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4 December 2008

By email: mary-anne.wilson@environment.gov.au
Mary-Anne Wilson

Urban Water Policy

Department of Environment, Water, Heritage and the Arts

John Gorton Building

Parkes ACT 2600

Dear Mary-Anne

Department of Environment, Water, Heritage and the Arts – Draft Pricing Principles

Consumer Action Law Centre (Consumer Action) welcomes the opportunity to provide comments on the Department of Environment, Water, Heritage and the Arts’ (the Department) Draft Pricing Principles (the Principles). 

Our comments on the Principles largely reflect our concerns that pricing is increasingly being turned to as a major tool to control demand. While this may be a valid policy tool for major water users, it does not operate in the same manner with regard to residential household water use. Water is essential for basic human survival as well as basic living standards and social participation needs. Pricing controls can force demand below essential use levels, for example it may lead to water use below appropriate levels for basic hygiene purposes, and/or they can put pressure on other aspects of a household’s budget, such as rent, food, energy and medical expenses. Specifically, we believe that water for essential use must be kept at affordable levels with, at minimum, a safety net of pricing for essential residential use. 
We also support other policy tools that assist in minimising discretionary water.  Water restrictions are less costly and more equitable than simply increasing pricing and are an effective policy option to reduce demand. Other effective mechanisms to meet demand reduction objectives may also be available, for example the use of personal demi-grants, that is, individual usage allocations, would encourage reduced usage as with restrictions but would enable consumers to choose how to use their allocated quota, and should be further explored.
We set out our concerns with each of the sets of Principles below.
A. Principles for the recovery of capital expenditure

Principle 5: Rolling forward asset values after the legacy date

Capital expenditure should not be included in the regulated asset base until the asset is in operation, not simply from when expenditure is incurred.

The ability for businesses to recover these costs only following the completion of infrastructure would incentivise businesses to complete the project in a timely manner and within the proposed funding period, whilst also ensuring that consumers are not paying for incomplete projects as currently occurs.  Importantly, this reflects the way commercial businesses generally recover costs; they are unable to charge for a product or service until it is being supplied or is in operation. Without such a change, this principle is not consistent with encouraging prudent expenditure and business management or with economically efficient pricing.
B. Principles for urban water tariffs

Principle 3

We query whether basing usage charges on the long run marginal cost of supply incorporates externalities, including what they are and how they are to be valued.

In addition, long run marginal cost could, in some circumstances, suggest a lesser cost for water at higher consumption thresholds. In such cases this would encourage tariff design based upon declining block tariffs, thereby encouraging consumption. By contrast, we support the inclusion of clear parameters that encourage a reduction in consumption through inclining block tariff design.

The note attached to Principle 3 mentions block tariffs for environmental or equity reasons. We strongly urge the Department to include these considerations in the principle itself, and also in Principle 2, to ensure they are considered at each decision point and frame the overall manner in which water tariffs are set.  Such considerations are now core elements in designing modern, best-practice urban water pricing.

Principle 4

We are concerned that this principle simply provides for the fixed charge component of any water tariff to be set to recover revenue needs not already covered by the variable charges component of the tariff, being the water usage and developer charges.  This provides no guidance as to the appropriate balance between fixed and variable charges in seeking to recover required revenue.
Being a fixed charge, the service availability charge is inherently regressive in that it does not take account of different users’ income receipts and consumption behaviour.  The same fixed charge will necessarily represent a larger proportion of a low-income household’s budget than a higher income household’s budget and, further, low-income (and other) households cannot reduce this cost by adjusting their behaviour.  It is therefore inappropriate to simply set the service availability charge in line with business interests once usage charges have been determined and ignore its effect on different households.  We understand that a fixed charge can provide some guaranteed revenue certainty, which is attractive to water businesses, but this principle should be amended to provide that the service availability charge should be set with regard to its own independent considerations, not simply to recover the revenue shortfall following collection of usage charges and developer charges.
With regard to the note attached to Principle 4, we understand that the service availability charge may vary among customers or customer classes based upon variations across geographical areas. However, such variations in fixed charges between different regions could erode the value of concessions that are applied consistently within a single State or Territory.  We would therefore only support the principle allowing for such differences across geographical areas if it also provided that the value of concessions must be fully considered and adjusted in accordance with any variations in water charges under this principle, to prevent the value of concessions being eroded or de-valued due to price differences across regions falling within a single concessions framework.

We support the note to this principle in so far as it allows for the fixed charge to be set at a higher level for major water users than for residential users.  This would appropriately reflect the different ability of each of these customer classes to manage water prices and the risk of price increases.

Principle 5

We strongly support embedding transparency and accountability in the Principles. We suggest, however, a small change to Principle 5 as follows:

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 emphasis on proactively seeking and considering public comment will serve to ensure full engagement, whereas ‘public scrutiny’ could allow so-called consultation to be satisfied by manifestly inadequate processes, such as the posting of principles on a website.

Principle 6
We agree with the principle that where water usage charges lead to over recovery of costs that the costs should be redistributed to customers. We believe however that ‘revenues should not be permanently withheld from customers’ could be phrased in a more direct and meaningful way, for example, ‘revenues should be redistributed to customers in the next price determination period’.
Principle 7
Again, we have concerns that water charges differentiated across different customers, including according to geographic location, could result in some consumers bearing costs disproportionally, specifically in relation to the value of concessions as outlined against Principle 4.  We would be more comfortable if concessions were required to be adjusted in light of any pricing decisions made in accordance with this principle.
C. Principles for recovering the costs of water planning and management activities
Principle 4
While this set of Principles does not appear directly to affect residential households, we are unclear as to the definition of ‘impactor pays’ and of its potential relationship with ‘user pays’ or ‘polluter pays’.
D. Pricing principles for recycled water and stormwater reuse
Principle 1
We have concerns that it is presumed a light handed approach to regulation is more appropriate in relation to recycled water or stormwater services, given in many circumstances such services will be provided in a monopoly provider situation.  Light handed regulation may well be insufficient to provide protections to users in cases where they have no choice of water supply, for example on new estates. Specifically, in situations of residential water use we believe that those principles and regulation as apply to reticulated water should apply to recycled water and stormwater services.
Principle 2
Principle 2 discusses the allocation of costs through a ‘beneficiary pays’ approach.  We are unsure of who the ‘beneficiary’ may be in relation to recycled water or stormwater reuse.  For example, it is unclear where the division lies between a beneficiary and a polluter and as such we consider that there is a role for a ‘polluter pays’ approach in determining cost allocation. 
Importantly and further to this, clear parameters will be necessary to ensure that, where the consumer is the beneficiary, they are not paying twice for the same service or product. For example, the costs associated with water management such as water recycling, which may appear on a consumer’s bill, may also be incurred by a consumer if they are the ‘beneficiary’, in receipt of recycled water. That same consumer could have paid twice for the recycling treatment.
Implementation

The principles do not indicate how it is proposed they would be adopted or implemented by the different state and territory jurisdictions.  We note that uniform principles are generally adopted by way of agreement under the auspices of relevant Council of Australian Government processes.

However, the Commonwealth government is also able to issue guidelines or principles that can become de facto best-practice standards.  For example, in the consumer arena the Commonwealth government released its Benchmarks for Industry-Based Customer Dispute Resolution Schemes in 1997 and these are now widely recognised as best-practice guidelines for external dispute resolution schemes, including being incorporated by the Australian Securities and Investments Commission into its Regulatory Guide 165 on the licensing requirements regarding internal and external dispute resolution for financial services licensees.
We would welcome further information regarding how the Department is proposing to implement the Principles once finalised.
Should you have any questions, please contact Janine Rayner on 03 9670 5088.

Yours sincerely

CONSUMER ACTION LAW CENTRE
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