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Tan, distinguished guests, ladies and gentlemen — thank you for the
opportunity to address this important CEDA event on Urban Water
Sustainability.

The Essential Services Commission has an important role as Victoria’s
independent economic regulator in variously determining and advising on
a number of aspects of pricing and by implication the financing of
businesses and the investment underpinning the delivery of water services
across the State. The Commission was first given this role in 2004, The
ESC is also responsible for regulating services in energy, ports, rail and
export grain handling and administers the Victorian Renewable Energy
and Energy Efficiency Targets’ Schemes.

Given the bulk of my career was in energy I do now regularly observe
how many of the same challenges and reform issues that confronted
electricity and gas a decade or so ago (and arguably still do) now also
confront the water industry.

Save for privatisation of the industry, which this Government has
unequivocally said (and indeed legislated) will stay in public ownership,
many of the other aspects of energy reform such as structural separation,
creation of markets, regulation of the natural monopoly netwoérks provide
valuable touchstones for how sustainable and reliable water services can
be provided to the community.

Water of course presents in many ways a more challenging public policy
environment to work within than energy (ignoring the impact of carbon!)
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water. The allocation of rights to water that is in a form that can be
tradable is now in place across most but not all catchment systems across
the state (although this is characterised by allocation between different
end users rather than competing suppliers). There is currently no way of
allowing potential new entrants to seek access to and sell water however
the Government has however acknowledged the long term need for
greater role contestability and or competition in water supply.

Moving forward - what’s the ESC’s role in all of this, noting that the
Government’s reform plan comprehends a far wider set of initiatives — on
which the Minister will no doubt later elaborate:

Following the Victorian Competition and Efficiency Commission’s
inquiry into the Reform of the Metropolitan Retail Water Sector the
Government has confirmed that the ESC will undertake the second
metropolitan price review commencing in November this year - which
will establish price paths and service standards for the next 4 years. The
pricing principles and treatment of various miscellaneous charges set out
in the final decision for regional businesses will also apply to the metro
businesses. The hybrid form of price control and mechanisms to deal
with uncertainty that were utilised in the rural and regional water price
review will also be considered for the metro review.

The Victorian Government will also ask us, the ESC, to conduct a formal
inquiry into the development of a state-wide access regime, including
developing an access pricing methodology. The Government will also
amend the Water Industry Regulatory Order to require the ESC to
develop a ‘ring fencing’ methodology to separately identify the costs
associated with water distribution, wastewater collection and retailing.
As well, the ESC will be working with the Department and stakeholders
to develop guidelines to apply to potential sewer mining projects.

Bearing in mind the direction,and likely outcomes of many of these
reforms it is worth briefly reflecting on our views on the HB@:omﬂoum for
pricing or tariffs and financing.

The structure of water prices in Melbourne is generally in the form of a
two-part tariff, containing:-

e a charge that is independent of consumption;
» secondly a variable charge.

In Melbourne the variable charge is made up of three parts with those
charges increasing as usage reaches certain predetermined threshiolds, this



9] 198 aIe $901ATdS paquiosald a1 107 s9o1d Y3 90UO Jey) SI uone[nIal
o11d paseq oanULOUI JO axnyea) Juepodur Ue 9pIS Furourul oY) UQ)

1500 [RUISIRUr UnJ UOY YiIm JUSISISUOOTI 9q JOU PINOM

T 1d 00 ¢S 01 05°7$ ABs ueemiaq st Jeys oowud [purdrews uni uoj [e10}
© 102dX3 p[nom noL a105s19Y I, “PY/OG [ PUNOIE 18 Uass ST AFo[ouryoa)
Jo ad£ sy 107 1500 [UISIEUT UNI U0 JO SeTEWINSS oY) ‘sorjddns
I9jeM JUSWISNE AJJURDITUSIS 0] POSTI ST UOIBUI[BSIP ISYM BI[BIISOY

. SSOIOR SBAIE UJ “T3/(00° [ $ Ueyl 1078318 10U Fulaq 18 U2as ale Idjem
PSISAL[SP §,5UINOQIIJA 10F 3500 [eurSIet unt SUo[ JO SO1BUNSS TUSLIN)

JFLIB] S[qRLIBA S[SUIS B 2I0JIOU) PUE 1S0D [RUISIRW

UnJ-3Uo[ SPIEMO) SAOUL [[IM SUINOQRJA] UT Jajem 10§ seotid 1y Aoy
oJow s 31 amyng oy ut Surorrd Jo 9[£)s SIy) 10 PSSU SSI] [IIM “TOADMOL]
"98BLI0YS JO SaW) 959N} FULINp puLSp 10Lsal 0] s1dWapE 2INJoNIs
JJ11e3 3[00]q SUIUL[OUL JUSLING §QUINOQ[SIA] "2I9ASS SS3] pue Juenbaly

$s9] o [[Im saFeioys A1ddns 1o1em e pownsse aq ued 11 sorjddns Iorem
(SpunoLmng pue) s SWINOGIOA UI G T§ JO JUSUISIAUL 9] I91T8 IOADMOL]

"SUOTIOLISAI JO [9AQ] oWOS aInbox

s few wistueyoaur urotid sty §, *soSeI0ys JO SouIr] Ul 3500 JeurSIe

uni Suof 03 spre3al gum 395 seord ueyy oyIy bﬁaom.amﬁ aq pnom
$9011d 953 ], "IoJem SAISSUOD 0] S19W0ISNO 0) Sureuss Aq sorjddns armng
ajenbope FULINSUS JO W1 SY) Y3IM ULI}-HOYS d) Ul FUIUI[oop ale so5er0)s
IS1eM UOYM. sawr) Ul pasn 359q 9q Aewr urotid 1509 [eurSiewr uni 110ys

‘SOIOULIDIIJ cozoswoa Io/pue Jorem Pajokoal

uo Ansnpur £q spew SUOISTOSP JUSISOAUT 3¢ ABUI I JO U] JOJEMUTET

© aseroind 0} I9YIoyM IO SABY O} SOPIosp pjoyasnoy e uspied Jo od4) sy
q Aeur s1y) ‘vondWNSUOD JojeM SINJAT JOAO SUOISIOAP WLLe}-UO] A1e)I[Io8]
[[I2 pUB SWI} ISAO QRIS 10U 3q [[im Furorrd 3500 JemiSrewr uni Juo

“Burond L1008

JO 1X2)U00 o} Ul pajeqap Buraq AJUSLIND ST YOIYA - 100 [BUITIBWT ung
1104s 10 509 JeuIdiewr uni Suo[ e SI SI1 IYISYM 0] SB SMITA SULISIJIp are
2191} ‘19ARMOY] "wisTuRydaw Fulreusis seudordde jsouwr o) aAsIE O]
1500 [eUISIeUI J8 39S 9q pjnoys sadIeyo a[qeriea jey} pa3doooe A[opim sI1]

_ “TA08 [ pUnore st
SUOTIOIINSAI MNOYIIM SUINOGIA] UT uondunsuos ofereay 8ok 1od THOZE

2A0qe uondwnsuocs 10§ ¢8' 1§ PUNole AJ[euly pue (9T IXOU U110 07' 1§
punoie 0} Furseaiour ‘14 1od Q9| 1SI1J oY1 J0J /00" [§ PUNOIE 18 1IE)S
SJJLIe] 001q 9} pue (I9[1e30x 2y uo Surpuadop) ¢z ¢ 01 2§ Woly saduel

SUINOQ[JA] UT 9318UD POXIJ ST, JI1IE] 300]q SUIUI[OUL UL SB UAOUY S



regulator does not subsequently adjust prices within the regulatory period
to reflect the difference between the actual and forecast costs of service
provision. Divorcing prices from cost in this way permits the businesses
to retain the benefits of reduced costs until prices are next reviewed, and
in this way provides a financial incentive for the businesses to reduce
cost. But over the longer term the regulatory regime still provides the
certainty with which the long life assets can be efficiently financed.

In the more mature utility sectors there is increasing debate over the
traditional company specific cost of service approach (known more
commonly as building blocks) as against determining revenues towards
the use of Productivity Indexing. In the long term it may be that such a
trend will also emerge in the water sector as regulatory frameworks
mature.

Much recent commentary cites the need for private investment in urban
and rural water and wastewater services as an additional source for
funding maintenance of existing infrastructure and for investment in the
renewal and replacement of water and wastewater assets. Generally,
Australian urban and rural water businesses can be characterised by low
borrowing levels and strong stable cashflows. These circumstances
enable businesses to considerably expand expenditure on new supply
projects, maintenance and renewals with a relatively reduced impact on
water prices.

ESC in its regulatory work has observed a lower reliance on debt
financing among medium to small water businesses. Arguably the private
sector is likely to adopt a more efficient capital structure than those
currently employed within the water sector. However importantly, neither
a shortage of capital nor constrained borrowing capacity is an impediment
to government owned businesses funding infrastructure needs in the
water sector.

The ESC also observed during its regulatory work that a number of water
businesses needed to focus on improving asset management, capital
budgeting processes and developing forecasting capability of future
investment needs. The regional water sector has a history of delivering
major projects behind schedule. From these observations the private
sector’s participation in the functional inputs of the water sector may be
able to contribute to improving productivity through better forecasting of
future investment and resource needs, the use of efficient capital
structures and better management of project delivery.
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