2003). Disallowable instrument utilities (water abstraction charge) Ministerial Direction 2003
(No 1): Explanatory Statement. https//www.legislation.act.gov.au/di/2003-333/default.asp

2 Rattenbury. (2022). Water Resources (Fees) Determination 2022 (No. 2).
.https//www.legislation.act.gov.au/di/2022-194

3 ACT Government. (2022). /ndependent Competition and Regulatory Commission Act.
https://www.legislation.act.gov.au/a/1997-77/default.asp
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In 2003, the ACT Government asked the ICRC to advise an appropriate
methodology to calculate the Water Abstraction Charge, and an appropriate
charge*

The ICRC calculated the Water Abstraction Charge based on three components:

1.  Water Supply Costs. this is the recovery of costs for catchment
management, biodiversity and environmental monitoring,
environment protection, water utility regulation, health monitoring and
regulation, water policy and legal services,?

2.  Environmental Cost this is a value estimated for the cost to the
environment caused by altering the timing and magnitude of
downstream flows by retaining water in dams and abstracting it in the
ACT, ¢and

3. Scarcity Value: this is the value associated with the consumptive use of
water in the ACT that prevents alternative use for other economically
valuable purposes such as irrigation.”

Since the original calculation of the Water Abstraction Charge the ACT
Government has:

e agreed ‘Water Charge Rules’, as the basis of the price of regulatory
water charges (discussed in the Water Charge Rules section), and

e made several increases to the Water Abstraction Charge discussed in
the Calculating the Water Abstraction Charge section).

3 Water Charge Rules

Subsequent to the ICRC advice on the Water Abstraction Charge, Australian
governments, including the ACT Government, codified objectives and principles
for the pricing of regulatory water charges. These are in the:

e Murray-Darling Basin Water Charge Pricing objectives and principles,
legislated in 2007,% and
e National Water Initiative Pricing Principles, agreed in 2010.°

4 Ninety-eight percent of the Water Abstraction Charge comes from an Urban Water Supply Charge. The 2003
review by the Independent Competition Regulatory Commission only related to the Urban Water Supply
component of the Water Abstraction Charge and the ICRC called the ‘Urban Water Supply’ the ‘Water
Abstraction Charge. Budget papers have also mostly called the ‘Urban Water Supply Charge’ the ‘Water
Abstraction Charge’.

5 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

% Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

7 Office of the Commissioner for Sustainability and the Environment. (2018). The Heroic and the Dammed -
Lower Cotter Catchment restoration and evaluation. https://nla.gov.au/nla.obj-1885755327/view

8 Australian Government. (2007). Water Act, Part 4 and Schedule 2.
https//www.legislation.gov.au/Details/C2017C00151

2 Australian Government. (2010) National Water Initiative Water Pricing Principles.
https://www.dcceew.gov.au/water/policy/policy/nwi/pricing-principles
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These are known as Water Charge Rules. They are based on full cost recovery, and
include:

¢ Water Planning and Management costs,
e Environmental Externalities,’® and
e Capital Costs.

They specify there should be no cost recovery through water pricing for:

e costs relating to the business of Government, and
e costs that are recouped through other revenue, such as rates and
development costs.

The Commonwealth Water Minister may make regulated water charges for Basin
States and the ACT in accordance with the Water Charge Rules 2070 instrument.”
The Commonwealth Water Minister has not exercised this power with respect to

the ACT.

The ACT's Water Abstraction Charge has not been updated to be consistent with
the Water Charge Rules. A comparison of the costs in the Water Abstraction
Charge with eligible costs in the Water Charge Rules show:

e the Water Supply Costs in the Water Abstraction Charge seem mostly
equivalent to Water Planning and Management Costs in the Water
Charge Rules, with potentially some differences, which are discussed in
the Strategic issues: Water Supply Costs section.

e the Environmental Costs in the Water Abstraction Charge appear to be
different to the Environmental Externalities in the Water Charge Rules.
This is discussed in the Strategic issues: Environmental costs section.

e the Scarcity Value in the Water Abstraction Charge is not included in
the Water Charge Rules. This is discussed in the Strategic issues:
Scarcity value section.

e itisunclear if the Water Abstraction Charge includes Capital Costs as
required in the Water Charge Rules. This is discussed in the Strategic
[ssues: Capital Costs section.

3.1 The Australian Competition and Consumer
Commission

The Australian Competition and Consumer Commission (ACCC) has legislative
responsibility for monitoring regulated water charges and their compliance with
the Water Charge Rules.

The ACT Government reports annually to the ACCC the monies received from
water fees and charges (primarily the Water Abstraction Charge) and Water
Planning and Management Costs identified by the ACT Government.

10 Australian Government. (2007). Water Management Act, Schedule 2, Clause 5.
https://www.legislation.gov.au/Details/C2017C00151
" Australian Government. (2010). Water Charge Rules 2010. https.//www.legislation.gov.au/Details/F2020C00877
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The ACCC publishes an annual ACCC Water Monitoring Report for all jurisdictions,
which includes the Water Abstraction Charge and its associated Water Supply
costs in the ACT.? This is discussed further in the Reporting on the Water
Abstraction Charge costs section.

4 Calculating the Water Abstraction
Charge

4.1 2003-04 Water Abstraction Charge

The breakdown of the 2003-04 Water Abstraction Charge is shown in 7able 1.

Table 1: Water Abstraction Charge in 2003"

' Water Abstraction
Charge
Cents per kilolitre
Water Supply Costs 8.2
Environmental Costs 51
Scarcity Value 4.4
Recovery from the January 2003 bushfires 2.0
Sub-Total 19.7
Rounding up 0.3
Total 20.0

The method to calculate each cost component is discussed below.

4.1.1 Water Supply Costs

The Water Supply Costs were identified by the ACT Government. Water Supply
Costs are those costs incurred by the Government that are directly attributable to
the management, operation and administration of the ACT's water supplies
(excluding costs incurred by ACTEW - now Icon Water).”

Costs include:

e weed and feral animal control,

e erosion control through revegetation,

e boundary maintenance including fencing,

e riverine strip fencing,

e maintenance of access roads and tracks

e ranger patrols for inappropriate activities and illegal entry,

2 ACCC. (2022). ACCC water monitoring report. https:.//www.accc.gov.au/publications/accc-water-monitoring-
report

3 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

% Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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¢ community education relating to catchment and environmental
management

e mManaging visitor activities,

e fire pre-suppression/suppression,

e water resource licensing,

¢ monitoring water quality and flows,

e regulating activities which affect water quality and fishing, and

e salaries and related costs for water policy and administrative roles.”

The Water Supply Cost per Kilolitre is calculated by dividing the total Water
Supply Costs by the total volume of water abstracted.

4.1.2 Environmental Costs

The ICRC estimated Environmental Costs by taking the average cost of water
recovered for the environment and multiplying it by the 10-year government
bond average interest rate. Total Environmental Costs were then applied across
the proportion of water not returned to the river through the water treatment
plant against the total water abstracted to calculate cents per kilolitre.”

The calculation of the Environmental Costs is shown in Table 2.

Table 2: Calculation of the environmental costs'

Calculation component Unit " Metric

a. Water abstracted 65 gigalitres

b. Water not returned through 30 gigalitres
the water treatment plant

C. Percentage of water that 46 percent
remains in the ACT (b/a)

d. Average cost to recover water 2,000 dollars per megalitre
for the environment

e. Interest rate on 10-year 54 percent
government bond

f. Cost per megalitre (d * e) m dollars per megalitre
Environmental Cost 51 cents per kilolitre
(f* c)1,000

The ICRC used the 10-year Government bond rate as a proxy for a risk-free rate of
return.

5 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

6 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

7 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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4.1.3 Scarcity Value

The ICRC estimated total Scarcity value by using the weighted average
temporary trade price in the Regulated Murrumbidgee valley for the previous two
years and adding two-thirds of the price from the previous year to one-third of
the price from two years earlier. The total Scarcity value was then applied across
the proportion of water not returned through the water treatment plant against
the total water abstracted to calculate cents per kilolitre.”®

The calculation of the Scarcity value is shown in Table 3.

Table 3: Calculation of the Scarcity value

Calculation component Unit Metric

a. Water abstracted 65 gigalitres

b. Water not returned through 30 gigalitres
the water treatment plant

C. Percentage of water that 46 percent
remains in the ACT
(b/a)

d. Weighted average price of 48 dollars per
temporary water sales in the megalitre
Murrumbidgee River in 2001-

02

e. Weighted average price of 120 dollars per
temporary water sales in the megalitre
Murrumbidgee River in 2002-

03

f. Weighting two average prices 96 dollars per
(d/3)+(e*2/3) megalitre
Environmental Cost 4.4 cents per kilolitre
(f* c)1,000

'8 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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4.22022-23 Water Abstraction Charge

The 2022-23 Water Abstraction Charge is 67 cents per kilolitre.” Figure 1shows
changes to the charge since 2003-04.

Figure 1. Water Abstraction Charge®®
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In 2006, the then Treasurer explained:

the additional revenue from the 30 cents increase in the WAC
provides a return on a valuable resource and assists in managing the
demand for water?’

The increase in 2014-15 and 2015-16 was explained in the Budget papers:

This increase maintains the intent of the WAC in reflecting the
economic value of water as a scarce resource in the Territory.? <

The ACT Government has applied annual indexation of three percent since 2017-
1824

9 ACT Government. (2022). Water Resources (Fees) Determination 2022.
https://www.legislation.act.gov.au/di/2022-
138/#:~text=Water%20Resources%20%28Fees%29%20Determination%202022%20Number%20DI2022-
138, Made%20under%20Water%20Resources%20Act%202007%2C%20s%20107

20 ACT Government. (2022). Disallowable Instruments.
https://www.legislation.act.gov.au/Notifications?category=cDis

21 Stanhope. (2006). Estimates 2006: Questions on Notice: 60 - Water Abstraction Charge.
https//www.parliamentact.gov.au/ _data/assets/pdf. file/0008/382427/Stanhope_Treasurer_2006.pdf
22 ACT Government. (2014). 2014-15 Budget Paper No. 3: Revenue Initiatives.
https://www.treasury.act.gov.au/ _data/assets/pdf file/0013/601150/New-Initiatives.pdf

23 ACT Government. (2015). 2015-16 Budget Paper No. 3: New Initiatives.
https://www.treasury.act.gov.au/__data/assets/pdf file/0005/733766/BP3-Chapter-3-New-Initiatives.pdf
24 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf_file/0009/1031688/2016-17-Budget-Review_.pdf
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The comparative contribution of each cost component for the 2003-04 and 2022-
23 Water Abstraction Charges is shown in Table 4.

Table 4. The comparative contribution of each cost component for the 2003-04 and 2022-2%>2¢

Water Water
Abstraction Abstraction
Charge in Charge in
2003-04 2022-23
(cents per (cents per
kilolitre) kilolitre)
Water Supply Costs 8.2 9.8
Environmental Costs 5.1 6.1
Scarcity Value 4.4 459
Recovery from the January 2003 bushfires 2.0 2.4
Other charges not explained in Budget 2.4
papers
Sub-Total 19.7 66.6
Rounding up 0.3 0.4
Total 20.0 67.0

The Water Abstraction Charge in 2022-23 has been calculated by the 2003-04
cost breakdown (7able 1) reported by ICRC, and increasing costs based on the
explanations provided in in annual Budget Papers. The increase in each cost is
explained below:

e Water Supply Costs of 8.2 cents per Kilolitre in 2003-04 were increased
by 3 percent annually from 1 July 2017,% reaching 9.8 cents per kilolitre
in 2022-23.

e Environmental costs of 5.1 cents per Kilolitre in 2003-04 were increased
by 3 percent annually from 1 July 2017, reaching 6.1 cents per kilolitre
in 2022-23.

25 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

26 Rattenbury. (2022). Water Resources (Fees) Determination 2022. https.//www.legislation.act.gov.au/di/2022-
138/#:~text=Water%20Resources%20%28Fees%29%20Determination%202022%20Number%20DI12022-
138,Made%20under%20Water%20Resources%20Act%202007%2C%20s%20107

27 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf file/0009/1031688/2016-17-Budget-Review_.pdf

28 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf file/0009/1031688/2016-17-Budget-Review_.pdf
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e Scarcity value of 4.4 cents per kilolitre in 2003-04 was increased by 30
cents in 2006-07,2 3 cents in 2014-15°1 cent in 2015-16° and 38.4 (4.4
plus 30 plus 3 plus 1) cents. In addition, it was increased by 3 percent
per annum since 1July 2017,* reaching 45.9 cents per kilolitre in 2022-
23.

e Recovery costs from the January 2003 bushfires of 2 cents per kilolitre
were increased by 3 percent annually from 1July 2017,* reaching 2.4
cents per kilolitre in 2022-23.

o Other charges, not explained in the Budget Papers, totalling 2.4 cents
per kilolitre in 2022-23, are:

o ab5-centincrease in 2004-05,

o a4 centdecrease in 2005-06,

o alcentincrease in 2016-17 and

o a2 (5minus 4 plus 1) cent increased by 3 percent per annum from 1
July 201734

With the exception Scarcity Value, all costs have increased incrementally each
year, roughly in line with inflation. However, the Scarcity Value has increased from
4.4 cents to 45.9 cents, being the biggest factor in the increase from 20 cents in
2003-04 to 67 cents in 2022-23.

The contribution of each cost to the Water Abstraction Charge is shown in Figure
2.

Figure 2: Water Abstraction Charge in 2003-04 (left) and 2022-23 (right)
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4. Other charges not explained in Budget papers

29 Stanhope. (2006). Estimates 2006: Questions on Notice: 60 - Water Abstraction Charge.
https//www.parliamentact.gov.au/ _data/assets/pdf file/0008/382427/Stanhope_Treasurer_2006.pdf
30 ACT Government. (2014). 2074-15 Budget Paper No. 3: Revenue Initiatives.
https://www.treasury.act.gov.au/__data/assets/pdf file/0013/601150/New-Initiatives.pdf

31 ACT Government. (2015). 2015-16 Budget Paper No. 3: New Initiatives.
https://www.treasury.act.gov.au/ _data/assets/pdf file/0005/733766/BP3-Chapter-3-New-Initiatives.pdf
32 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf file/0009/1031688/2016-17-Budget-Review_.pdf

33 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf file/0009/1031688/2016-17-Budget-Review_.pdf

34 ACT Government. (2017). Australian Capital Territory Budget 2016-17: Budget Review.
https://apps.treasury.act.gov.au/__data/assets/pdf_file/0009/1031688/2016-17-Budget-Review_.pdf
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The Scarcity Value contribution to the Water Abstraction Charge was 22 percent
in 2003-04 and 68.9 percent in 2022-23. The relative value of the other charges
has declined in proportion to the Scarcity Value charge.

4.2.] Updating the Scarcity Value

To understand if the increase in the Scarcity Value is consistent with the ICRC
method, a Scarcity Value has been assessed using the method recommended by
the ICRC and recent data.

The Independent Competition and Regulatory Commission recommended that
the Scarcity Value be calculated using the weighted average temporary trade
price in the regulated Murrumbidgee River.*

The weighted average price for temporary trades in the regulated Murrumbidgee
River used by the ICRC were:

e $120 per megalitre in 2002-03, and
e  $48 per megalitre in 2001-02.%¢

Weighting the temporary price by two thirds for the previous year, and one third
for the two years prior gave a weighted average cost of $96 per megalitre.

The weighted average price for temporary trades in the regulated Murrumbidgee
River for the last two years were:

e $80 per megalitre in 2021-22, and
e $72 per megalitre in 2020-21%

Weighting the temporary price by two thirds for the previous year, and one third
for the two years prior gave a weighted average cost of $77 per megalitre.

That is, the price of Murrumbidgee temyporary trades in 2020-21 and 2021-22 was
lower than the price in 2001-02 and 2002-03. It does not support a more than 10-
fold increase in the Scarcity Value from 4.4 cents in 2003-04 to 45.9 cents in 2022-
23.

The relevance of this calculation is discussed further in Contributions to the
Water Abstraction Charge - Scarcity value - Estimating the scarcity value section.

5 Strategic issues

5.1 Reporting on the Water Abstraction Charge
method

The National Water Initiative Pricing Principles state:

35 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

36 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

37 WaterNSW. (2022). NSW Water Register. https://waterregister.waternsw.com.au/water-register-frame
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urban water tariffs should be set using a transparent methodology,
through a process which seeks and takes into account public comment, or
which is subject to public scrutiny®

The ICRC recommended:

the methodology for determining and applying the WAC should
satisty the following assessment criteria.

e transparency;
e reliability — such that reasonability and measurability tests can be
met;
o flexibility; and
e Jegality.®
There is no reporting on the method to calculate the Water Abstraction Charge
annually. In some years, the public Budget papers have reported the reason, but

not the method, for increases in the Water Abstraction Charge (see the
Calculating the Water Abstraction Charge section).

Recommendation: That the method to calculate the Water Abstraction Charge is
published annually.

5.2 Reporting on the Water Abstraction Charge
costs

521 Reporting costs to the public

In June 2022 Cabinet agreed to establish a new Office of Water. One of its
objectives is to:

improve access to and understanding of water information...*°
The ICRC recommended:

the WAC should, to the extent possible, reflect actual costs that are
incurred by the ACT Government or costs that are reflected in imposts that
are borne as a result of the ACT’s abstraction of water for consumptive
purposes. The WAC should be determined on an annual basis with any
change in the WAC to take effect from 1July of each year.*

The Office of the Commissioner for Sustainability and the Environment has
reported that:

38 Australian Government. (2010) National Water Initiative Water Pricing Principles.
https://www.dcceew.gov.au/water/policy/policy/nwi/pricing-principles

3% Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

40 ACT Government. (2022). /ntroducing the Office for Water. https://www.environment.act.gov.au/home/home-
news-listing/introducing-the-office-for-water

4l Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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recent exercises to reconcile the amount collected in WAC
revenue..with the water related expenditure..highlights the amount
collected significantly exceeds the amount spent.*

There is no public reporting on the costs incurred against the Water Abstraction
Charge.

The Office of the Commissioner for Sustainability and the Environment has
recommended that the ACT Government:

publish an annual detailed breakdown of how the Water Abstraction
Charge revenue is expended.®

Recommendation: That the costs used to calculate the Water Abstraction Charge
are published annually.

522 Reporting costs to the ACCC

The ACT Government reports annually to the ACCC the monies received from the
Water Abstraction Charge and its associated Water Supply costs. Because
reporting to the ACCC does not include Environmental Externalities or Scarcity
value, costs reported by the ACCC will always be less than costs incurred under
the Water Abstraction Charge.

The ACCC publishes an annual ACCC Water Monitoring Report for all jurisdictions,
which includes the Water Abstraction Charge and the Water Planning and
Management Costs.**

The ‘cost recovery rate’ is the percentage of costs incurred compared to costs
recovered. A cost recovery rate less than 100 percent means that costs are less
than cost recovery. A cost recovery rate more than 100 percent means that cost
recovery is higher than costs. The ACCC reported on the comparative cost
recovery rate for Basin States (excluding Queensland) between 2014-15 and 2021-
21, shown in Figure 3.

42 Office of the Commissioner for Sustainability and the Environment. (2018). The Heroic and the Dammed -
Lower Cotter Catchment restoration and evaluation. https://nla.gov.au/nla.obj-1885755327/view

43 Office of the Commissioner for Sustainability and the Environment. (2022). State of the Lakes and Waterways
in the ACT. https://envcomm.act.gov.au/wp-content/uploads/2022/08/State-of-the-Lakes-Report-Digital.pdf

44 ACCC. (2022). ACCC water monitoring report. https:.//www.accc.gov.au/publications/accc-water-monitoring-
report
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Figure 3: Rates of cost recovery for Basin states, 2014-15 to 2020-2F°

Figure 3 shows that the cost recovery rate reported to the ACCC for the ACT is the
highest of the Basin states (excluding Queensland) and has exceeded 100 percent
in every year since 2015-16 except in 2019-20. This is explained in part by:

e not all costs recovered in the ACT are reported to the ACCC (Environmental
Externalities and Scarcity Value),

e andthe ACT's reports capital costs to the ACCC in the year they are
incurred, rather than over the life of the asset (see Desktop assurance
review of costs to be reported to the ACCC for the 2021-22 water year).

These issues are discussed in more detail in: Contributions to the Water
Abstraction Charge - Environmental Costs, Contributions to the Water
Abstraction Charge - Scarcity value, and Contributions to the Water Abstraction
Charge - Capital Costs sections.

5.3 No regulatory price setter

The National Water Initiative states:

the Parties [the Commonwealth, States and Territories] agree to use
Independent bodies to set or review prices, or price setting processes, for
water storage and delivery by government water service providers...*°

The Productivity Commission has called for a revised National Water Initiative,
which should:

enhance the requirement for independent economic oversight by
developing national principles, including for the application of price
requlation.*”

45 ACCC. (2022). Water Monitoring Report: 2020-21].
https://www.accc.gov.au/system/files/Water%20Monitoring%20Report%202020-21_0.pdf

46 Australian Government. (2004). /ntergovernmental agreement on a National Water Initiative.
https://www.dcceew.gov.au/sites/default/files/sitecollectiondocuments/water/Intergovernmental-Agreement-
on-a-national-water-initiative.pdf

47 Productivity Commission. (2021). National Water Reform 2020: Productivity Commission Inquiry Report.
https://www.pc.gov.au/inquiries/completed/water-reform-2020#report
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There is no body that has a regulatory role in setting the Water Abstraction
Charge. The Water Abstraction Charge is set by the ACT Government through a
determination under Section 107 of the Water Resources Act 2007.

Improved transparency of the method and costs related to the Water Abstraction
Charge is required.

Recommendation: That the Water Abstraction Charge is independently reviewed
and that the review is published.

Recommendation: That the review should advise on how often the Water
Abstraction Charge should be reviewed.

5.4 Revenue raising

Section 90 of the Constitution confers exclusive power to the Commonwealth to
collect customs, excise and bounties.

The ICRC sought legal advice on the ACT Government's powers to make certain
charges or levies that could be interpreted as taxes or an excise under s90 of the
Constitution.

The ICRC advised that to avoid a constitutional challenge, the Water Abstraction
Charge should be made regarding the following principles:

e that the quantum of the charge should reflect discernible and
measurable costs to government (and therefore the community);

e discernible and measurable costs can include social and environmental
as well as economic costs; and

e the charge should not be levied for revenue raising purposes.*

They also advised that:

any consideration of amendments to the WAC level or the
methodology used to set the WAC, other than those recommended in this
report, should be consistent with these principles (listed in the preceding
paragraph) /in order to avoid the possibility of a constitutional challenge.*

There is no public information on the method to determine increases to the
Water Abstraction Charge, so it is unclear if the ICRC principles were used when
amendments were made to the subsequent Water Abstraction Charges.

48 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

49 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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The over recovery of costs is addressed in the National Water Initiative Pricing
Principle 6, which says:

where water usage charges lead to revenue recovery in excess of
upper bound revenue requirements in respect of new investments,
Jurisdictions are to address the over recovery. In addressing the over
recovery, revenues should be redistributed to customers as soon as
practicable.>®

In 2021-22, the Water Abstraction Charge raised $29,886,564. Costs identified for
water planning and management activities were only $11,814,500, or 39 percent of
revenue.® Such a large difference between the revenue and costs are likely to
invite questions about whether the Water Abstraction Charge includes a portion
for the purpose of revenue raising.

Recommendation: That the independent review includes advice on whether part
of the Water Abstraction Charge is levying charges for the purpose of revenue
raising, and if so, what risk does that pose to the Government.

5.5 Contributions to the Water Abstraction
Charge

551 Water Supply Costs

Water Supply Costs are called ‘Water Planning and Management’ costs in the
Water Charging Rules.

Environmental management costs are included in Water Supply Costs (see the
Contributions to the Water Abstraction Charge - Environmental Externalities and
cost recovery section). This is consistent with the Water Charge Rules.

The Water Supply Costs in the Water Abstraction Charge calculation include:

catchment management, biodiversity and environmental
monitoring, environment protection, water utility requlation, health
monitoring and requlation, water policy and legal services.*

Costs that are the business of Government, such as such as water reform, strategy
and policy development, are not consistent with the Water Charge Rules or the
Water Abstraction Charge Cost Framework developed under this project (see
Desktop assurance review of costs to be reported to the ACCC for the 2021-22
water year).

50 Australian Government. (2010) National Water Initiative Water Pricing Principles.
https://www.dcceew.gov.au/water/policy/policy/nwi/pricing-principles

51 Environment, Planning and Sustainable Development Directorate. (2022). Copy of Attachment A — ACT ACCC
Reporting WPM — 2021-22 (A39750875).xlsx

52 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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Water policy costs and legal services appear to be costs that are the business of
Government, and therefore should not be recovered through the Water
Abstraction Charge.

Recommendation: That the independent review should review Water Supply
Costs against the Water Abstraction Charge Cost Framework to ensure they do
not include any costs relating to the business of Government.

5.5 2Environmental Costs

5521 Environmental Externalities and cost recovery

The Organisation for Economic Co-Operation and Development defines
environmental externalities as:

the economic concept of uncompensated environmental effects of
production and consumption that affect consumer utility and enterprise
cost outside the market mechanism.>

The National Water Commission made a clear distinction between charges to
recover the cost of water planning and management and charging for
externalities:

charging for externalities encompasses activities that seek to
internalise the impact (cost or benefit) of the externality to the party
causing it (e.qg. by imposing a specific charge or tax) rather than simply
recovering the costs of managing the impact from relevant parties.>*

The ‘Environmental cost’ in the Water Abstraction Charge attempts to estimate:

the environmental costs associated with the effect on the flow of
water downstream associated with altering the timing and magnitude of
downstream flows by retaining water in dams.>

That is, it is an attempt to cost an externality, rather than a cost recovery.

The ICRC called its environmental charge ‘environmental costs’, whereas they are
an estimate of environmental externalities, rather than the cost of environmental
management.

The Water Charge Rules require water pricing to include ‘Environmental
Externalities." However, Environmental Externalities are not defined, nor is there
any explanation on how they should be calculated. The Water Charge Rules cite
‘resource management costs’ as an example of an Environmental Externality’.

53 OECD. (2003). Glossary of statistical terms: Environmental externalities.
https:/stats.oecd.org/glossary/detail.asp?|D=824#:~:text=Environmental%20externalities%20refer%20t0%20the%
20economic%20concept%200f,tend%20to%20be%20lower%20than%20its%20%E2%80%9Csocial %E2%80%9D%2
Ocost.

54 Frontier Economics. (20M). Externality pricing in the Australian water sector: Waterlines report No. 43.
https://apo.org.au/sites/default/files/resource-files/2011-04/apo-nid24658.pdf

5 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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This has resulted in the situation where the Water Abstraction Charge
‘environmental costs’ are actually an estimate of environmental externalities, and
the Water Charge Rules ‘Environmental Externalities’ are actually a cost recovery.

It is unclear whether the ‘Environmental Externalities’ prescribed in the Water
Charge Rules instruct that pricing should include the recovery of the costs of
environmental water management, and an additional charge for environmental
externalities, or just the former. Noting that the costs of environmental water
management are already included in the Water Supply Costs.

5522 Environmental Externalities and the Australian

Competition and Consumer Commission
The ACCC is responsible for monitoring regulated water charges and compliance
with water charge rules. However, it does not appear to require the inclusion of
environmental externalities in water charges. It conducted a review of water
change rules in 2016 which did not mention the reporting or monitoring of
environmental externalities.>®

The ACCC's annual monitoring of water charge rules is also silent on
environmental externalities.’” The annual reporting of water charges to the ACCC
is through a spreadsheet generated by the ACCC which does not include a
provision for environmental externalities.

Other Basin jurisdictions to not appear to include Environmental Externalities in
their regulated water charges. For example, the NSW calculation of rural water
prices for 2022-23 does not mention environmental externalities.®®

5523Estimating the ‘Environmental cost’
The ICRC based the Environmental Externality Costs on:

the average costs to preserve or permanently recover one megalitre
of water in the system.”

It is unclear if the ‘system’ is the Murrumbidgee or the entire Southern Connected
Basin. It is also unclear if water recovery relates to a specific water licence
category, such as General Security, or all water licence categories (High Security,
General Security, Supplementary, etc.).

56 Australian Competition & Consumer Commission. (2016). Review of the Water Charge Rules: Final Advice.
https//www.accc.gov.au/regulated-infrastructure/water/water-regulation-and-monitoring/review-of-the-water-
charge-rules-advice-development/final-advice

S7Australian Competition & Consumer Commission. (2022). Water Monitoring Report: 2020-2]1.
https://www.accc.gov.au/system/files/Water%20Monitoring%20Report%202020-21_0.pdf

58 Independent Pricing and Regulatory Tribunal: NSW. (2022). Annual review of WaterNSW's rural bulk water
charges for 2022-23: Final Report. (https:.//www.ipart.nsw.gov.au/sites/default/files/cmn9_documents/Final-
Report-Annual-review-of-WaterNSWs-rural-bulk-water-charges-for-2022-23-June-2022.PDF

59 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge
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All water recovery purchases have been funded by Commonwealth, New South
Wales, or Victorian governments. The ACT Government has not incurred any costs
for water recovery and therefore cannot rightfully argue that water recovery is a
cost to be recovered.

Recommendation: That the independent review should advise the best practice:

e treatment of environmental externalities (as opposed to cost recovery) in
water pricing, and

¢ method to incorporate environmental externalities into Regulatory Water
Charges.

5.5.3S5carcity value

The Water Charge Rules do not include any charges for ‘Scarcity Value'.

5531 Scarcity Value to achieve policy outcomes

Throughout the water pricing reform process there has been consideration that
urban prices based on a scarcity value can better achieve policy objectives than
urban prices based on a full cost recovery.°

The former National Water Commission:

supports further consideration of scarcity pricing in urban areas on
the basis that scarcity pricing may be a more efficient way of balancing
supply and demand and could significantly reduce the need for water
restrictions®

Note, this assumes that urban prices are based on a scarcity value only, not in
addition to a full cost recovery approach.

The ICRC reported that, because the demand for water is relatively inelastic and
therefore relatively insensitive to increased pricing, it is a poor policy tool to
reduce water use.®

The ICRC advised that water use has discretionary and non-discretionary
components, and perhaps a price signal could be levied against the non-
discretionary component.

We note that the ACT Government has implemented other policy responses to
reduce water use when it is scarce, such as water restrictions.

60 Frontier Economics. (2011). Efficient water resource pricing in Australia: an assessment of administered scarcity

pricing in urban areas — Waterline Report Series No. 44

https://web.archive.org.au/awa/20160615124528mp_/http://archive.nwc.gov.au/ _data/assets/pdf file/0016/10933/4

4_Scarcity.pdf

8 National Water Commission. (2008). Urban Water Pricing: National Water Commission position.

https://web.archive.org.au/awa/20160615110524mp_/http://archive.nwc.gov.au/__data/assets/pdf_file/0019/9730/7.
Urban_Water_Pricing_-_PSl.pdf

62 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.

Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-

sewerage/water-abstraction-charge
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5532 Estimating the scarcity value
The ICRC based the Scarcity value on the weighted average temporary trade
price in the regulated Murrumbidgee River. ¢

It is not clear if the weighted average price of temporary trades relates to a
specific water licence category, such as General Security, or all water licence
categories (High Security, General Security, Supplementary, etc.,).

The ICRC weighted the 2001-02 year by one third and the 2002-03 year by two
thirds. It did not explain the rationale for this.

The price per volume of trades is often not reported in the NSW Water Trade
Register. Between 2017-18 and 2021-22, prices were only recorded for between 13
and 30 percent of all trades. Omission of such a large part of the data set means
that a weighted average price cannot be determined with any confidence. Note
that non-zero price transactions were removed from this calculation.

When the ICRC was conducting its review, market transactions were straight
forward trades. Market transactions increasingly include derivatives, such as
forward contracts, leasing, carryover parking, options, etc.®* There can be large
variations in price which could distort a Weighted Average cost calculation.

While it is possible to re-estimate a Water Abstraction Charge using the method
advised by the ICRC, it is unlikely to be meaningful and should not be relied on
with any confidence.

Recommendation: That the Independent Review include consideration of the:

e inclusion of a Scarcity Value in the Water Abstraction Charge, and
e if appropriate, a method to incorporate Scarcity Value into Regulatory
Water Charges.

5.54Capital Costs

Planning and management costs are typically incurred annually so the period
that the costs are incurred matches the period when the costs are used.

Capital costs relate to an investment that is expected to last several years. Capital
costs are typically expensed over the life of the asset, rather than in the year they
were incurred. This is called the ‘cost of asset consumption’ in the Water Charge
Rules and is a similar concept to depreciation or amortisation in financial
statements.

Capital costs usually include the cost of the asset adjusted for the cost of
financing the costs, or its opportunity costs, and the time value of money.*®

83 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

& Marsden Jacob Associates. (2020). Murray Darling Basin Water Market Products Scoping Study. MDBA:
Canberra.
https://www.mdba.gov.au/sites/default/files/pubs/Murray%E2%80%93Darling%20Basin%20Water%20Market%20
Products%20Scoping%20Study%20-%20full%20report.pdf

65 Dews, Hawkins and Horton. (1992). RDP 9205: Measuring the Cost of Capital in Australia2. What is the Cost of
Capital?. https.//www.rba.gov.au/publications/rdp/1992/9205/what-is-the-cost-of-capital.ntml
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The Water Charge Rules specify that capital costs are recovered over the life of
the asset, based on an annual weighted cost of capital.®®

The ICRC recommends that Capital Costs be apportioned over a three-year
period.?” %8

The Water Charge Rules recommend an annual charge for capital costs based on
the cost of asset consumption (depreciation) and the cost of capital calculated
using a Weighted Average Cost of Capital.®

The ACT Government appears to report its capital costs to the ACCC in the year
they are incurred, rather than an annual Capital Cost over the life of the asset (see
Desktop assurance review of costs to be reported to the ACCC for the 20271-22
water year). This overstates annual costs in the year that capital expenditure is
incurred and understates them in in later years when the capital works are being
used.

Recommendation: That the Independent Review include:

¢ amethod to incorporate capital costs into the Water Abstraction Charge,
and

e arecalculation of historical capital costs reported to the ACCC.

Recommendation: That the Independent Review prepare a ‘Capital Cost Register’
to calculate capital costs for reporting to the ACCC and future calculations of the
Water Abstraction Charge.

6 Recommendations

1. That the method and costs used to calculate the Water Abstraction Charge
are published annually.
2. That the monies raised and costs incurred relating to the Water
Abstraction Charge are reconciled and published annually.
3. That the Water Abstraction Charge is independently reviewed and that the
review is published.
4, That the independent review should include:
a. advice on how often the Water Abstraction Charge should be
reviewed,
b. consideration of whether the Water Abstraction Charge is levying
charges for the purpose of revenue raising, and if so, what risk does
that pose to the Government,

66 Australian Government. (2007). Water Act, Part 4 and Schedule 2.
https//www.legislation.gov.au/Details/C2017C00151

67 Independent Competition and Regulatory Commission. (2003). Final Report: Water Abstraction Charge.
Determining the Water Abstraction Chargehttps//www.icrc.act.gov.au/projects/completed-projects/water-and-
sewerage/water-abstraction-charge

68The ICRC did not separately identify any Capital Costs in the Water Abstraction Charge calculation, so it is
unknown if any Capital Costs were used to calculate the Water Abstraction Charge.

89 Australian Government. (2010) National Water Initiative Water Pricing Principles.
https://www.dcceew.gov.au/water/policy/policy/nwi/pricing-principles
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c. areview Water Supply Costs against the Water Abstraction Charge
Cost Framework to ensure they do not include any costs relating to
the business of Government,

d. advice on the best practice:

i. treatment of environmental externalities (as opposed to cost
recovery) in water pricing, and

ii. method to incorporate environmental externalities into
Regulatory Water Charges.

e. consideration of the:

i. inclusion of a Scarcity Value in the Water Abstraction Charge,
and

ii. if appropriate, a method to incorporate Scarcity Value into
Regulatory Water Charges.

f. advice on a method to incorporate capital costs into the Water
Abstraction Charge, and

g. the recalculation of historical capital costs reported to the ACCC.

5. That the Independent Review prepare a ‘Capital Cost Register’ to calculate
capital costs for reporting to the ACCC and future calculations of the Water
Abstraction Charge.
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Attachment A: Terms of Reference

Task I: Review and confirm the appropriateness of the criteria used by the
Environment, Planning and Sustainable Development Directorate for allocating
relevant expenditure collected from the Water Abstraction Charge. Propose
amendments to the criteria if required to align with the statutory basis for the
charge.

Task 2: Conduct a desktop assurance review of water planning and
management expenditure allocated from the Water Abstraction Charge as
reported to the Australian Competition and Consumer Commission for the 202]1-
22 water year, using the criteria from task 1.

7ask 3: Report on Task 1 and Task 2, and:

Discuss the appropriateness of current reporting and provide advice on potential
Improvements in relation to:

Statutory reporting requirements under the Water Act (Cth)

b. Best practice guides and Audit Insights by the Australian National Audit
Office

c. ACT Government policies relevant to financial reporting.

Advise on any strategic risks associated with current reporting on the
expenditure of revenue raised through the Water Abstraction Charge.

A Water Abstraction Charge Cost Framework was developed under Task 1.

The Desktop assurance review of costs to be reported to the ACCC for the 2021-22
water yearwas developed under Task 2. It includes the Water Abstraction Charge
Cost Framework.
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CABINET

ATTACHMENT B

Figure 1: Rates of cost recovery for Basin jurisdictions, 2014-15 to 2020-21 (sourced from ACCC

(2022), Water Monitoring Report: 2020-21)

Nb. The ‘cost recovery rate’ is the percentage of costs recovered compared to costs incurred. A cost
recovery rate less than 100 per cent means that costs recovery is less than costs. A cost recovery

rate more than 100 per cent means that cost recovery is higher than costs.

Figure 2: WAC since 2003-04 (taken from Slattery and Johnson 2023)
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