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FOREWORD

This is the sixth National Competition Policy assessment of governments’ progress with implementation of water-related
reforms. It is the first such assessment by the National Water Commission, with previous assessments having been carried
out by the National Competition Council.

The 2005 National Gompetition Policy assessment has been a major undertaking for the National Water Commission so
early in the Commission’s life, noting that Commissioners were appointed on 10 March 2005. The Commission would like to
express its thanks to state and territory officials for their cooperation in providing a significant amount of information to the
Commission for this assessment.

Overall, the Commission found that state and territory governments are making considerable effort and progress in improving
the management of Australia’s water resources. This is encouraging, and bodes well for the tangible improvements in water
systems and water use which should flow as a result of this effort over the coming years.

At the same time, the assessment confirms that the need to maintain the pace and direction of water reform — especially as
agreed by governments in the National Water Initiative — remains a national priority.

This is underscored by the areas where the Commission found GOAG water reform commitments had not been met, or where
more progress needs to be made.

In particular, the Commission found that more needs to be done to establish and promote effective water trading. In our

view, water trading of all kinds - interstate and intrastate trade, and trade in permanent, temporary and other derived water
products - is a fundamental building block of water reform, and critical to achieving many of the other reform gains sought by
COAG.

The Commission also found that further improvements in water planning needs to be made to underpin present and future
water use. This is essential to sustainably secure the water used by agriculture and industry, the water consumed and enjoyed
in our cities and towns, and the water on which Australia’s ecosystems depend for their health and survival.

The National Water Commission will assess governments’ water reform performance in future years through the biennial
assessments of progress in implementing the National Water Initiative. The first biennial assessment is scheduled for
2006-07. In this context, the Commission will return to many of the unresolved issues which have been identified in this 2005
National Competition Policy assessment.

In its wider role of helping governments to implement the National Water Initiative, the Commission will also be working with
jurisdictions to deliver on the actions laid out in the National Water Initiative in order to meet the outcomes and objectives of
that agreement.

There is no doubt that this will require continued and concerted national effort — greater cooperation between governments
than has been seen to date, and greater collaboration with major water users and other stakeholders to ensure the reforms are
effective and sustained on the ground.

Ken Matthews
Chairman
National Water Commission
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FINDINGS AND RECOMMENDATIONS

The Council of Australian Governments (COAG) agreed in
1994 on a strategic framework for water resource policy
and reform (the 1994 COAG Water Reform Framework) to
improve the efficiency and effectiveness of Australia’s water
supply and wastewater industries'. Governments agreed to
implement sustainable water management arrangements
that account for all uses of water (agriculture, industry,
household and the environment).

Recognising the continuing national imperative to increase
the productivity and efficiency of Australia’s water use, the
need to service rural and urban communities, and to ensure
the health of river and groundwater systems, COAG agreed in
2003 to refresh its 1994 water reform agenda by developing
a new National Water Initiative to provide greater certainty
for investors in the water industry and for the environment.

The National Water Initiative was signed at the June 2004
COAG meeting by the Australian Government and all state
and territory governments, with the exception of Western
Australia and Tasmania. The Tasmanian Government
subsequently signed the National Water Initiative on 2 June
2005. At time of writing, Western Australia is yet to sign,
although the Western Australian Premier has recently
indicated his intention to do so.

This is the sixth National Competition Policy assessment of
governments’ progress with implementation of water-related
reforms, following assessments in 1999, 2001, 2002, 2003,
and 2004. The 2001 assessment considered governments’
implementation of all aspects of the 1994 COAG Water
Reform Framework. The 2002, 2003 and 2004 National
Competition Policy assessments considered governments’
implementation of specific reforms according to the
assessment schedule agreed to by COAG senior officials for
those years.

1 The Water Reform Framework was incorporated into the agreement to implement
National Competition Policy and related reforms, and has been amended from time
to time, including by the 1996 revisions to include groundwater and stormwater, and
by the Tripartite agreement of January 1999.

2 This agreement is provided in the National Water Initiative, and for Western
Australia (which is not a signatory to the National Water Initiative) through
correspondence between the Prime Minister and the Premier of Western Australia.

2005 National Competition Polic

In accordance with this schedule, and recognising the new
COAG commitment to water reform under the National Water
Initiative, the 2005 National Competition Policy assessment
considered states and territories’ (and, where relevant,

the Murray-Darling Basin Commission’s) progress with
implementation of the entire COAG water reform agenda.
This includes progress with implementing the 1994 COAG
Water Reform Framework commitments, as modified

and updated by the National Water Initiative, and new
commitments under the National Water Initiative that were
due for completion in 2004 and 2005.

The National Competition Council undertook all previous
National Competition Policy assessments of progress on
water reform. The Australian Government and all state

and territory governments agreed that the National Water
Commission undertake the 2005 National Competition Policy
assessment?.

In August 2005, the Commission released the Water Reform
Assessment Framework 2005 (www.nwc.gov.au). Western
Australia was not a signatory to the National Water Initiative
at the time of the assessment. As a result, the Water Reform
Assessment Framework 2005 — Western Australia was
subsequently prepared and is used in this assessment
(www.nwc.gov.au).

While the assessment considers jurisdictions’ progress
across all COAG water reform elements, the Commission
particularly focused on jurisdictions’ progress in those areas
of water reform that are critical to realising the gains sought
by COAG. Therefore, the Commission’s priorities for the 2005
National Competition Policy assessment were to assess
progress on:

e water access entitlements

e water planning for secure ecological and resource
outcomes

e addressing overallocation and overuse of water systems
e water trading, and
o water pricing.

The assessment and this summary considers the progress
of each jurisdiction on its merits and does not compare
jurisdictions with each other. Nevertheless, there are COAG




commitments that can be met only if there is collaborative
action by jurisdictions. Therefore, performance is considered
in that broader context, where applicable. Because
responsibility for water rests with the states and territories,
the water reform performance of the Australian Government
is not (and has not previously been) assessed under National
Competition Policy.

It is important to note that any finding made in this
assessment (for example, that a COAG commitment has
been met or that satisfactory progress is being made) is

for the purposes of the 2005 National Competition Policy
assessment only. Water reform is an ongoing endeavour and
progress will continue to be assessed by the National Water
Commission as agreed in the National Water Initiative.

The following summary of findings and recommendations
is based on the highlights of findings in the detailed
assessment of each state and territory. The points
highlighted are those of particular interest or concern, and
may, therefore, appear to identify more shortcomings in
progress than does the full assessment.

Overall, the Gommission notes that state and territory
governments are making considerable effort and progress in
improving the management of their water resources.

The Commission found a number of areas where COAG
commitments were not met or where little progress had
been made by states and territories and these are identified
in the summary below and in the detailed assessment.

The Commission found three areas where COAG
commitments were not met and where it recommends that
penalties be applied. Penalties are recommended in these
areas because of the significance of these issues to water
reform progress within the relevant state or across states.
Penalties are recommended in relation to:

e the failure to meet specific COAG commitments to open
up interstate trade in permanent water entitlements in
the southern Murray-Darling Basin, where penalties are
recommended for New South Wales, Victoria and South
Australia, and

e New South Wales’ compliance with its COAG
commitments in relation to water planning and
addressing overallocated and/or overused systems,
where the Commission is recommending retaining half of

! 2005 National Competition Policy assess
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the suspended competition payment amount which was
recommended in the 2004 National Competition Policy
assessment, and

o Western Australia’s compliance with its COAG
commitments in relation to water planning and
addressing overallocated and/or overused systems,
where a penalty is recommended.

NEW SOUTH WALES

Implementation

New South Wales has made satisfactory progress in meeting
its COAG commitments under this assessment item. New
South Wales has submitted a final implementation plan for
accreditation by the Commission. Considerable time is being
taken to finalise the new Border Rivers Intergovernmental
Agreement with Queensland. The Commission urges both
governments to conclude effective arrangements for the
Border Rivers as soon as possible. None of the Murray-
Darling Basin jurisdictions, including New South Wales, has
given any indication when the 1992 Murray-Darling Basin
Agreement will be reviewed.

Water Access Entitlements and Planning Framework
Water Access Entitlement

Overall, New South Wales has made satisfactory progress
towards its COAG commitments in this area. New South
Wales has incorporated the National Water Initiative access
entitlement framework into its legislative regime but has
yet to complete licence conversion across the state. Good
progress is being made towards full development of a
compatible, publicly accessible register for all water access
entitlements and trades. Consultation has been significant in
areas where licence conversion has already occurred, but it
appears less satisfactory in areas where licences are yet to
be converted.

Environmental and Other Public Benefit Outcomes

Overall, New South Wales has met its COAG commitments in
this area. The National Water Initiative architecture for the
provision of water for environmental and other public benefit
outcomes has been incorporated into the New South Wales’
water entitlement, planning and management regimes. This
water is provided through planned (rules-based) or adaptive




(held under a water access entitlement) environmental
water. The Commission continues to have concerns about
the planning processes used to determine the amount of
water allocated for the environment.

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

For the 2005 National Competition Policy assessment, the
Commission has assessed New South Wales with regard to
the 2004-05 suspended payments (based on the evidence

it has provided to meet the requirements for recouping
these payments) and also New South Wales’ ongoing water
planning activity and consistency with COAG commitments
as set out in the 2005 National Competition Policy
Assessment Framework.

New South Wales has comprehensive water management
arrangements that have legislative backing. New South
Wales has made substantial progress towards finalising
water planning arrangements for all systems identified in its
1999 implementation programme.

The Commission considers that New South Wales has made
a considerable effort to provide information on its water
planning processes for the purpose of this 2005 National
Competition Policy assessment, in particular in response to
suspended payments from the 2004 National Competition
Policy assessment.

The information provided by New South Wales gave the
Commission greater confidence (compared with previous
National Competition Policy assessments) that it did draw
on best available science in some systems, relied heavily
on hydrologic modelling using good quality models, and
undertook certain new studies to inform planning decisions.

Therefore, the Commission recommends returning

$13 million of the $26 million 2004-05 suspended
competition payment, on the basis of the further evidence
provided in response to the 2005 National Competition Policy
assessment.

Nevertheless, the information provided by New South Wales
and the Commission’s review of planning processes has
reinforced concerns that:

¢ the ecological science that was used was inadequate to
inform decision-making in some water systems for which
plans were being prepared

2005 National Comp

o allied with the point above, New South Wales did not
appear to have a consistent and coherent methodology
for assessing environmental water needs and developing
environmental water allocations (rather, existing
environmental flow objectives from 1998 were modified
in response to expert opinion and verbal presentations),
and

e planning has lacked transparency in terms of the amount
and type of publicly available information, the reasonable
documentation of planning considerations, and the way
in which trade-offs were reached between consumptive
and environmental water in plans.

Therefore, the Commission considers that the information
provided does not comprehensively:

e support New South Wales’ current environmental
allocation arrangements for all systems within the state,
nor

e demonstrate that New South Wales’ environmental
allocations are within a range of outcomes that could
reasonably be reached on consideration of the best
available science and robust evidence.

With regard to the New South Wales’ water reform progress
in 2005, the Commission also has some concerns that New
South Wales will continue to use planning processes that
lack transparency in the science being used and the trade-
offs to be made. Such concerns about the ‘macro’ planning
process have also been expressed in submissions from
major stakeholders to the 2005 National Competition Policy
assessment.

On the basis of the Commission’s conclusion that New South
Wales has not fully addressed the suspended payment
matter, and that there remain concerns about New South
Wales’ ongoing water planning activities, the Commission
recommends a continuing suspension of $13 million of

New South Wales’ 2004-05 competition payments.

The Commission further recommends that this suspended
penalty be able to be recouped by New South Wales if it can
demonstrate, to the Commission’s satisfaction, that it:

¢ has improved the ecological science used in developing
water sharing plans for all remaining systems through
both the ‘macro’ and individual planning processes




¢ has improved the transparency of the ecological
science and the water planning processes for ‘macro’
water sharing plans and remaining individual water
sharing plans, for example through peer review of the
science used, through more effective engagement
with stakeholders, and through greater transparency
around the trade-offs made between consumptive and
environmental water allocations in water planning, and

¢ is monitoring outcomes of water sharing rules and
environmental allocations in water systems where water
sharing plans already exist.

Assigning Risks for Changes in Allocation

New South Wales has made significant progress towards
its COAG commitments in this area. New South Wales

has a timetable in place to integrate the National Water
Initiative risk assignment framework into its legislative and
administrative water entitiement and planning regimes.
Successful implementation will rely on all water sharing
plans being in place and dealing with known overallocation
and overuse.

Indigenous Access

New South Wales has met its COAG commitments in this
area. Administrative arrangements for the incorporation of
Indigenous water issues into water planning processes are
in place, and additional programmes to further this process
are to be introduced. State legislation includes recognition of
the possible existence of native title rights to water.

Interception

New South Wales has met its COAG commitments in this
area. Steps to implement water interception measures as
detailed in the National Water Initiative are being taken.
There is still some concern about the lack of a policy
framework to address interception by different uses and
adequacy of consultation surrounding policy development
for water interception.

Water Markets and Trading

New South Wales has taken steps to build an effective
legislative and administrative framework to enable water
trading. Nevertheless, constraints on trade remain that may
hinder the broadening and deepening of both intrastate and
interstate water markets.

essment of water reform progress

The COAG commitment requires New South Wales to
immediately remove all institutional barriers to the
temporary and permanent trade of water entitlements that
are not applied to protect the environment or ensure the
practical management of trading. For the most part, New
South Wales’ generic trading rules are consistent with COAG
requirements. Nevertheless, a number of trading rules in
water sharing plans appear to go beyond that which may be
necessary to manage potential environmental impacts or the
practicalities of water trading.

The Commission identified the use of blunt and broad
restrictions on trade, and considers that managing the
potential impacts for which they are designed could
be better addressed through more robust planning and
allocation processes.

The NSW Natural Resources Commission will be reviewing
trade restrictions in water sharing plans in the fifth year
of all current water sharing plans (2009). The Natural
Resources Commission is then expected to justify
continuing any restriction that is not aimed at protecting
the environment or ensuring the practical management of
trading. To meet its COAG commitments, New South Wales
will need to ensure that any trading rules that present a
potential barrier are removed or amended, or provide a
robust public benefit case for their continuance.

New South Wales passed legislation in late 2005, for
commencement in January 2006, to require irrigation
corporations to permit, and continue to allow, permanent
trade to the four per cent interim threshold (or financial
penalties will be imposed), as stated in its COAG
commitment.

Queensland and New South Wales have made some progress
in developing interstate trading arrangements for the Border
Rivers. The Commission notes, however, that considerable
additional effort and goodwill will be required to have the
necessary arrangements in place by mid-2006 (the timetable
currently indicated by these jurisdictions). The Commission
urges the two states to continue to work towards this end.

The Commission has made a separate finding in relation to
progress in meeting commitments to open up water trade
in the southern Murray-Darling Basin which is covered in
the box below, and cross-referenced in the findings and
recommendations for Victoria and South Australia.




Box 1 - Southern Murray-Darling Water Trading Progress

This finding and recommendation applies to the southern
Murray-Darling Basin states—New South Wales, Victoria
and South Australia.

For this assessment, New South Wales, Victoria and South
Australia were to demonstrate that, by June 2005, they had
taken all necessary steps, including making corresponding
legislative and administrative changes, to enable exchange
rates and/or tagging of water access entitlements, in order
to enable the expansion of interstate trade in the southern

Murray-Darling Basin (in accordance with clauses 63 (i) and

(i) of the National Water Initiative).

The legislative arrangements for interstate water access
entitlement tagging in the southern Murray-Darling
Basin are in place in New South Wales. However, Victoria
and South Australia have not yet put corresponding
administrative arrangements in place that will allow for
tagging based trade across state borders. Nor have the
three states developed all the arrangements necessary
for practically managing tagged interstate trade once it
becomes administratively possible.

All states have been actively participating in the Murray-
Darling Basin Commission pilot project for permanent
interstate trade. Furthermore, New South Wales, Victoria
and South Australia have previously agreed (in the Murray-
Darling Basin Commission context) that a system of
exchange rates would be used to enable the expansion
of permanent interstate trade. In this context, all states
had been working for a number of years to develop a
matrix of exchange rates. In the second half of 2005,

New South Wales rejected the modelled exchange rate,
insisting that tagging should be used for interstate trading.

As a result, at 1 January 2006, water was unable to be
traded between all three states in the terms of the COAG
commitment because the necessary steps had not been
collectively taken by New South Wales, Victoria and
South Australia. Furthermore, the continuing stalemate
- with New South Wales not agreeing to trade using the
Murray-Darling Basin Commission determined exchange
rate matrix and the inability of Victoria to deliver tagged
trade until it introduces the necessary administrative
arrangements (mid-2007), and South Australia’s lack of
a timetable for tagging - means that meeting the COAG

commitments in this area will continue to be delayed. In
addition, the Commission notes that there are other matters
still to be settled to operationalise trading in the southern
Murray-Darling Basin (including changes to Schedule E to
the Murray-Darling Basin Agreement which provides the
institutional and regulatory framework for the operation of
interstate trade in this part of the Basin).

The failure of southern Murray-Darling Basin states to

reach agreement on the necessary arrangements is
preventing the further opening up of the interstate water
trading market as required by the COAG commitments,
representing a major sethack to the COAG water reform
process.

The Commission recognises that considerable effort has been

made by all three jurisdictions to progress the development
of interstate trading arrangements. Nevertheless, it
appears that interstate trade between all states in the
southern Murray-Darling Basin is unlikely to be enabled
before 1 July 2007 at the earliest.

The Commission also notes that states are developing bilateral

arrangements to allow some interstate trade before July
2007. The Commission understands that New South Wales
and Victoria have explored arrangements whereby they can
trade using a manual water access entitiement tagging
system. At the time of drafting this report, Victoria and
South Australia were close to finalising an agreement to
allow for trade between those two states using exchange
rates.

However, while each state is making some progress towards

expanding interstate trade on a bilateral basis, they have
manifestly not met their collective commitments to open up
interstate trade of permanent water entitlements across the
southern Murray-Darling Basin.

The Commission notes the advice of the three southern

Murray-Darling Basin states that they are working toward
a tagging-based trading system across all jurisdictions
by July 2007; however, the Commission considers this an
unacceptable delay because it is two years behind the
National Water Initiative timeframe for implementation of
this key element of water reform.

Also, the Commission is concerned at the prospect of further

slippage by the states in meeting these commitments.
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In the Commission’s view, it is critical to maintain
momentum on the further expansion of interstate water
markets — permanent and temporary — to realise many of
the gains of national water reform.

Given the states’ failure to meet their commitment in respect
of a major element of the COAG water reforms, and in view
of the Commission’s concerns about the prospect of further
slippage, the Commission recommends a suspended
National Competition Policy payment penalty of five per
cent for each southern Murray-Darling Basin state. The
Commission recommends that this payment be recoverable
if the states collectively demonstrate, to the Commission’s
satisfaction, compliance with the following conditions by
1 January 2007:

o that water access entitlements can be permanently traded
freely between all interstate sources in the southern
Murray-Darling Basin (beyond the existing limitations of the
Murray-Darling Basin interstate trade pilot) in accord with
the initial COAG National Water Initiative commitment to
open up permanent water trade in this region

e that any remaining barriers (for example, in the way water
entitlements are specified and converted, administrative
barriers, unjustified trading rules, or unacceptable
transaction costs) that may affect potential trade have been
identified, and

e that there are timely and sufficient steps being taken to
overcome any such remaining barriers.

The Commission signals now its intention to recommend that
the suspended payments become permanent deductions if
the three states collectively are not able to demonstrate, to
the Commission’s satisfaction, compliance with the above
conditions by 1 January 2007.

Best Practice Water Pricing and Institutional
Arrangements

On the whole, New South Wales has satisfactorily met
its COAG commitments with regard to water pricing and
institutional reform.

With regard to metropolitan water storage and delivery
pricing, New South Wales has met its COAG commitments
in terms of consumption-based pricing, cost recovery,
dividends, and tax equivalents. The Commission notes
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that New South Wales’ progress in meeting its COAG
commitments regarding cross-subsidies and community
service obligations will depend on the outcome of the next
Independent Pricing and Regulatory Tribunal (IPART) price
determination, which is due in the first half of 2006.

The Commission considers that New South Wales has
made satisfactory progress in meeting its rural and
regional pricing commitments. The Commission notes the
current IPART price determination process is considering a
number of issues relevant to these commitments, including
the proposed removal of New South Wales Government
subsidies to State Water. The Commission considers it
critical that price paths recognise the adjustment that
moving to full cost recovery may mean for rural water users
in practice. The Commission will continue to monitor New
South Wales’ progress in this area.

New South Wales has not met its COAG commitment

to separately identify and report Murray-Darling Basin
Commission water resource management costs. The
Commission notes that IPART is examining this issue as part
of the current review of prices in New South Wales.

New South Wales has largely satisfied its COAG
commitments for recovery of water planning and
management costs by New South Wales Government
entities. The Commission notes the current role of IPART
in reviewing these costs and determining, in particular,
whether they are justified in light of the efficient levels of
service provided by the Department of Natural Resources
in managing the states water resources. The Commission
notes also that no information was provided on the level
of public consultation and education about water resource
management charges as part of this assessment.

New South Wales has met its COAG commitments with
regard to ensuring adequate processes are in place to
safeguard the environment prior to new infrastructure
development or the release of unallocated water.
Nevertheless, the Commission considers that the level of
public consultation on the proposed - albeit now deferred
- Sydney desalination plant has so far been inadequate to
engender public confidence that the proposed investment
will be demonstrated to be economically viable and
ecologically sustainable. The Commission will maintain

a watching brief on decisions made on the Sydney




desalination plant with regard to the extent to which the
economic viability and ecological sustainability of the plant
is established before any works start.

New South Wales has met its COAG commitment to report
on the extent to which environmental externalities are
identified, and are incorporated into and recovered through
pricing regimes.

The Commission considers that New South Wales has met its
commitment in providing information on the effectiveness of
new institutional arrangements.

Integrated Management of Water for Environmental and
Other Public Benefit Qutcomes

Institutional Arrangements

New South Wales is making satisfactory progress

towards meeting its COAG commitment in this area. New
South Wales is continuing to develop management and
institutional arrangements to support implementation

of the environmental water provisions under its Water
Management Act 2000. This includes creating and identifying
the environmental water management role of catchment
management authorities. Additionally, statewide policies

and principles for managing environmental water have

been developed. The Commission is concerned, however,
that performance monitoring programmes have not been
implemented for the 31 water sharing plans that commenced
on 1 July 2004, despite the inclusion of indicators and
targets to measure environmental performance being
included in the plans.

The Commission notes that a number of catchment
management authorities began public consultation activities
on the ‘macro’ planning process in late 2005, and that all
authorities will undertake public consultation in early 2006.
The Commission is concerned that, in the macro planning
context, New South Wales has not described any existing or
planned activities for educating stakeholders, third parties
and the wider public about the environmental and other
public benefits associated with allocating water to the
environment.

Water Recovery for Environmental Outcomes

New South Wales is satisfactorily progressing its COAG
commitment in this area. The Commission accepts that New
South Wales has given due regard to COAG water recovery
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principles when designing its two proposals currently listed
on The Living Murray Eligible Measures Register.

New South Wales develops water recovery projects with
the involvement and support of affected landholders and
communities, and the Commission also acknowledges
that New South Wales will conduct targeted stakeholder
information sessions on both proposals currently listed on
the Eligible Measures Register during 2006.

Water Resource Accounting

New South Wales is satisfactorily progressing its COAG
commitments in this area. Through its involvement in a
national process to benchmark water accounting systems,
New South Wales has committed to provide full access to its
existing water accounting and entitlement registry systems
and to other relevant water databases.

New South Wales is working to improve the assessment of
connected systems, through the development of process
models that will allow the impacts of various groundwater
extraction scenarios on streamflows to be predicted.

For regulated systems, a range of water information—
including information on water use, temporary transfers and
storage, and river flow data in New South Wales—is publicly
available through New South Wales’ free online registers
and information systems. New South Wales is currently
participating in a national process to develop national water
accounting and reporting guidelines that will be applied to
its current systems and new systems.

Urban Water

New South Wales is satisfactorily progressing its COAG
commitments in this area. With regard to demand
management, Water Efficiency Labelling and Standards
Scheme commitments have been met. Additionally, New
South Wales has commenced a process to evaluate existing
‘icon’ water sensitive urban developments.

Community Partnership and Adjustment

New South Wales has not met its COAG commitments with
regard to public consultation, particularly with regard to the
transparency of the science and socio-economic analyses
underpinning water planning. This finding is consistent with
that for water planning, and it has been raised in previous
National Competition Policy assessments and submissions.

Vil



New South Wales considers that COAG commitments
regarding engagement of stakeholders where adjustment
is required were partly addressed through a 10 per cent
limit on the reduction in water access for licence holders
in the development of the first round of water sharing
plans for regulated rivers. While the Commission notes that
this limited the level of adjustment required, it does not
consider that this arbitrary figure has necessarily helped
New South Wales and affected water users to deal with
significant instances of overallocation. The Commission
notes the considerable consultation on adjustment
measures, which was undertaken in developing the
groundwater water sharing plans that are due to commence
in July 2006.

National Water Quality Management Strategy

Overall, New South Wales is making satisfactory progress
towards meeting its COAG commitments with regard to the
National Water Quality Management Strategy (NWQMS). New
South Wales provided particular detail on its development
of marine water quality objectives and the review and
refinement of water quality monitoring arrangements since
the 2003 National Competition Policy assessment.

The Commission is concerned, however, that New South
Wales has not demonstrated any linkages between the
various strategies it is undertaking to implement the
NWQMS, to ensure that a consistent approach across all
catchments is maintained. It is also concerned that not
all non-metropolitan water utilities have reported on their
compliance with the Australian Drinking Water Guidelines
for the 2003-04 period. This compliance remains an
outstanding concern from the 2003 National Competition
Policy assessment.

Vil 2005 National Competition Policy assess

Sment of water reform prog

VICTORIA

Implementation

Overall, Victoria has made satisfactory progress towards its
COAG commitments under this assessment item. Victoria has
yet to provide the Commission with a final National Water
Initiative implementation plan for accreditation. Victoria

has reviewed one, and commenced to review another,
cross-border agreement. None of the Murray-Darling Basin
jurisdictions has indicated when it will review the 1992
Murray-Darling Basin Agreement.

Water Access Entitlements and Planning Framework
Water Access Entitlements

Overall, Victoria has met its COAG commitments in this area.
Victoria is progressing incorporation of the National Water
Initiative architecture, particularly entitlement unbundling
and establishing an environmental water reserve, into

its legislative regime. Bulk entitlements have been
converted for all but two systems identified in Victoria’s
1999 implementation programme. Progress is being made
towards implementation of a compatible, publicly accessible
register for all water access entitlements and trades. Public
consultation and education processes are in place for the
introduction of its entitiement regime.

The Commission strongly supports Victoria’s approach to
the full unbundling of water entitlements. Nevertheless,

the Commission is concerned that, while current Victorian
legislation provides for unbundling, the conversion process
and establishment of new water registers for regulated
systems in northern Victoria is not due to be completed in
practice until July 2007, and for other regulated systems
until 2007-08. Furthermore, following conversion and
separation of the water share from the delivery obligation
and the water use licence, Victorian legislation requires
that no more than 10 per cent of water rights in each supply
system can be untied from land or owned by a non-water
user (including the environment and interstate buyers). For
the purposes of water trading, this effectively retains the
link between water and land title for 90 per cent of water
entitlements. As noted below, the Commission urges Victoria
to remove the provision, or provide for its early sunset.




Environmental and Other Public Benefit Outcomes

For the purpose of this assessment, Victoria has met its
COAG commitments in this area. Incorporating the National
Water Initiative architecture into its regimes for managing
environmental water resources has commenced. The
Commission is concerned, however, that the volume of
water specified for the environment will not be sufficient to
meet all environmental objectives for some time to come.
This is because existing consumptive water use remains
the primary consideration in the determination of the
reserve volume or allocation when it is initially established.
The Commission is concerned also that the process for
determining environmental water reserves may not be fully
transparent.

The Commission will continue to monitor Victoria’s progress
in this area.

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

Victoria has made some progress towards meeting its COAG
commitments in this area. Victoria’s water management
arrangements—Ilegislative and administrative—are
generally in line with national principles. While Victoria has
technically achieved most of the 2005 National Competition
Policy assessment items for this area, the Commission is
concerned about the lack of clearly specified timeframes

for fully addressing overallocation in stressed systems

and about the complexity of Victoria’s water planning
architecture. Following on from this, the Commission is
concerned about Victoria’s capacity to deliver on-the-ground
improvements in allocations for the environment in stressed
systems as a matter of priority. The Commission will
continue to monitor Victoria’s progress in this area.

Assigning Risks for Changes in Allocation

Victoria has met its COAG commitments in this area. Victoria
will not adopt the specific risk assignment framework set
out in the National Water Initiative, but will apply its own
framework as outlined in its statewide management plan
Our Water Our Future. The Commission will continue to track
Victoria’s progress to ensure its actions for risk assignment
remain in line with the National Water Initiative.
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Indigenous Access

Victoria has met its COAG commitments in this area. Victoria
has adequate arrangements in place for the incorporation of
Indigenous water issues into its water planning processes,
including the recognition of the possible existence of native
title rights to water.

Interception

Victoria has met its COAG commitments in this area. Victoria
is progressing integration of interception activities into the
state’s water allocation framework. Policies are in place

to deal with interception of overland flows, and studies

are underway to incorporate landuse changes, such as the
conversion of rural lands to plantation forestry.

Water Markets and Trading

Enabling legislation to facilitate expanded intrastate
and interstate trade in Victoria is in place; however, the
legislative reforms will not be implemented until 2007.
Furthermore, aspects of the reforms themselves are
considered to continue to pose potentially significant
barriers to full and open trade.

The 10 per cent limit on non-water users’ holdings of
entitlements will effectively continue the linkage of water
entitlements to land for 90 per cent of entitiements in
Victoria. In this way, Victoria is consciously introducing a
new and potentially entrenched barrier to trade, despite
its COAG commitments to remove trade barriers. Victoria’s
position is that the limit will not be reached in the near
future and that there is a review mechanism that includes
consultation. The Commission is concerned that such a
measure may become entrenched in Victoria’s trading
arrangements, becoming difficult to lift or remove. The
Commission urges Victoria to remove the provision, or
provide for its early sunset.

Southern Murray-Darling Basin Trading Progress

The Commission has made a separate finding in relation
to Victoria’s progress in meeting commitments to open up
water trade in the southern Murray-Darling Basin which
is covered in Box 1 under New South Wales Findings and
Recommendations.

In relation to this matter also, the Commission notes with
concern that Victoria has not as yet implemented the interim




threshold limit to allow four per cent permanent trade out of
irrigation areas, despite the introduction of complementary
arrangements in other jurisdictions.

Best Practice Water Pricing and Institutional
Arrangements

Overall, Victoria has satisfactorily met its COAG
commitments with regard to water pricing and institutional
reform.

With regard to metropolitan water storage and delivery
pricing, Victoria has met its COAG commitments with respect
to cost recovery, dividends and cross-subsidies.

Victoria has made significant progress in meeting its rural
and regional pricing commitments, although, as Victoria has
acknowledged, it has not fully met its COAG commitments
to disclose River Murray Water and Murray-Darling Basin
Commission costs, and to allocate the appropriate share of
these costs to entitiement holders. In part, progress in this
matter will depend on efforts being made in other Murray-
Darling Basin jurisdictions..

Victoria has made significant progress towards meeting

its COAG commitments for recovery of water planning and
management costs, and regarding the release of unallocated
water. It is not clear to the Commission whether the Victorian
Government is recovering the costs of developing and
administering planning and management activities; nor

is it clear whether rural authorities’ water planning and
management costs will be identified in the water plans
submitted to the Essential Services Commission. The extent
to which planning and management costs are recovered
from customers is also unclear.

Victoria has made some progress towards meeting its COAG
commitments with regard to accounting for environmental
externalities, but further work is required. In particular, the
Commission will look for Victoria to demonstrate the extent
to which the environmental levy is used to recover the cost
of broad resource management activities versus addressing
environmental externalities. The Commission will also

look for environmental contributions to be appropriately
attributed to the different sectors and to individual water
authorities.
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Victoria has an economic regulator, the Essential Services
Commission, which is a statutory authority independent of
government and responsible for setting prices. In performing
its functions, it also undertakes public reporting and
consultation. The Essential Services Commission does not
report to the same minister as water service providers.

Integrated Management of Water for Environmental and
Other Public Benefit Qutcomes

Institutional Arrangements

Victoria has made satisfactory progress towards

meeting its COAG commitments in this area. Victoria has
statutory recognition of environmental water including

the establishment of an environmental water reserve and
assigns management of the environmental water reserve to
catchment management authorities.

Victoria will allow the temporary trading of bulk
entitlements, and access entitlements within a bulk
entitlement, held specifically for environmental purposes,
and the state is committed to annually reporting on the
state’s water resources.

Each of the planning instruments supporting the Victorian
Water Allocation Planning Framework—regional river

health strategies, sustainable water strategies, streamflow
management plans—include consultation phases and public
education activities.

Water Recovery for Environmental Outcomes

Victoria has made satisfactory progress towards meeting its
COAG commitments in this area. The Commission is satisfied
that Victoria gave due regard to COAG water recovery
principles when designing the Goulburn-Murray and Lake
Mokoan water recovery projects, which are both listed on
The Living Murray Eligible Measures Register. The Victorian
Government decided to undertake the Goulburn-Murray and
Lake Mokoan water recovery projects following extensive
investigations and public consultation.

Water Resource Accounting
Victoria has made satisfactory progress towards meeting its
COAG commitments in this area.

Through its involvement in a national process to benchmark
water accounting systems, Victoria is committed to provide
full access to its existing water accounting and entitlement




registry systems and to other relevant water databases.

In June 2005, Victoria released its first state-wide water
accounts, the State Water Report 2003-2004, which reported
on Victoria’s water resource availability, allocation and use
for surface water, groundwater and recycled water in each of
Victoria’s 29 river basins. The report also identified emerging
trends.

Victoria’s water register, which is under development (for
commencement in 2006-07), will include requirements for
environmental water accounting. Victoria is participating in
the national process to develop national water accounting
and reporting guidelines.

Urban Water

Overall, Victoria has made satisfactory progress against its
COAG commitments in this area. Victoria has played a key
role in the development of the Water Efficiency Labelling and
Standards Scheme. Additionally Victoria has commenced

a process to evaluate existing ‘icon’ water sensitive urban
developments.

Community Partnership and Adjustment

Victoria has made satisfactory progress towards meeting its
COAG commitment in this area. Victoria’s Water (Resource
Management) Act 2005 requires the minister to establish
directions for consultation in the water planning processes
and, where needed, when compensation is required when
reconfiguration plans lead to on-farm water entitlements
being adjusted.

National Water Quality Management Strategy

Victoria has met its COAG commitments in this area.
Continued implementation of the key elements of the
NWQMS occurs through the framework prescribed in the
Victorian River Health Strategy and its implementation. In
addition, the Victorian Government refined its administrative
arrangements for water quality monitoring in early 2005.
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QUEENSLAND

Implementation

Queensland has made satisfactory progress towards
meeting its COAG commitments in this area. Queensland has
yet to provide the Commission with a final implementation
plan for accreditation. In relation to cross-border
agreements, the Lake Eyre Basin Agreement is being
reviewed; however, considerable time is being taken to
finalise the new Border Rivers Intergovernmental Agreement
with New South Wales. The Commission urges both
governments to conclude effective arrangements for the
Border Rivers as soon as possible. Furthermore, none of the
Murray-Darling Basin jurisdictions has indicated when it will
review the 1992 Murray-Darling Basin Agreement.

Water Access Entitlements and Planning Framework

Water Access Entitlements

Queensland has made some progress towards meeting COAG
commitments in this area. A comprehensive system of water
entitlements, which meet the requirements of the National
Water Initiative framework, has been established through
Queensland legislation. The conversion of water entitlements
to this new system is linked to the rollout of resource
operations plans for each catchment. As such, only five of
the 23 plan areas across the state have converted licences.
As noted below, the Commission is concerned about the
pace of this rollout. Queensland is making good progress in
developing a compatible register for entitiements and trades,
and is participating in national working groups to complete
this by 2006. Extensive public consultation on entitlements is
undertaken during the water planning process.

Environmental and Other Public Benefit Outcomes
Queensland has made some progress towards meeting
COAG commitments in this area. Queensland has begun
incorporating the National Water Initiative requirements

into its water entitlement, planning and management
arrangements. Water resource plans—implemented through
resource operations plans—provide for a legally secure flow
regime for surface water for environmental and other public
benefit outcomes. As at December 2005, these flow regimes
had been implemented in only six planning areas to date.
Considerable time is being taken to address environmental
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water in groundwater systems, although there are interim
arrangements in the most stressed areas to manage
extractions (typically through a moratorium on additional
extractions).

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

Queensland’s water resource plans, which are implemented
through resource operations plans, have legislative
backing. The provision of water for ecosystems is based

on the best available science and any trade-offs between
the environment and consumptive use is transparent and
justified. Considerable consultation is undertaken during
the development of management plans. The Commission
considers that integration of catchment management
arrangements could be improved across the state.

Despite the effective water planning processes and the
generally high quality of the water resource plans and
resource operations plans considered for this assessment,
the Commission is seriously concerned about the time being
taken to finalise resource operations plans in Queensland
catchments.

Queensland has not met the timeline committed to in

its 1999 implementation programme for the substantial
completion of water allocations by 2005; nor has
Queensland met its own timeline provided in the 2004
National Competition Policy assessment for the completion
of 13 resource operations plans by the end of 2005,
including for the Condamine-Balonne system. As of
December 2005, only two resource operations plans (and
no water resource plans) had been finalised since the 2004
National Competition Policy assessment. Consequently, the
Commission has reduced confidence that Queensland will
meet its new timeline to complete planning for all systems
by 2009.

In Queensland, finalising resource operations plans is
integrally linked to converting water licences to water
entitlements, and establishing the conditions to trade water
entitlements. Delays in rolling out these plans, therefore,
has a direct bearing on the implementation of these
fundamental elements of water reform in Queensland. It also
has implications for the way in which stakeholders perceive
Queensland’s implementation of water reform commitments
and their consequent support of the water reform task.
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The Commission therefore considered recommending a
penalty for Queensland as a reflection of the depth of the
Commission’s concerns about the rollout of water reforms
on the ground.

On balance, the Commission decided not to make a
recommendation of a penalty for Queensland in view of
the underlying quality of water planning processes and
practices in Queensland, and the fact that - based on the
current state of knowledge - none of Queensland’s surface
water systems are likely to be overallocated.

In addition, the Commission was able to secure certain
commitments from Queensland in relation to its water
planning. Queensland has confirmed that it intends to make
every effort to complete water resource plans and resource
operations plans according to the schedule provided to the
Commission. Under this schedule, 13 resource operations
plans would be completed (or amended) by July 2007.
Furthermore, Queensland will:

e continue to finalise high quality water resource plans and
resource operations plans in priority areas

¢ reduce timelines for finalisation of plans wherever
possible, without compromising quality, through process
improvements (including legislative amendments) and
policy approaches

e review consultation timelines and implications of calls
for extensions, in liaison with the Commission

e permit, by way of regulation under the Water Act 2000,
permanent trading of Interim Water Allocations in agreed
SunWater Water Supply Schemes, in advance of finalising
corresponding resource operations plans, and

¢ administratively implement at least some of the flow
management and monitoring requirements, as stated in
the finalised Condamine and Balonne Water Resource
Plan, prior to finalisation of the resource operations plan.

The Commission considers these commitments represent
a credible approach to achieving the shared objective of
Queensland and the Commission to maintain quality plans
and to secure the benefits of water reform as soon as
possible.




Assigning Risks for Changes in Allocation

Queensland has met its COAG commitments in this area.
Queensland has a process and timetable in place for
incorporating the National Water Initiative risk assignment
framework into its legislative and administrative regimes.
Of concern is that water licences in areas not covered

by a current resource operations plan remain outside

any compensation regime until planning is finalised; this
planning is progressing only slowly across the state.

Indigenous Access

Queensland has met its COAG commitments in this area.
Queensland has in place adequate arrangements for the
incorporation of Indigenous water issues into its water
planning processes. Community consultation activities,
which are undertaken during plan development, are required
under legislation to include Indigenous representatives. Any
native title rights to water are identified at the same time.

Interception

Queensland has met its COAG commitments in this area.
Specific controls are in place to address interception of
overland flow in catchments in the south-west of the state.
Considerable work continues to develop the policy and
administration arrangements governing overland flow. More
broadly, overland flow and other interception activities are
addressed through the planning process and, over time, will
need to fully address COAG commitments contained in the
National Water Initiative.

Water Markets and Trading

Queensland has made some progress towards meeting

its COAG commitments on water trading. Queensland has
established a legislative regime to enable permanent
intrastate trade, but remains in the early stages of
implementation of the necessary administrative
arrangements for water trading. Resource operations plans
are required to create tradeable water allocations, separate
from land title, and specify the relevant trading rules. As
noted above, as at December 2005, the water planning
process has been completed for only six basins.

Because the opening of opportunities for water trade in
allocations is explicitly linked to the pace of water planning
in the state, the Commission is seriously concerned that the
continuing delays in the completion of resource operations
plans severely limits permanent trade in the state and
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Queensland’s ability to meet its COAG commitments.

Queensland has provided for some interim allocations in
some areas. The allocations remain attached to land; they
are tradeable only by un-attaching them from the seller’s
land title and re-attaching them to the buyer’s land title.

Queensland and New South Wales have made some progress
in developing interstate trading arrangements in the Border
Rivers. The Commission urges the two states to continue

to work to have the necessary arrangements in place by
mid-2006 (the current timetable).

Rules for changes to water allocations (trading rules) in the
finalised resource operations plans reflect environmental
objectives and are generally applied to manage potential
environmental impacts and the physical constraints of the
system only.

Queensland has legislated to allow the use of exit fees (or
other charges) to manage the potential third-party impacts
(including so-called ‘stranded’ infrastructure assets) that
may result from trade out of an irrigation distribution area.
Queensland will need to continue to monitor the use and
level of exit fees and charges to ensure they do not become
a barrier to trade.

Best Practice Water Pricing and Institutional
Arrangements

On the whole, Queensland has satisfactorily met its COAG
commitments in regard to water pricing and institutional
reform.

With regard to metropolitan water storage and delivery
pricing, Queensland has met its COAG commitments for
full cost recovery. In addition, the state’s dividend policies
comply with COAG commitments. Queensland has also
made satisfactory progress towards meeting its COAG
commitments for full cost recovery for rural systems, and
is making progress towards demonstrating that regional
systems are achieving full cost recovery. The Commission
notes that with regard to rural systems, the government is
in the process of finalising its policy position on SunWater
pricing for the next five years and that lower bound costs
have increased since the last price determination in 2000.
The Commission will continue to monitor how the next
determination affects price paths for full cost recovery in
rural systems.
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With regard to rural water provision, Queensland has met its
COAG commitment to make community service obligations
and cross-subsidies transparent. Rural community service
obligations are separately funded and are reducing over
time, and significant progress has been made towards
ensuring the same occurs in regional areas. Queensland met
its COAG commitment to report on the outcome of its review
on recovering the costs of water planning and management,
and has made progress towards demonstrating the extent
to which water resource management costs are being
recovered.

Queensland has made significant progress towards meeting
its COAG commitments for recovery of water planning and
management costs. Queensland has demonstrated that
costs associated with providing water extraction licences
are fully recovered; however Queensland did not provide
information about the extent to which licence fees reflect
the private benefits derived from being licensed. Queensland
has met its COAG commitment to transparently handle

and publicly report water resource management costs.
Queensland also made some progress towards meeting

its COAG commitment to ensure independent review or
setting of water resource management charges; however,
the Commission considers that a process involving greater
independence and transparency would better meet this
COAG commitment.

Queensland has met its COAG commitment to ensure
environmental outcomes are achieved with regard to
unallocated water — that all other avenues for meeting
demand have been carefully examined, and that market
based mechanisms are employed in the release of
unallocated water.

Queensland has met its COAG commitments with regard to
environmental externalities by reporting on the identification
and recovery of environmental costs. Queensland has also
demonstrated that use of a statewide externality charge
was not appropriate, and that environmental externalities
would be better addressed through water planning and
management charges and through management plans,

with outstanding externalities dealt with on a case-by-case
basis using a variety of measures including a locally tailored
charge.
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Queensland has: reported on the role of its economic
regulator; outlined the processes for addressing conflicts
of interest; and has reported on the public reporting and
consultation aspects of the independent Queensland
Competition Authority. The Commission will maintain a
watching brief on the use of the Queensland Competition
Authority because its effectiveness depends on the extent
to which the Queensland Government chooses to formally
involve the Authority in scrutiny of pricing matters.

Integrated Management of Water for Environmental and
Other Public Benefit Qutcomes

Queensland is making satisfactory progress towards
meeting its COAG commitment in this area.

The Water Act 2000 has improved the state’s ability to plan
for significantly interconnected groundwater and surface
water systems. A number of water resource plans are
currently being amended to include common water sharing
arrangements in areas with significantly interconnected
systems. The Commission notes that Queensland has
identified the Department of Natural Resources and Mines as
its environmental water manager.

The Commission understands that water resource plans and
resource operations plans together describe the monitoring
and review procedures for assessing whether environmental
water outcomes are being met. Because these activities

are the responsibility of the Department of Natural
Resources, Mines and Water, the Commission is concerned
that Queensland does not yet have arrangements for the
independent review of water resource plan outcomes.

Public consultation processes for water resource planning
include the establishment of technical advisory panels,
community reference panels and water advisory groups.
Queensland has not described any existing or planned
activities for educating the affected interests and the
wider public (as distinct from the community reference
panels) about the environmental and other public benefits
associated with allocating water to the environment.




Water Resource Accounting

Overall, Queensland has made satisfactory progress towards

meeting its COAG commitments in this area. Through its
involvement in a national process to benchmark water
accounting systems, Queensland has committed to provide
full access to its existing water accounting and entitlement
registry systems and to other relevant water databases.

In relation to environmental water accounting, Queensland
is of the view that an environmental water register is

not applicable for Queensland, because environmental
flows are provided through a rules-based approach in

the water resource planning process. Queensland has
maintained that it is unable to report environmental
volumes pertaining to such rules-based water in any type
of environmental water register. This is not consistent with
its COAG commitments, to which Queensland had agreed
to develop a register of new and existing environmental
water, showing all relevant details of source, location,
volume, security, use, environmental outcomes sought,
and type. Environmental water covers all water provided
for the environment, whether that water is held under an
environmental entitlement or provided on a rules basis. As
such, Queensland is not yet making satisfactory progress
towards meeting its COAG commitments to environmental
water accounting.

Queensland advises that detailed annual reports are
published for the Cooper Water Resource Plan and those
basins covered by resource operations plans. Queensland
is currently participating in a national process to develop

national water accounting and reporting guidelines that will

be applied to existing and any expanded systems.

Urban Water

Overall, Queensland has made satisfactory progress against

its COAG commitments in this area. Queensland has met
its Water Efficiency Labelling and Standards Scheme
commitments.

Queensland has a number of initiatives in place to encourage

and facilitate the adoption of water sensitive urban design.
Queensland appears to have initiated some processes to
review these approaches or evaluate existing ‘icon’ water
sensitive urban developments have been initiated.
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Community Partnership and Adjustment

Queensland has met its COAG commitment in this area.
Queensland’s public consultation processes, particularly
those undertaken during the development of water resource
plans and resource operations plans, inform a range of
stakeholders and community members on issues relevant
to water planning and specific to individual catchments.
Specific mechanisms include technical advisory panels,
community reference panels and water advisory groups.

To date, Queensland has judged it unnecessary to provide
adjustment assistance consequent to changes in water
entitiements.

National Water Quality Management Strategy
Queensland has made satisfactory progress towards its
COAG commitment in this area. Since the 2003 National
Competition Policy assessment, Queensland has developed
draft environmental values and water quality objectives for
South East Queensland waterways, the Mary River Basin

- Great Sandy Region and the waters of Douglas Shire.
The government has also released the Draft Queensland
Water Quality Guidelines for public comment. In addition,
Queensland has initiated a review of the 2001 South East
Queensland Regional Water Quality Management Strategy,
and it has continued to recognise the NWQMS in its water
planning processes.
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WESTERN AUSTRALIA

Water Access Entitlements and Planning Framework

Water Access Entitlements

Overall, Western Australia has not met its commitments

in this area. The conversion of water access entitlements

to entitlement systems in line with the principles

and timeframes of its 1994 Water Reform Framework
commitment is not complete. A publicly accessible system
for registering water access entitlements and trades,

which includes recognition of third party interests, is
maintained and Western Australia has reported on the public
consultation and education processes for its entitlement
arrangements. Consultation on the proposed new entitlement
system has been carried out as part of the review of the
Rights in Water and Irrigation Act 1914, known as the
Irrigation Review. The Irrigation Review has been completed
and the Western Australian Government is considering how
it will implement the recommendations of the review. A key
recommendation of this review is to ultimately remove the
linkage of water entitlements and land title. In the interim,
Western Australia has two statewide policies in place that
in its view ensure that current entitiement arrangements are
not a significant barrier to trade.

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

The information provided by Western Australia in its report
for this 2005 National Competition Policy assessment, and
through supplementary discussions with Commission staff
has provided some confidence that Western Australia is
making progress, especially over the past year or so, with
respect to water planning.

While the Commission is concerned that the identified
overallocated systems will not be addressed in a timely
manner, the Commission notes the increased importance
provided to water planning recently, as demonstrated
through the efforts underpinning planning for the Gnangara
and Yarragadee Mounds, the Irrigation Review, and the
formation of the Department of Water. The Commission
also fully acknowledges the greater difficulties inherent in
understanding planning for, and managing groundwater
resources.
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Nevertheless, the Commission’s review of Western
Australia’s progress has highlighted some significant
concerns.

Western Australia has not substantially completed the
water planning programme as agreed in 1999 and updated
for the 2004 National Competition Policy assessment. Nor
has Western Australia substantially completed plans to
address any existing overallocation for all river systems and
groundwater resources. Both of these commitments were to
be fulfilled by the end of 2005. Only one water management
plan has been finalised since the 2004 National Competition
Policy assessment.

The Commission is concerned with the pace of addressing
overallocated systems in Western Australia. Systems with
high consumptive water demand have identified allocation
limits referred to as interim arrangements until a water
management plan is finalised. Where use approaches this
limit the system is prioritised for management planning.
This prioritisation however, does not immediately trigger
any specific requirements such as commencement of water
management planning development or modification of
possibly inappropriate allocation limits.

The Commission considers that Western Australia has

not demonstrated a clear, consistent framework and
methodology for developing water management plans.

Nor, in the Commission’s view, has Western Australia yet
demonstrated a consistent decision making process for
determining the level of planning required in different

water systems across the state. Sensibly, Western Australia
prioritises its water systems for planning on the basis of
competition for water and the level of allocation of the water
resource. Nonetheless it is unclear how variations in the
information required, consultation, and other aspects of plan
development are prioritised for different water systems.

As a result of Western Australia’s varying application of
water planning arrangements, it is therefore unclear if the
ARMCANZ/ANZECC National Principles for Provision of Water
for Ecosystems are being fully applied in practice.

On the basis that Western Australia has not met its
commitments in this area for substantially completing plans,
including those for overallocated systems, by the end of
2005, and on the basis that Western Australia has not yet
demonstrated a clear framework for water management
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planning for its water systems in line with its COAG
commitments, the Commission recommends a suspended
penalty of five per cent of Western Australia’s 2005-06
competition payments.

The Commission further recommends that this suspended
penalty be able to be recouped by Western Australia if it
can demonstrate to the Commission’s satisfaction by June
2007 that it has made significant progress in improving its
water planning processes and practices, in particular for
overallocated systems, in line with COAG commitments and
with the recommendations of the Irrigation Review.

Water Markets and Trading

Western Australia has made some progress toward meeting
its commitments in this area. Western Australia has removed
some restrictions to water trade through amendments

made to the Rights in Water and Irrigation Act 1914 in 2001.
In addition, the government released statewide rules to
facilitate trading within water systems. Local trading rules
are also incorporated into water management plans specific
to the locality.

The response to the Irrigation Review report of July 2005 is
currently investigating the state’s trading and entitiements
system. However, the Commission is concerned that a
response which does not separate water from land would

be inconsistent with the requirements of Western Australia’s
COAG commitments.

There is also concern at the level of government intervention
in the market, where the approval/ disapproval of trades can
occur on grounds other than environmental or third party
concerns. It is considered that a fully functioning market in
water is hindered though these trading rules, particularly
those rules designed to manage concerns about speculation
and perceived non efficient uses.

Best Practice Water Pricing and Institutional
Arrangements

With regard to metropolitan water charges, Western
Australia has made significant progress toward meeting
its COAG commitment to achieve full cost recovery. The
Commission notes some progress has been made toward
enhancing the transparency and public reporting of
community service obligations.
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With regard to rural water charges, Western Australia has
made some progress towards moving to upper bound
pricing, and demonstrating that price paths are in place for
increasing the cost recovery of irrigation schemes, albeit
over long time frames. Western Australia has made little
progress toward achieving lower bound pricing for regional
areas for customers of the Water Corporation, though both
Busselton Water and AQWEST do achieve lower bound cost
recovery.

The entire community service obligation provided to the
Water Corporation is publicly reported, The community
service obligation is not, however, disaggregated to provide
the required transparency with regard to the level of subsidy
provided to each of rural, and regional sectors and between
individual irrigation schemes. In addition, the Commission

is concerned with the use of community service obligation
payments to fund the difference between revenue received
by the Water Corporation for regional and rural schemes and
the upper bound of cost recovery.

With regard to recovering the costs of water planning and
management and licence provision, Western Australia has
made little progress. In addition, there is no identification or
recovery of environmental externalities. However, Western
Australia is considering the cost recovery of licence
provision in response to the Irrigation Review and progress
to achieve adequate public consultation and education about
water management charges has been made.

With regard to the Kwinana desalination plant, Western
Australia has met its commitment to demonstrate that its
decision to proceed with the plant is based on economic and
environmental assessments. However, greater transparency
and public consideration of alternatives would have
enhanced the economic assessment process undertaken by
the Water Corporation.

Western Australia does not use market based instruments
for the release of unallocated water. However, Western
Australia has made significant progress to ensuring
environmental outcomes are adequately addressed prior
to the release of unallocated water, or the issue of new
entitlements.

Western Australia has demonstrated that the duties
of the independent regulator (Economic Regulation
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Authority) are undertaken with sufficient transparency
and public consultation. However, the degree to which the
recommendations are given considered by the Western
Australian Government remains uncertain. Western
Australia has also demonstrated continued participation in
benchmarking activities for metropolitan and rural service
provision.

Community Partnership and Adjustment

The Commission considers that Western Australia has met
its commitment in this area. Western Australia consults
publicly on water reform matters. For example, the
Department of Water has established two Water Resource
Management Committees to help with the management

of groundwater resources and development of water
management plans. The Commission notes that Western
Australia intends to encourage community and stakeholder
input into the development of its strategic plan for water (the
State Water Plan) and subsequent regional water plans.

National Water Quality Management Strategy

The Commission considers that Western Australia has

made satisfactory progress towards meeting its COAG
commitment in this area. Western Australia has continued
to implement elements of the NWQMS through its State
Water Quality Management Strategy (SWQMS) since the
2004 National Competition Policy assessment. Six of Western
Australia’s seven Natural Resource Management regions
have developed Regional Natural Resource Management
Strategies that will implement the State Water Quality
Management Strategy No. 6 (SWQ6) within the state’s inland
waters. SWQ6 is also being implemented in coastal waters,
including Cockburn Sound, and Exmouth Gulf and the
Pilbara.

Western Australia has continued to progress implementation
of the NWQMS guidelines it nominated as priorities for 2004-
05. While the Commission expected Western Australia to
have completed implementation of these guidelines for this
assessment, the Commission nevertheless acknowledges
that Western Australia is actively incorporating these
guidelines into regulations, water quality protection notes
and best management practice manuals.
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SOUTH AUSTRALIA

Implementation

Overall, South Australia has made satisfactory progress
towards meeting its COAG commitments for this element

of the assessment. South Australia has yet to provide

the Commission with a final implementation plan for
accreditation. South Australia has commenced a review for
one cross-border agreement, but issues of consistency with
the National Water Initiative are not being addressed. None
of the Murray-Darling Basin jurisdictions, including South
Australia, has indicated when the 1992 Murray-Darling Basin
Agreement will be reviewed.

Water Access Entitlements and Planning Framework

Water Access Entitlements

Overall, South Australia has met its COAG commitments

in this area. Legislative arrangements for allocating water
resources relate only to prescribed water resource areas.
Licensing arrangements exist neither for areas outside
prescribed water resource areas, nor for the additional types
of water resources found in areas prescribed for only one
type of water. Licence conversion is complete in all but one
prescribed water resource area (scheduled for July 2007).

South Australia has a publicly accessible register for all
water access entitiements and trades, and is participating
in national processes for developing a nationally consistent
register by 2006. Public consultation and education on the
state’s entitlement regime is carried out by regional boards
that ensure community involvement in water planning
activities.

Environmental and Other Public Benefit Outcomes

South Australia has met its COAG commitments in this
area. South Australia has begun incorporating the National
Water Initiative architecture for the provision of water for
environmental and other public benefit outcomes into its
water entitlement, planning and management regimes.
Water allocation plans, prepared for prescribed water
resource areas, provide water for the environment through
specific water licences, and through rules on consumptive
use that make available water not allocated for a specific
use in a consumptive pool. South Australia does not manage
water for environmental purposes outside prescribed water

of water reform proc




resource areas; however, prescribed areas account for a
high percentage of the state’s available water resources.
South Australia also has arrangements in place for
assessing the environmental risk of water systems.

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

South Australia has made significant progress towards its
COAG commitments in this area. Policy approaches have
been developed in line with the ARMCANZ/ANZECC National
Principles for the Provision of Water for Ecosystems,
including providing legislative backing. An integrated
catchment management approach has been adopted across
the state.

South Australia has completed water planning for the
areas identified in its 1999 implementation programme,
and it is continuing to progress identification of stressed
areas requiring formalised planning. Water allocation plans
are developed using the best available science; however,
the Commission considers that there are issues with the
transparency of the trade-offs between the environment
and consumptive use, and with the clarity of determining
environmental water requirements. Public consultation and
education has been well-addressed, and this is expected
to continue with the introduction of a new system of water
planning arrangements.

Assigning Risks for Changes in Allocation

South Australia has made little progress towards its COAG
commitments in this area. South Australia appears to have
effective arrangements in place to reduce water allocations,
where required, with the agreement of entitlement holders
and without compensation. However, it has not, to date,
indicated whether it intends to integrate the risk assignment
framework outlined in the National Water Initiative, or adopt
a framework of its own. This matter will continue to be
monitored by the Commission.

Indigenous Access

South Australia has made significant progress towards its
COAG commitments in this area. Water planning processes
are obliged to not interfere with native title rights to water
in South Australia. There is, however, no clear demonstration
of consideration of Indigenous rights to water during the
development of water allocation plans. An Aboriginal
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Statewide Advisory Committee has been formed, which
could oversee incorporation of Indigenous issues into water
planning processes.

Interception

South Australia has met its COAG commitments in this
area. Overland flow development is dealt with under water
allocation plans for the four currently prescribed surface
water resource management areas. South Australia

has progressed management of interception from other
landuses, and issues of landuse change, in some areas—
particularly in the south-east of the state.

Water Markets and Trading

South Australia has taken steps to build an effective
legislative and administrative framework to enable water
trading and has removed all institutional barriers to
temporary trade of water entitlements. South Australia
has also removed institutional barriers to permanent
intrastate water trade. The major irrigation trusts in South
Australia have voluntarily lifted their annual permanent
trade out of their areas to the interim limit of four per cent
of total licence allocation. South Australia needs to finalise
necessary legislative arrangements to provide the basis for
the ongoing removal of barriers to permanent trade out of
irrigation districts.

The potential impacts of trade on the environment and
existing water users are managed through the use of water
transfer criteria specified in the relevant water allocation
plan.

South Australia continues to apply a 20 per cent reduction
factor to water allocations traded (permanently or
temporarily) in the North Adelaide Plains, as a precautionary
measure to reduce the demand for groundwater until
sustainable extraction limits are better defined. The
Commission considers, however, that the use of a reduction
factor is a disincentive to trade—especially where trade may
be a useful mechanism to help move towards sustainable
levels of extraction. The Commission considers that South
Australia needs to complete its assessment of sustainable
extraction limits as soon as possible.
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Southern Murray-Darling Water Trading Progress

The Commission has made a separate finding in relation to
South Australia’s progress in meeting commitments to open
up water trade in the southern Murray-Darling Basin which
is covered in Box 1 under New South Wales Findings and
Recommendations.

Best Practice Water Pricing and Institutional
Arrangements

While there has been progress in water pricing and
institutional reform in South Australia, the information
provided for the purpose of this assessment has not
satisfied the Commission that, overall, South Australia is
meeting its COAG commitments in these areas.

South Australia has met its COAG commitments with regard
to metropolitan water storage and delivery, dividens, and
cross-subsidies. However, there are some outstanding
issues for South Australia to address which are detailed in
the assessment.

The Commission notes that the performance of regional
water businesses in South Australia is not reported
separately, and so it may be difficult for South Australia
to report on cost recovery for these businesses. The
Commission notes that community service obligations

are paid to SA Water to provide water to some country
locations at less than total economic cost. It is difficult for
the Commission to assess the appropriateness of these
community service obligation payments because South
Australia has not provided information on the number of
water and wastewater services in country areas for which a
community service obligation is deemed necessary.

With regard to Murray-Darling Basin Commission costs,
South Australia has made little progress in meeting its COAG
commitments. South Australia will undertake additional
work on this issue in 2006 in conjunction with the South
Australian Murray-Darling Basin Natural Resources
Management Board. The Commission will maintain a
watching brief on South Australia’s progress with this work,
and will look to ensure that Murray-Darling Basin costs are
being transparently identified.

South Australia has not demonstrated that it transparently
handles, recovers and reports costs associated with
resource management activities attributable to either the
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Department of Water Land and Biodiversity Gonservation or
the Natural Resource Management Boards. The Commission
considers that South Australia will need to demonstrate
greater transparency in this area in order to meet its COAG
commitments.

South Australia has made some progress towards meeting
its COAG commitments to ensure adequate processes

are in place to support investment in new or refurbished
infrastructure, and to evaluate the economic and ecological
sustainability of public sector programmes. South Australia
has not, however, sufficiently demonstrated that it has met
its COAG commitments regarding the release of unallocated
water. It is not clear to the Commission that the South
Australian Government has in place a process for assessing
the impact on the environment before any new entitlements
are issued, or that environmental outcomes will be
adequately met prior to any release of unallocated water.

With regard to environmental externalities, the Commission
considers that South Australia has not reported adequately
on the extent to which three main levies—the environmental
enhancement levy, the Save the River Murray Levy and

the catchment levy—are used to address environmental
externalities, nor on how the levies are transparently
attributing environmental costs to water users.

The recommendations of the Essential Services Commission
of South Australia are, for the most part, being implemented
as reported in the Transparency Statement for Water and
Wastewater Prices in Metropolitan and Regional South
Australia. The adequacy of the public consultation process in
the Essential Services Commission’s pricing inquiries is not
clear to the Commission.

Integrated Management of Water for Environmental and
Other Public Benefit Outcomes

Institutional Arrangements

South Australia has made satisfactory progress towards
meeting its COAG commitment in this area. South Australia
has recently: established Natural Resources Management
Boards under the Natural Resource Management Act
2004 as its environmental water managers; incorporated
ecosystem health monitoring and review procedures for
measuring environmental outcomes in water allocation
plans; and required water allocation plans to recognise




and conjunctively manage different types of resources, for
example interconnected groundwater and surface water
systems.

The water allocation planning process incorporates public
consultation and education through public meetings and
formal public comment periods upon the release of draft
water allocation plans.

Water Recovery for Environmental Outcomes

South Australia has made satisfactory progress towards
meeting its COAG commitment in this area. South Australia
has established the Environmental Flows for the River
Murray strategy for achieving water recovery for significant
ecological assets under The Living Murray’s ‘First Step’
decision, which clearly identifies the actions to recover the
required water.

Despite South Australia not having invested in any

water recovery projects at the time of this 2005 National
Competition Policy assessment, the Commission considers it
likely that South Australia will develop timely water recovery
proposals and investment packages.

Water Resource Accounting

South Australia is satisfactorily progressing its COAG
commitments in this area.

Through involvement in a national process to benchmark
water accounting systems, South Australia has committed
to provide full access to its existing water accounting and
entitlement registry systems and to other relevant water
databases.

South Australia’s environmental water allocations are
currently recorded in its licensing system, the Water
Information and Licensing Management Application.
Additionally, South Australia is currently participating in the
national process to develop national water accounting and
reporting guidelines

Urban Water

South Australia has not yet met its COAG commitments

in relation to the national Water Efficiency Labelling and
Standards Scheme because the relevant legislation has not
been passed.
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South Australia has made some progress towards meeting
its COAG commitments in the innovation and capacity
building for water sensitive cities—a number of initiatives
are in place to encourage and facilitate the adoption of water
sensitive urban design. South Australia appears to have
initiated some processes to implement these approaches or
evaluate existing ‘icon’ water sensitive urban developments.

Community Partnership and Adjustment

South Australia has made satisfactory progress towards
meeting its COAG commitment in this area. While South
Australia provided little information on its processes for
managing adjustments to water access entitiements, where
needed, the Commission nevertheless understands that the
South Australian government has been able to work with
water licence holders to effectively reduce entitlements
when this has been required by the condition of the
resource. The Natural Resources Management Act 2004
prescribes a detailed community consultation process for
the development of water allocation plans, including through
the Natural Resources Management Boards.

National Water Quality Management Strategy

South Australia has made satisfactory progress towards
meeting its COAG commitment in this area. South Australia
implements the key elements of the NWQMS through its
Environment Protection (Water Quality) Policy 2003. South
Australia has incorporated the NWQMS into its Draft State
Natural Resource Management Plan by requiring all regional
natural resource management plans to be consistent with
the Environment Protection (Water Quality) Policy 2003.

South Australia has also revised its statewide ambient
water quality programme in response to a review that was
completed in 2003. The programme has expanded from 150
to around 300 monitoring sites located across the state.
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TASMANIA

Implementation

Overall, Tasmania is making satisfactory progress towards
meeting its COAG commitments for this element of the
assessment. Tasmania was a late signatory to the National
Water Initiative, having signed a year after other signatory
jurisdictions in June 2005 and is expected to provide the
Commission with a finalised implementation plan in the first
quarter of 2006.

Water Access Entitlements and Planning Framework
Water Access Entitlements

Tasmania has made significant progress towards meeting its
COAG commitments in this area. Tasmania has established
a comprehensive system of water entitlements that has
legislative backing. Tasmania has made some progress
towards completing conversion of all licences, and the
issuing of bulk entitlements for water authorities is
progressing. Tasmania has a register for water entitlements
and trades and is participating in national processes to
develop a nationally consistent register. Consultation and
education processes for Tasmania’s entitlement regime has
been satisfactory.

Environmental and Other Public Benefit Outcomes

Tasmania has met its COAG commitments in this area.
Tasmania has a legislative framework for incorporating
environmental objectives into water resource planning and
management. It has also progressed incorporation of the
National Water Initiative architecture for provision of water
for the environment and other public benefit outcomes.
Water for the environment is provided through either the
full environmental water reserve, or a water provision for
the environment (which is less than the full environmental
water requirement). Both forms of environmental water are
provided under agreed planning arrangements in stressed
systems.

Water Planning and Addressing Currently Overallocated and/or
Overused Systems

Tasmania has made some progress towards meeting its
COAG commitments in this area.

Tasmania has progressed water resource planning through
water management plans and environmental flow studies,
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although it is taking considerable time to complete water
management plans for those systems identified in its 1999
implementation programme. Tasmania has adapted its water
planning processes in response to the problems encountered
in developing the plan for the Great Forester system.
Tasmania also integrates catchment management across the
state.

The Commission notes that Tasmania is improving its
methods for determining environmental water requirements,
through use of a more holistic approach to this matter. The
Commission retains some concern about the transparency
of non-environmental trade-offs that are incorporated

into environmental provisions. Gonsultation and education
processes have been greatly improved in Tasmania since
the release of the first water management plan. Despite the
concerns the Commission has with Tasmania’s planning
methods and timeframes, it recognises that Tasmania has
taken steps to better understand and improve its systems
and methods for water planning and management.

Assigning Risks for Changes in Allocation

Tasmania has made little progress towards meeting its
COAG commitments in this area. Tasmania has a basic

risk assignment framework, which applies in areas with

a finalised water management plan. This framework does
not fully meet the requirements outlined in the National
Water Initiative. A timeline for integrating a risk assignment
framework into its entitlement and planning regimes across
the state has not been provided. It is not clear, as yet, if
Tasmania will adopt the framework outlined in the National
Water Initiative or an alternative approach.

Indigenous Access

Tasmania has made little progress towards meeting its COAG
commitments in this area. Tasmania has no requirement
under legislation or state policy for considering Indigenous
water access rights in its water planning processes. There

is scope for Indigenous issues to be addressed in the
development of water management plans; however, no such
issues of Indigenous access or native title have been dealt
with in the four plans finalised to date.




Interception

Tasmania has met its COAG commitments in this area.
Tasmania considers that its current arrangements for
licensing and development approvals sufficiently deal with
interception and it is not currently intending to carry out any
associated legislative or administrative changes. Tasmania
is expected to address interception resulting from land use
change in the near future.

Water Markets and Trading

Tasmania has made significant progress in meeting its COAG
commitments for water trading. Tasmania has established
effective legislative and administrative arrangements for
water trading, commensurate with the relatively small water
market and limited physical water market opportunities in
the state.

The separation of water licences from land title both within
and outside of irrigation districts provides the basis for trade
in water licences.

Trading rules for unregulated systems are generally applied
only to manage potential environmental impacts and the
physical constraints of the system. The use of trading
zones in Tasmania further aids the practical management
of trading, including managing environmental or third party
impacts.

Tasmania has a public entitlement register that defines
entitlements and registers third-party interests. The approval
of registered third parties is required before a trade may
proceed.

Best Practice Water Pricing and Institutional
Arrangements

With regard to metropolitan water storage and delivery
pricing, Tasmania has met its COAG commitments in terms of
cost recovery and made progress in terms of consumption-
based pricing, cross-subsidies and community service
obligations. However, based on the information provided by
Tasmania, the Commission remains unclear about whether
the dividends being paid in Tasmania reflect commercial
realities and stimulate a competitive market outcome.

The Commission recognises Tasmania’s progress with
regard to meeting rural and regional pricing commitments,
particularly in relation to full cost recovery and
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consumption-based pricing. For regional systems, Tasmania
has made some progress towards meeting its COAG
commitments with regard to cross-subsidies and community
service obligations. The Commission notes that Tasmania
considers the removal of community service obligations to
be exclusively a council decision. Regardless, Tasmania’s
COAG commitments require it to consider, where practicable,
alternative management arrangements aimed at removing
the need for ongoing community service obligations.

Tasmania has made significant progress towards addressing
its COAG commitments for recovery of water planning and
management costs and the identification and recovery of
externalities. The Commission notes that Tasmania has
externally reviewed water planning and management

costs through the Department of Treasury and Finance. To
fully meet its COAG commitments, Tasmania is required to
demonstrate that prices to recover resource management
costs are being independently set or reviewed.

The Commission considers that Tasmania has met its COAG
commitments with regard to assessing the ecological
sustainability of the Meander Dam infrastructure proposal
prior to works commencing. In respect of the project’s
economic viability, Tasmanian officials indicated that
economic viability of the Dam proposal did not require
further analysis. The Commission does not share this

view. The Commission considers that it would have been
prudent to review the economic viability of the proposal,
given changes in economic conditions and the costs of the
project since the last major review of the project on behalf
of the Tasmanian Government in 2003. The Commission’s
own desktop review of economic viability indicated that

the project was still likely to be economically viable. The
Commission notes that the Tasmanian Government is yet to
raise private sector funding through the sale and lease of
water entitlements, or through any other identified means.
The future financial viability of the Meander Dam project will
depend on the government’s success in raising these funds.

Tasmania has made satisfactory progress in meeting its
COAG commitments regarding the release of unallocated
water and demonstrated that appropriate guidelines are in
place to assess the impact on the environment prior to new
entitilements being issued.
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Integrated Management of Water for Environmental and
Other Public Benefit Qutcomes

On the whole, Tasmania has satisfactorily met its COAG
commitments with regard to water pricing and institutional
reform.

The Water Management Act 1999 provides for adaptive
management of surface and groundwater systems (that

is, monitoring and reporting programmes established

within water management plans), and clearly identifies the
environmental and other public benefit outcomes sought for
water systems (that is, environmental flow assessments and
environmental objectives within water management plans).

The Commission notes that Tasmania has identified the
Department of Primary Industries, Water and Environment
as its environmental water manager (water entity), unless
the Minister for Primary Industries and Water approves an
alternative water entity within a catchment to take over the
implementation of a plan.

The Commission is concerned that Tasmania does not have
arrangements for facilitating independent review of water
management plan outcomes. The Commission will look for
Tasmania to develop independent audit and public reporting
of environmental outcomes to meet its COAG commitments.

Public education, consultation mechanisms and information
programmes support the development of water management
plans, for example establishment of protected environmental
values, and the Conservation of Freshwater Ecosystem
Values Project. The water management planning process
also incorporates public consultation and education

through consultative groups, public meetings and a formal
public comment period upon the release of draft water
management plans.

Water Resource Accounting

Tasmania is satisfactorily progressing its COAG commitment
to developing national guidelines for reporting water use and
management information, and consolidated water accounts.
Through involvement in a national process to benchmark
water accounting systems, Tasmania has committed to
provide full access to its existing water accounting and
entitlement registry systems and to other relevant water
databases.
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Tasmania currently provides public information on water
entitlements, use and trades in major surface water systems,
through its Water Information Management System.
Tasmania is currently participating in a national process to
develop national water accounting and reporting guidelines
that will be applied to its existing and any expanded
systems.

Urban Water

Tasmania has met its COAG commitments in relation to the
Water Efficiency Labelling and Standards Scheme. While
Tasmania has released a detailed water sensitive urban
design engineering procedure manual, there is little evidence
of concrete action to review these procedures or evaluate
existing ‘icon’ water sensitive urban developments.

Community Partnership and Adjustment

Tasmania has made significant progress towards meeting
its COAG commitment in this area. Tasmania’s water
management planning processes are well-developed,

and incorporate public consultation and education
through consultative groups, public meetings, and formal
public comment periods upon the release of draft water
management plans.

Given the lack of overallocated rivers in Tasmania, its
processes for assisting those affected by changes in
water allocations and requiring adjustment are less
well-developed. The Commission considers that Tasmania
could clarify its processes for considering adjustment
assistance, and the measures it may use to provide such
assistance.

National Water Quality Management Strategy

Overall, Tasmania has made satisfactory progress towards
meeting its COAG commitment in this area. Tasmania
implements the NWQMS through its State Policy on Water
Quality Management 1997. Protected environmental
values now exist for the majority of Tasmania’s fresh and
estuarine waters, and they are informing the development
of environmental water requirements within water
sharing plans; however, the water quality objectives for
each catchment need still to be developed before their
incorporation in the planning framework. The Tasmanian
Government is also implementing the State Water Quality
Monitoring Strategy that was approved in 2003.




AUSTRALIAN CAPITAL TERRITORY

Implementation

Overall, the Australian Capital Territory has made
satisfactory progress in meeting its COAG commitments

for this element of the assessment. The Commission has

yet to be provided with a final implementation plan for
accreditation. None of the Murray-Darling Basin jurisdictions
have indicated when the 1992 Murray-Darling Basin
Agreement will be reviewed. The Australian Capital Territory
is participating in processes to achieve national actions
under the National Water Initiative.

Water Access Entitlements and Planning Framework

Water Access Entitlements

The Australian Capital Territory has a framework for water
access entitlements that meet its COAG commitments,
including the National Water Initiative. The territory has
made little progress towards completing the conversion

of entitlements since the last National Competition Policy
assessment. The Australian Capital Territory has yet to
finalise its Murray-Darling Basin Cap and, as such, a
consumptive pool has yet to be determined for the territory.
The Commission accepts that recent natural events affecting
the territory (especially the 2003 bushfires) have hampered
progress in this area, and urges the territory to resolve these
matters quickly.

Due to the small water market, the Australian Capital
Territory has a register for entitlements that does not
currently include third-party interests. Only a little public
consultation and education was undertaken on its new
entitlements regime, due to there being so few entitlement
holders. The Australian Capital Territory is participating in
national processes to develop compatible registers.

Environmental and Other Public Benefit Outcomes

Overall, the Australian Capital Territory has met its COAG
commitments in this area. The Australian Capital Territory’s
water management plan Think water, act water provides a
framework for incorporating the National Water Initiative
architecture for providing water for environmental and other
public benefit outcomes into its water entitlement, planning
and management regimes. The Australian Capital Territory
provides environmental water through flow conditions, as
opposed to a specific entitiement.
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Water Planning and Addressing Currently Overallocated and/or
Overused Systems

The Australian Capital Territory has met its COAG
commitments in this area. The Australian Capital Territory’s
water planning arrangements are in line with the ARMCANZ/
ANZECC National Principles for the Provision of Water for
Ecosystems. Best available science was used to develop
environmental flow guidelines for informing water planning
outcomes, and this was improved in the context of the
Future Water Options Project. Environmental requirements
are fully met within Australian Capital Territory systems,
whilst recognising existing consumptive allocations. The
majority of water consumption in the Australian Capital
Territory is for urban purposes. Think water, act water
provides for catchment-wide adaptive management of

the water resource. Public consultation and education for
water planning processes were undertaken during the
development of Think water, act water.

Assigning Risks for Changes in Allocation

The Australian Capital Territory has not met its COAG
commitments in this area. The Australian Capital Territory
has not demonstrated a process or a timetable for
integrating a risk assignment framework into its water
entitlement and planning regime, or at least exploring
whether such a framework is necessary with so few
entitlement holders. The Commission considers that the
Australian Capital Territory needs to address this issue,
at least in light of the variables it has identified (climate
change, bushfire risks and population growth), and
especially considering the Murray-Darling Basin Ministerial
Council Cap and subsequent consumptive pool of water
resources that have yet to be defined.

Indigenous Access

The Australian Capital Territory has made satisfactory
progress towards meeting its COAG commitments in this
area including consideration of Indigenous issues during the
development and consultation for Think water, act water.
There is, however, no statutory requirement for consideration
of these issues, nor is the possible existence of native title
rights to water included in the territory’s water planning
processes.

XXV



Interception

Overall, the Australian Capital Territory has met its COAG
commitments in this area. Overland flow capture is
addressed through licensing arrangements in the Australian
Capital Territory. The Australian Capital Territory recognises
that increased runoff due to urbanisation is a priority for the
area, and will remain significant in future water planning.

Water Markets and Trading

Overall, the Australian Capital Territory has made some
progress towards meeting its COAG commitments.

The Australian Capital Territory has established effective
legislative arrangements for temporary and permanent
intra-territory and interstate water trading, commensurate
with the small number of tradeable entitlements in the
territory. The delay in the finalisation of the Murray-Darling
Basin Ministerial Council Cap on water diversions for the
Australian Capital Territory, and the lack of development of
the necessary arrangements with other states to facilitate
trade, is preventing the opening up of the interstate trading
market in the Australian Capital Territory.

The Australian Capital Territory has not developed specific
trading rules to manage the potential impacts of trade on
the environment, other than an assessment of a transfer
applicant’s past history with regard to environmental
management. More specific arrangements may need to be
developed in the event that the impetus for interstate trade
does increase.

Best Practice Water Pricing and Institutional
Arrangements

On the whole, the Australian Capital Territory has met
its COAG commitments with regard to water pricing and
institutional reform.

The Australian Capital Territory has met its COAG
commitments with regard to metropolitan water storage

and delivery pricing. Water and wastewater prices are

set such that full cost recovery is achieved, and dividend
policies comply with COAG commitments. Some progress
has been made in relation to a systematic approach to trade
waste charges that does not lead to non-transparent cross-
subsidies, but the Commission considers that further work is
needed in this area.
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The Australian Capital Territory has met its COAG
commitments to recover costs for water planning and
management. With the application of the water abstraction
charge, all the costs associated with water planning and
management are recovered. In addition, the use of the
Independent Competition and Regulatory Commission
ensures that the charge is independently reviewed, and that
public consultation and education takes place. In addition,
the water abstraction is separately reported on customer
accounts. The costs associated with the provision and
management of licences is also recovered.

The Australian Capital Territory has met its COAG
commitments with regard to investment in new or
refurbished infrastructure and the release of unallocated
water. Economic viability, ecological sustainability and
environmental assessments were conducted for new
infrastructure proposals in the Australian Capital Territory.
With regard to unallocated water, a comprehensive review of
avenues to meet increased water demand was undertaken
and environmental impacts from the release of unallocated
water were considered. Market based mechanisms available
for the allocation of unallocated water are specified.

Environmental externalities and their associated costs
have been identified by the Independent Competition and
Regulatory Commission, and they are recovered through
the water abstraction charge. In addition, these costs are
transparently passed on to users.

The Australian Capital Territory has met its COAG
commitment with regard to the role of its independent
regulator. In relation to benchmarking water service
providers, the Commission notes that ACTEW, the
Independent Competition and Regulatory Commission, and
the Australian Capital Territory Government participate in
benchmarking activities.

Integrated Management of Water for Environmental and
Other Public Benefit Outcomes

Institutional Arrangements

The Australian Capital Territory is satisfactorily progressing
its COAG commitment in this area. The Australian Capital
Territory formally recognises environmental water under the
Water Resources Act 1998. The Act requires preparation of a
water resources management plan, in which environmental
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flows take priority over all other uses of water when
allocations are determined.

The Environment Protection Authority is identified as

the environmental water manager, and is enhancing its
understanding of the interaction between groundwater
abstraction and surface water baseflows, to improve water
management regimes. The Australian Capital Territory

has also demonstrated a commitment to monitoring and
reviewing the adequacy of environmental water provision
and management arrangements under the territory’s Water
Resources Management Plan 2004 and Environmental Flow
Guidelines.

Under the Water Resources Act 1998 the Australian Capital
Territory must also consult the public during the preparation,
and any subsequent review, of the Water Resources
Management Plan and Environmental Flow Guidelines.
Accordingly, a public consultation phase informed the recent
review these guideline.

Water Resource Accounting

Overall, the Australian Capital Territory has satisfactorily
progressed its COAG commitment to benchmark existing
water accounting systems and environmental water
accounting.

Through involvement in a national process to benchmark
water accounting systems, the Australian Capital Territory
has committed to provide full access to its existing water
accounting and entitlement registers and to other relevant
water databases. The Australian Capital Territory is also
currently participating in the national process to develop
national water accounting and reporting guidelines.

Annual data on environmental water allocations and
provisions is detailed in the Australian Capital Territory
Water Report.

Urban Water

The Australian Capital Territory has met its COAG
commitments in relation to the national Water Efficiency
Labelling and Standards Scheme.

The Australian Capital Territory has made some progress
towards meeting its COAG commitments in innovation and
capacity building for water sensitive cities, with a number of
initiatives in place to encourage and facilitate the adoption
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of water sensitive urban design. A process to evaluate
existing ‘icon’ water sensitive urban developments to
identify knowledge gaps and lessons for future strategically
located developments has not been demonstrated.

Community Partnership and Adjustment

Australian Capital Territory has met its COAG commitment
in this area. Community involvement and public education
have been demonstrated by the community engagement
process undertaken to develop the Think water, act water,
and the recent review of the Environmental Flow Guidelines.
Furthermore, Think water, act water involves an adaptive
management approach to addressing water resource
management that involves public consultation and it is
transparent.

Managing adjustment due to reductions in water allocations
has not been an issue for the territory, and therefore close
community engagement on this issue has not yet been
required.

National Water Quality Management Strategy

The Australian Capital Territory has made significant
progress towards meeting its COAG commitments in

this area. Since the 2003 National Competition Policy
assessment, the Australian Capital Territory has reviewed
its water quality standards and water quality monitoring
programmes to make them consistent with the NWQMS
(Papers 4 and 7, respectively), as well as continuing to
recognise and give effect to the NWQMS through its water
planning processes.
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NORTHERN TERRITORY

Implementation

Overall, the Northern Territory has made satisfactory
progress for this element of the assessment. The
Commission has yet to be provided with a final
implementation plan for accreditation. The Northern Territory
is participating in national processes under the National
Water Initiative and is progressing steps to include potential
cross-border management areas.

Water Access Entitlements and Planning Framework

Water Access Entitlements

Overall, the Northern Territory has made some progress
towards meeting its COAG commitments in this area.

The Northern Territory has a system of licensing that has
legislative backing. However, licences do not fully comply
with the National Water Initiative, as they are issued for a
period of ten years and they are not specified as a share

of the resource. Furthermore, the conversion of licences to
water entitlements has not commenced and is not scheduled
until 2007.

The Northern Territory has a register for all entitlements and
trades, although it does not include third-party interests

due to what it says is a lack of demand. The Northern
Territory is participating in national processes and will
therefore have to address third-party interests to develop

a compatible register by 2006. Public consultation and
education on entitlements is undertaken through the process
of developing a water allocation plan.

Environmental and Other Public Benefit Outcomes

The Northern Territory has met its COAG commitments

in this area. The Northern Territory has a framework for
managing extractions in the Top End and the Arid Zone to
ensure the provision of water for the environment across the
territory. These contingent regimes have been developed in
response to the lack of scientific knowledge on individual
systems, which prevents unique flow rules being developed.
Furthermore, through its water entitlement, planning and
management arrangements, the Northern Territory does
provide specifically for the environment and public benefits
under water allocation plans and water control districts.
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Water Planning and Addressing Currently Overallocated and/or
Overused Systems

Overall, the Northern Territory has made some progress
towards meeting COAG commitments in this area. The
Northern Territory has integrated ARMCANZ/ANZECC
National Principles for the Provision of Water for Ecosystems
into its water planning framework, and it is progressing
water resource planning through its development of water
allocation plans for identified water control districts.

The Commission is concerned, however, that the Northern
Territory is taking considerable time to complete water
allocation plans for the remaining three systems identified in
its 1999 implementation programme.

An integrated catchment management approach—on

the basis of good science—has been adopted across the
territory, and water for the environment is provided through
planning arrangements in the identified wa