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~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
1.       Unrest in the Queensland Urban Water Industry

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
A mentioned in an earlier e Flash the water industry has been jarred by the Premier’s announcement (see http://statements.cabinet.qld.gov.au/MMS/StatementDisplaySingle.aspx?id=74286 ) of potential institutional change once again in South East Queensland. A further update is included below. At exactly the same time, the National Water Commission’s review of the water industry nationally was released with a fairly critical and biased view of the Queensland local government industry. More information is provided below. 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
2.       Update on Premier’s Announcement Regarding the SEQ Industry Structure

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
As reported in e Flash # 113, the Premier announced yesterday morning that the Legislation requiring joint local government water entities in SEQ would be repealed. This would leave SEQ local governments to decide whether the three entities that have been established over the past year would continue or whether other arrangements would be put in place. Potentially, water distribution and retail services could be drawn back into the 10 individual local governments in SEQ.

This is the second time that new SEQ water utilities mandated by State legislation have been reviewed legislatively soon after their creation. Recently, it was announced the State-owned statutory authority called Water Secure would be merged into the larger state-owned authority (SEQWater). In 2009 a single Distribution Entity for SEQ was created because of legislation but closed down days after opening in favour of three new Distribution and Retail Entities mandated under new legislation. Now that legislation is also to be repealed.

Little information is available other than parliamentary discussion reported in Hansard (see http://www.parliament.qld.gov.au/view/legislativeAssembly/hansard/documents/2011.pdf/2011_04_07_Qtime.pdf ). Key statements from the Premier and Minister Robertson included:
· Under the new proposed arrangements “councils that wish to return to their previous structure will be able to do so and those that wish to retain the current entities can also do so.”

· This announcement means that SEQ councils will now be responsible for how water is distributed and retailed and, most importantly, how much they charge for it. Those decisions will rest with councils. 

· However, the State will “legislate to limit for the next two years the annual increases in water distribution and sewerage costs to the CPI, which currently stands at 2.7 per cent, as the transition to whatever new arrangements the councils choose to put into place.”

· The State “will also continue to operate the water grid that shares water across the region and gives water security to all of its citizens.”

· “The price cap will be introduced on the council owned portion of water and wastewater bills for householders and small businesses.” 
· Despite the suddenness of today’s announcement, “Councils will need to submit their proposed approach before 1 July 2011, which will include a plan for how they intend to mitigate price impacts on customers in the future”.

Interestingly, the Premier also stated that proposed high prices to be capped were part of “a course of action to remedy the years of underinvestment and neglect that had resulted from local government ownership”. The imposed solution of capping prices does not appear to align well with this statement. 
The Premier also stated that “the three water utilities in South-East Queensland are a product of the architecture designed by Campbell Newman and the South-East Queensland Council of Mayors”. However, at the time of creation of the entities, there was actually strong opposition to the current institutional arrangements from local government and water industry. During the State-led changes which began in 2007, the industry was poorly consulted and given minimal choice within options acceptable to the State Government.  

In a News Release by the Local Government Association of Queensland yesterday (http://www.lgaq.asn.au/group/guest/advanced-search/-/journal_content/56/10136/44220B327324B79D22FB69AC6D27BC6A) Greg Hallam questioned the cap on water prices with no commitment to reduce bulk water charges. “He said the LGAQ had commissioned a high-level report that showed how the Government could achieve real savings on water bills of at least 80 dollars annually for residents by adopting more realistic depreciation and debt repayment schedules for its water grid assets.” 

More information will be forthcoming in the next week but it is certain that the local government water industry has once again not been consulted about significant changes impacting its future. More importantly, the clear need for joint planning by State and Local government and the community for an agreed price path to transition to a sustainable future water industry has once again been forgotten. It is ironic that this latest interchange comes at a time when a national independent review of our industry and its regulation has found it wanting particularly in terms of pricing regulation, institutional arrangements and economic regulation (see below).

Summary of water reform since 2005

· Local government reform process completed in 2008.  Amalgamation affected the many councils with up to 8 previous local government areas combining to form one.  The total number of registered water service providers reduced to 84 (73 local government).

· Water reform in South-East Queensland commenced in 2008

· Water retail and wastewater services transferred to council control with former council bulk water functions moved to the state under the control of Seqwater and the water grid including the Water Grid Manager, Linkwater, Watersecure.

· Establishment (briefly) of a distribution/ retail entity to take control of water retail and wastewater services from the 10 SEQ councils and initial plans to develop three independent retail entities.

· May - July 2010 Removal of that entity, establishment instead of: 

· Unitywater (servicing Sunshine Coast and Moreton local government areas)

· Queensland Urban Utilities (servicing Brisbane, Ipswich, Somerset, Lockyer Valley, Scenic Rim local government areas)

· Allconnex Water (servicing Gold Coast, Redlands, Logan local government areas)

· Dec 2010 proposed merger of Watersecure and Seqwater by July 2011.

· 7 April 2011, announcement that legislation requiring local government distribution retail entities will be repealed and prices will be capped.

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
3.       National Water Commission Report on Future Directions of Urban Water Industry

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
Although it has been overshadowed somewhat by the announcements discussed above, the national report on Future Directions for the Urban Water Industry was released by the National Water Commission this morning (see http://www.nwc.gov.au/www/html/3025-future-directions-.asp?intSiteID=1). This is the second of three concurrent national reviews currently being undertaken by different national agencies (see e Flash #93 and e Flash #100). The first report released was undertaken by Infrastructure Australia and was highly critical of the Queensland water industry and provided some fairly impractical and poorly conceived recommendations for the Queensland and NSW Industries.

The new NWC report is more well-balanced than the first but is equally critical of our industry and also shares a fairly biased view. Both of the reports failed to consult meaningfully with the industry itself. The NWC report claims to “draw upon the experience and observations of more than 50 water experts in Australia and internationally” but nevertheless lists few contributors from the Queensland industry. This process is likely to result in a fairly one-sided view of a complex industry in Queensland.

A key finding of the NWC review is that “Governments and service providers should undertake reforms in regional, rural and remote areas to ensure that there is sufficient organisational, financial, technical and managerial capacity to meet service delivery requirements and protect public health and the environment, particularly in New South Wales and Queensland.” The report found that “public health, the environment and basic levels of service in regional and rural areas, particularly in New South Wales and Queensland, are at risk from inadequate processes, skills shortages and poor pricing policies.”

Water pricing plays an important role in the NWC report which is interesting given the Premier’s announcements discussed above. The report discusses the response to drought nationally and finds that “At the state level, taxpayers also bore some of the costs of the water security investments. For example, in Queensland some of the costs of the South East Queensland Water Grid were effectively transferred to taxpayers via the government’s decision not to require a commercial rate of return on the assets (NWC 2009). Such subsidies represent a significant amount of money not available for other purposes (such as health, education and roads) and a level of funding that may not be fiscally sustainable into the future.”

The report goes further to claim that even with pricing and other reforms, the regional Queensland industry may not be sustainable. It is suggested that “While improved processes, training and pricing could address problems in many other areas, there are concerns that smaller utilities in New South Wales and Queensland require institutional reform and independent economic regulation before further substantial progress is likely.”

Independent economic regulation is seen as a key requirement for the future sustainability of the water industry. “The principles of economic regulation should be consistent among jurisdictions. The small size of some service providers, such as in non-metropolitan Queensland and New South Wales, should not be a barrier to independent economic regulation. However, it may necessitate a more light-handed and less resource-intensive form of regulation in the short term, although in the long run those entities are probably unsustainably small and should be restructured for efficiency and effectiveness”

Also relevant to changes announced yesterday for SEQ are findings that “there are broader issues preventing performance improvement, such as caps on council rate increases.” The caps on water pricing introduced by the State today could be seen as a backward step for the water industry in this light.

Unlike the earlier review from infrastructure Australia, the NWC report is more forthright in recognising the diversity of Queensland’s industry and while it broadly recommends structural reform in Queensland and NSW, “the Commission acknowledges that a range of models and transitional approaches may be appropriate, and does not recommend a particular model.” This is in stark contrast to the unrealistic recommendations of the Infrastructure Australia Report.

We now await the third and most significant national review of the industry which is currently being undertaken by the Productivity Commission. Unlike the first two reviews, this inquiry included significant consultation with the Queensland local government water industry. It is likely that the results of the first two reviews will be taken into account in the PC inquiry, but hoped that it will be more balanced and recognise the many strengths of the local government water industries in NSW and Queensland rather than focussing solely on areas that need further work. 
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