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Abbreviations

ACCC Australian Competition and Consumer Commission

ACT Australian Capital Territory

AGA Australian Gas Association

ARMCANZ Agriculture and Resource Management Council of
Australia and New Zealand

ANZECC Australian and New Zealand Environment and
Conservation Council

ANZMEC Australian and New Zealand Minerals and Energy Council

APIA Australian Pipeline Industry Association

APPEA Australian Petroleum Production and
Exploration Association

ATAC Australian Transport Advisory Council

ATC Australian Transport Council

BCA Business Council of Australia

CAB Coverage Advisory Body

CDM Coverage Decision Maker

COAG Council of Australian Governments

CO2 carbon dioxide

CPA Competition Principles Agreement

DC direct current

EHV extra high voltage

FAG Financial Assistance Grants

GRIG Gas Reform Implementation Group

GTE Government Trading Enterprise

IPART Independent Pricing and Regulatory Tribunal (NSW)

IP&RC Independent Pricing and Regulatory Commission (ACT)
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kph kilometres per hour

kW kilowatt

MCRT Ministerial Council for Road Transport

MNC Multiple Network Corporation

MW megawatt

NCC National Competition Council

NCP National Competition Policy

NECA National Electricity Code Administrator

NEM National Electricity Market

NEMMCO National Electricity Market Management Company

NEVDIS National Exchange of Vehicle and Driver Information System

NGMC National Grid Management Company

NGPAC National Gas Pipelines Advisory Committee

NRTC National Road Transport Commission

NSW New South Wales

NT Northern Territory

ORG Office of the Regulator General (Vic)

PRRT Petroleum Resource Rent Tax

QCA Queensland Competition Authority

QLD Queensland

SA South Australia

SPPs Special Purpose Payments

TAS Tasmania

TER tax equivalent regime

TPA Trade Practices Act 1974

VIC Victoria

WA Western Australia

WACC weighted average cost of capital



Introduction

In April 1995, all Australian governments reached agreement on a National
Competition Policy (NCP) for Australia.  Three intergovernmental agreements
underpin the NCP:

� the Competition Principles Agreement (CPA);

� the Conduct Code Agreement; and

� the Agreement to Implement the National Competition Policy and Related
Reforms (Implementation Agreement).

The three agreements outline the reforms which governments undertook to put in
place under the NCP process.  �Related� reforms in the electricity, gas, water and
road transport industries also form part of the NCP package.  Reforms in these
areas have been agreed at several recent meetings of the Council of Australian
Governments (COAG) and of Heads of Governments and Premiers and Chief
Ministers.1   For some reform areas, agreements reached by interjurisdictional bodies
such as Ministerial Councils are also relevant.

This document reproduces the three agreements and relevant extracts of agreements
reached by COAG and other inter-jurisdictional bodies.

Some background - a national approach to microeconomic reform

Over the past decade, microeconomic reform issues have been at the forefront of
the economic policy agendas of all spheres of government.  Landmark decisions in
the early 1980s to float the currency, deregulate financial markets and systematically
reduce trade barriers helped to establish a more flexible and outward looking economy.
These reforms in turn revealed other priorities, leading governments to focus on a
range of matters including, for example, the performance of their business enterprises,
the harmonisation of regulations among jurisdictions and the creation of competitive
national energy markets.

1 Outcomes of meetings are reported in Communiques, which are the public account of key discussions and agreements released
following each meeting.
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Increasingly, governments saw a benefit in adopting a nationally coordinated
approach to reform, and the annual and biannual meetings of COAG became
a key mechanism.  The meetings of COAG and Heads of Governments since
October 1990 are listed in the table below.

Meetings of Heads of Australian Governments since October 1990

Governments created the vision for a national approach to competition policy
reform in October 1992 when they established an independent Committee of
Inquiry into a National Competition Policy for Australia.  The Committee, which
became known as the Hilmer Committee after its chairperson, made
recommendations in six policy areas:

� extension of the reach of the Trade Practices Act 1974 (TPA) to
unincorporated businesses and State and Territory government businesses;

� extension of prices surveillance to State and Territory government
businesses to deal with those circumstances where all other competition
policy reforms had proven inadequate;

Meeting Venue Date

Special Premiers� Conference Brisbane 30-31 October 1990
Special Premiers� Conference Sydney 30 July 1991
Premiers and Chief Ministers Adelaide 21-22 November 1991
Heads of Government Canberra 11 May 1992
Council of Australian Governments Perth 7 December 1992
Council of Australian Governments Melbourne 8-9 June 1993
Council of Australian Governments Hobart 25 February 1994
Premiers and Chief Ministers Sydney 29 July 1994
Council of Australian Governments Darwin 19 August 1994
Premiers and Chief Ministers Melbourne 25 November 1994
Leaders� Forum Adelaide 24 February 1995
Council of Australian Governments Canberra 11 April 1995
Leaders� Forum Brisbane 3 November 1995
Leaders� Forum Adelaide 12 April 1996
Council of Australian Governments Canberra 14 June 1996
Leaders� Forum Melbourne 27 September 1996
Council of Australian Governments Canberra 17 November 1997
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� application of competitive neutrality principles so that government businesses
do not enjoy a competitive advantage simply as a result of public sector
ownership;

� restructuring of public sector monopoly businesses;

� reviewing all legislation which restricts competition; and

� providing for third party access to nationally significant infrastructure.

The three April 1995 competition policy agreements committed governments to
reforms broadly in line with the Hilmer recommendations, and to changes in the
electricity, gas, water and road transport industries which had been previously agreed
by governments.  These agreements are reproduced in Part 1.

Under the Implementation Agreement, the Commonwealth Government undertook
to make on-going National Competition Policy payments (NCP payments) to each
State and Territory over the period 1997-98 to 2005-06, subject to that State or
Territory making satisfactory progress against their NCP and related reform obligations.
NCP payments are to be made in three tranches: prior to July 1997, July 1999 and
July 2001, the NCC assesses whether each State or Territory has met the conditions
for the payments to commence.  There are two components to the NCP payments:
a guarantee to maintain the real per capita value of the Financial Assistance Grants
(FAG) pool available to each State and Territory and an indexed competition payment.

In several areas, the reforms compiled in the April 1995 competition policy agreements
have been augmented by subsequent COAG and Heads of Governments meetings.
The Communiqués of these meetings provide the detail of the reform obligations
against which the NCC assesses progress.  Part 2 of this document reproduces
extracts from Communiqués which are relevant to NCP and related reform matters.
For completeness, Part 2 also provides details of decisions relevant to the overall
NCP program taken by other inter-jurisdictional bodies such as Ministerial Councils.
However, these do not form part of the formal assessment framework.

State and Territory policy statements

As a first step in the NCP reform process, all governments published two policy
statements covering competitive neutrality reform and the application of the
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competition principles to local government.2  Each government also developed a
timetable for the review and, where appropriate, reform of legislation that restricts
competition by the year 2000.

All governments provided their policy statements and review timetables to the NCC
in accordance with the competition policy agreements.  All statements are publicly
available documents and can be obtained from the relevant government.  Contact
details are provided at Appendix A.

Progress with implementing National Competition Policy and Related
Reforms

The CPA requires each government to report annually to the NCC on progress
with implementing their legislation review and competitive neutrality programs.
State and Territory governments provided their first reports to the NCC in March
1997.  These reports covered all aspects of their progress with NCP, including
in relation to local government and the infrastructure reforms.  The reports can be
obtained from the relevant government.

Based primarily on governments� policy statements and annual reports, the NCC
conducted an assessment of the progress achieved by each government, as required
under the Implementation Agreement.  On 30 June 1997, the NCC provided its
assessment and the related recommendation on NCP payments to the Commonwealth
Treasurer.

The NCC recommended that each State and Territory receive all of the first (1997-
98) component of their initial tranche of NCP payments, but that the second (1998-
99) component be subject to assessment by the NCC, prior to July 1998, of first
tranche matters for each jurisdiction which the NCC had identified as unresolved in
its June 1997 assessment.  The Treasurer agreed with the Council�s recommendation.
Some $403 million in NCP payments was allocated to States and Territories in 1997-
98, as shown in the table below.

2 Local government policy statements are not required from the Commonwealth and ACT Governments as these jurisdictions
have no local government sphere.
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Source: Commonwealth Treasury

As a party to the NCP agreements, the Commonwealth Government must also provide
annual reports on progress with legislation review and competitive neutrality, although
there are no NCP payments linked to the Commonwealth�s performance.

The NCC will make its second tranche assessment of progress with implementation
and recommendations on NCP payments prior to July 1999, and the third tranche
assessment prior to July 2001.

Real per capita growth Competition payment        Total

in FAGs pool

  New South Wales 56.4 72.3 128.7
  Victoria 41.4 53.0   94.3
  Queensland  36.4 39.4   75.8
  Western Australia 18.4 20.8   39.2
  South Australia 18.0 17.0   35.0
  Tasmania   7.5   5.4   12.9
  ACT   2.8   3.6     6.4
  Northern Territory   9.4   2.2   11.6

  Total        190.3          213.6 403.0

Payments to States and Territories under the
National Competition Policy, 1997- 98 ($million)
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PART 2

AGREEMENTS ON RELATED REFORMS



Electricity

The April 1995 competition policy agreements link NCP payments to, among other
conditions, the implementation of specified electricity reforms.  States and Territories
are to take all measures necessary to implement an interim competitive National
Electricity Market (NEM) from 1 July 1995 or on such other date as agreed by the
parties for the first tranche of NCP payments.  Following a letter of 10 December
1996 from the Prime Minister to all Premiers and Chief Ministers, the agreed
implementation date for the NEM  was changed to early 1998.

The trading rules, network pricing principles, system controls and rules for access to
networks, and other matters have been developed and incorporated into an electricity
Code of Conduct (the Code). Two institutional bodies have been established, the
National Electricity Code Administrator (NECA) and the National Electricity Market
Management Company (NEMMCO), which are responsible for administering the
Code and managing the market, respectively.

The Australian Competition and Consumer Commission (ACCC) received
applications by NECA and NEMMCO, on behalf of governments of the
Australian Capital Territory, New South Wales, Queensland, South Australia
and Victoria:

� to accept under Part IIIA of the TPA an access code for the electricity
transmission and distribution networks; and

� to authorise under Part VII of the TPA the proposed electricity
wholesale market arrangements within the Code.

The ACCC authorised the Code and the arrangements set out in the Code on
9 December 1997, subject to a number of conditions being met.  The ACCC released
a draft determination conditionally accepting the access code.  A final determination
is expected to be released before the start of the market.

As an interim step in establishing to the establishment of the NEM, in November
1996, NSW, Victoria and the ACT signed a Heads of Agreement to introduce an
interim market (NEM1).  On 4 May 1997, the first stage of NEM1 commenced,
which involved the harmonisation of market rules in the NSW (including the ACT)
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and Victorian electricity markets to enable generators to bid against each other to
supply power to energy retailers in NSW, Victoria and the ACT, and indirectly to
South Australia.

South Australia is committed to participating in the NEM and took the role of lead
legislator in relation to the legislation required to establish the NEM and apply the
Code in participating jurisdictions.  South Australia passed the National Electricity
(South Australia) Act in June 1996.  However, South Australia is not expected to
participate until the full establishment of the NEM.

Queensland recently commenced its interim electricity market, which is virtually
identical to the proposed NEM arrangements.  Queensland will also join the
NEM once it is fully established, although full integration with the NEM will
not occur until physical interconnection with New South Wales (around 2001).

The Tasmanian Premier stated in his Directions Statement (10 April 1997) that
Tasmania is committed to participating in the NEM on the basis that it proceeds
with an interconnection with Victoria (the proposed Basslink project).  The
Tasmanian Premier has set the objective of implementing Basslink by 2002.

The second tranche of NCP payments, to commence in 1999-2000, will depend on
relevant States and Territories completing the transition to a fully competitive NEM
by 1 July 1999.  Third tranche payments, to commence in 2001-02, will depend on
relevant States and Territories giving full effect to, and continuing to fully observe, all
COAG agreements with regard to electricity.

Agreements on reforms to the electricity industry, including the establishment of the
NEM, were made at the following meetings:

� Special Premiers� Conference Brisbane 30-31 October 1990

� Special Premiers� Conference Sydney 30 July 1991

� Premiers� and Chief Ministers� Adelaide 21-22 November 1991
Meeting

� Heads of Government Canberra 11 May 1992

� COAG Perth 7 December 1992

� COAG Melbourne 8-9 June 1993
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� COAG Hobart 25 February 1994

� COAG Darwin 19 August 1994

� Leaders� Forum5 Adelaide 12 April 1996

Extracts pertaining to electricity industry reform in the Communiqués for each of
these meetings are reproduced below.  Also provided are relevant extracts from the
Prime Minister�s 10 December 1996 letter to Heads of Government covering electricity
reform.

Special Premiers� Conference   Brisbane   30-31 October 1990

Leaders agreed that there may be additional benefits from an extension of, and/or
organisational changes to, the interstate electricity network covering NSW, Victoria,
Queensland, South Australia, Tasmania and the ACT.  Consequently, they further
agreed that a working group be set up to;

(a) assess whether extensions to the interstate network are economically
justified;

(b) if so, assess the organisational options for achieving this, including a
jointly owned interstate transmission system, a pool arrangement, and other
ways of improving the management of current interstate arrangements; and

(c) report to the next Special Premiers� Conference.

The working group will include representation from relevant electricity authorities
and policy agencies from the respective governments including the Commonwealth,
and seek contributions from interested parties, including major users in the private
sector.

Special Premiers� Conference   Sydney   30 July 1991

Leaders and representatives agreed to establish a National Grid Management Council
to encourage and coordinate the most efficient, economic and environmentally sound
development of the electricity industry in eastern and southern Australia having regard
for key National and State policy objectives.  This represents an important

5 The Leaders� Forum comprised of State and Territory First Ministers but did not include the Commonwealth.
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step forward in advancing cooperation in the electricity industry, the absence
of which has cost the nation dearly in terms of excessive generation capacity,
inappropriate plant mix and inflexibility of fuel use.

The Agreement is entered into on a cooperative basis.

The Council will encourage open access to the eastern and southern Australian grid
and free trade in bulk electricity for private generating companies, public utilities and
private and public electricity customers.  It will also coordinate planning of the
generation and interconnected transmission systems and encourage the competitive
sourcing of generation capacity and the use of demand management.

Each participating government will nominate a representative to the Council which is
to have an independent chairperson. The governments represented on the Council
will be the Commonwealth, New South Wales, Victoria, Queensland, South Australia,
Tasmania and the ACT.  However, should these initiatives develop into more formal
arrangements involving the ownership or joint operation of transmission or generation
systems assets, the membership of the continuing organisation will be reviewed.  The
current membership arrangements should not be taken as a precedent for future
arrangements.  These governments have agreed to contribute the resources required
for the Council without establishing a separate new organisation with overhead costs.

The Council is to oversee the preparation of a draft protocol covering the planning,
operation, development, monitoring and extension of the eastern and southern
Australian grid.  In preparing the draft, which is to be submitted to participating
Heads of Government for consideration in November, the Council is to seek and
encourage external input and comment.

Leaders and representatives noted that extensions to the current interstate grid linking
New South Wales, Victoria, South Australia and the ACT were technically feasible
and economically justified.  They asked that the more detailed technical appraisals of
the proposed links to Queensland and Tasmania continue with a view to the results
being available by the November Special Premiers� Conference.  On present
indications, a link to Tasmania could be operational by the mid to late 1990s and
extension of the grid to Queensland possibly from 1997.

In setting in place these arrangements, leaders and representatives noted the potential
that they contain to deliver cheaper electricity and a more rational use of the nation�s
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resources and to better position Australia in the international market for
electricity supply. 6

Premiers� and Chief Ministers� Meeting   Adelaide   21-22 November 1991

Mr John Landels, Chair of the National Grid Management Council, reported to
Premiers and Chief Ministers on the progress of the Council�s work program.

The Premiers and Chief Ministers are pleased to note the environmental benefits
to Australia which will result from this process, as there is  potential for a
significant reduction in greenhouse gases by deferring the need for additional
generating capacity.

The Council has considered a draft National Grid Protocol and a timetable on
the need for additional generating capacity.  The draft Protocol will be used as
a basis for a round of public consultation commencing next month.

These seminars will be conducted in Sydney, Melbourne, Brisbane, Adelaide,
Hobart and Canberra.  The participants will include a wide section of
stakeholders: industry existing and potential private generators, major bulk
supply customers, unions and commercial groups.

The Council has also considered the links to Tasmania and Queensland.

[The State Electricity Commission of Victoria] and [the Hydro-Electric Commission]
have forwarded a report on the feasibility of a DC cable interconnection between
Tasmania and the mainland.  The report suggests that there are significant potential
gains from such a link.

The Premiers note the progress that has been made.  Broader economic and business
studies are now being done to assess comprehensively the case for proceeding with
the link in the near future.

The Premiers and Chief Ministers encourage the progression of these studies and
will consider the wider implications for the grid.

6 On 30 July 1991, First Ministers from the Commonwealth, New South Wales, Victoria, Queensland, South Australia,
Tasmania and the Australian Capital Territory signed the Electricity Generation and Transmission Interstate
Co-operation Heads of Agreement which established the NGMC.
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The Queensland and NSW Governments support in principle the interconnection of
their electricity grids and have directed that a detailed feasibility study be undertaken.

The feasibility study should be completed early in 1992 which would indicate the
economics and time of the options for interconnection.  Further work needs to be
then carried out to determine the sharing of costs and benefits and to establish
commercial arrangements satisfactory to Queensland, New South Wales and the
other parties to the existing interconnection (Victoria and South Australia).

Securing easements for the interconnector will involve a lengthy process of community
consultation and environmental assessment of alternative routes.

To ensure that capability to achieve the benefits of interconnection is preserved the
Queensland and New South Wales Governments will authorise the Queensland
Electricity Commission and the Electricity Commission of New South Wales to
immediately commence a joint coordinated process for planning and determining an
easement corridor to provide for future interconnection.

Premiers and Chief Ministers noted Mr Landels� advice that the Council would advise
them on the processes for direct arrangements between major customers and
generators at their next meeting.

Heads of Government   Canberra   11 May 1992

It was agreed to develop an interstate transmission network across the eastern States
and that the National Grid Management Council would report on the precise nature
and operating guidelines of the structure by the end of 1992.  To achieve this, Heads
of Government agreed to the principles of separate generation and transmission
elements in the electricity sector.

Western Australia, while not a part of the national grid, supports the above.  South
Australia wishes to look further at the implications for its system.  Tasmania�s
participation in a national grid will be dependent on the development of
a Basslink proposal.

Heads of Government agreed to finalise the draft national grid protocol prepared by
the National Grid Management Council via correspondence by the end of June.
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COAG   Perth   7 December 1992

The Prime Minister, the Premiers of New South Wales, Victoria, Queensland, South
Australia and Tasmania and the Chief Minister of the Australian Capital Territory
noted the content of a report they had received from the Chairman of the National
Grid Management Council (NGMC) on the Council�s work over the past 12 months.
In particular, they noted the work the NGMC has been overseeing on the development
of an interstate transmission network and the NGMC�s intention to meet the timetable
set by the Heads of Government last May for a report on the precise nature and
operating guidelines for the structure by the end of 1992.  The relevant Heads of
Government reaffirmed their commitment to the principle of separate generation and
transmission elements in the electricity sector and agreed to give early consideration
to the report.

The Heads of Government also noted the work the NGMC has been undertaking on
transmission pricing and pooling arrangements in advance of the proposed introduction
of customer-generator links.  Given the importance of these two issues to the future
development of trade in energy, the Heads of Government endorsed the NGMC�s
commitment to consult widely on its proposals in these areas before finalising them.

COAG   Melbourne   8-9 June 1993

Since the National Grid Management Council (NGMC) was established in July 1991,
relevant Heads of Government have extensively considered the arrangements necessary
to give effect to their decisions to implement a competitive electricity supply industry
in eastern and southern Australia.  On this occasion they discussed two NGMC
reports - one on the structure of the transmission network across eastern and southern
Australia and one on the NGMC�s recent work including proposals for a detailed
timetable of the steps which need to be taken to commence a competitive market.

The Prime Minister, the Premiers of New South Wales, Victoria, Queensland and
South Australia and the Chief Minister of the Australian Capital Territory agreed to
have the necessary structural changes put in place to allow a competitive electricity
market to commence as recommended by the NGMC from 1 July 1995.

These structural changes will include the establishment of an interstate electricity
transmission network with those States which are already inter-connected, together
with Queensland, working towards implementation by 1 July 1995 of the Multiple
Network Corporation (MNC) structural option outlined in the NGMC�s report.
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Under this proposal, the transmission elements of the relevant existing electricity
utilities are to be separated out from generation and placed in separate corporations.
South Australia is considering the use of a subsidiary structure pending the resolution
of cost issues associated with separating transmission from its vertically integrated
authority.  Resolution of those issues would enable the adoption of the MNC model.

Tasmania reserves its position pending the outcome of its current electricity industry
review.

In making this commitment the Council noted that the establishment of an interstate
electricity market and the implementation of the MNC model requires the settling of
a number of important and sensitive issues including market trading arrangements,
grid pricing and regulatory framework, budgetary impact on the States, the resolution
of tax compensation issues and reform arrangements for the Snowy Mountains
Scheme.

It was agreed that there be a progress report on these, and a range of operational
matters under examination by the NGMC, to the next Council of Australian
Governments meeting.  Heads of Government endorsed the NGMC�s commitment
to consult closely with key stakeholders in carrying through its work.

Heads of Government also agreed to the further examination, during the establishment
of the MNC structure, of whether the network structure for governments to work
towards should be a national network corporation or another option.

The conclusions of a response to the NGMC�s reports prepared by senior officials
for Heads of Government which were endorsed are attached [see the following
Attachment], together with the NGMC�s timetable of events leading up to a 1
July 1995 commencement of a competitive electricity market.
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Attachment

Electricity industry reform

In relation to reform of the electricity industry relevant Heads of Government:

1. Announced a firm commitment to have the necessary structural changes
in place to allow implementation of a competitive electricity market from
1 July 1995.

2. Confirmed their commitment to the establishment of an interstate
transmission network, separate from generation and distribution interests,
noting that the achievement of this will require the settling of important
and sensitive issues, including:

� market trading, grid pricing and regulatory arrangements;

� the budgetary impact on the States;

� the resolution of tax compensation issues; and

� resolution of reform arrangements for the Snowy
Mountains Scheme.

3. Agreed that establishment of the interstate transmission network be
through adoption of the Multiple Network Corporation model outlined
in the NGMC report.

4. Agreed that jurisdictions in southern and eastern Australia will work to
have the Multiple Network Corporation structure in place by 1 July 1995,
consistent with the NGMC timetable for the introduction of a competitive
electricity market.

(in relation to 1, 3 and 4 Tasmania indicated that it is reviewing the
appropriate structure of its electricity supply industry and will report to
COAG once a decision has been made.)

(in relation to 3 and 4, South Australia indicated it is considering the use
of a subsidiary structure pending the resolution of cost issues associated
with separating transmission from its vertically integrated authority.
Resolution of those issues would enable the adoption of the Multiple
Network Corporation model.)
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5. Committed to further examine, during the course of the establishment of
the Multiple Network Corporation structure, of whether the network
structure for governments to work toward should be a National Network
Corporation or another option.

6. Reconfirmed the objective of competitive generation as envisaged in the
National Grid Protocol, noting that this will involve merit order dispatch of
individual generators to ensure that the most cost-effective generation is
despatched and to enable private sector generation to compete on equal terms.

7. Called for a report from the NGMC at the next meeting of the Council of
Australian Governments on the following major issues associated with
implementation of electricity reform:

� the implementation of network pricing and market trading
arrangements to underpin competition in electricity trading;

� appropriate regulatory arrangements, noting that the Hilmer inquiry
into competition policy will report during this period;

� progress in the establishment of a high-voltage transmission link
between NSW and Queensland (Northlink); and

� demand management opportunities.

8. Asked the NGMC to address further major issues, including:

� methodologies to ensure a consistent and commercial approach to
the valuation of transmission assets; and

� the implementation of effective system control arrangements for
the integrated network, independent of the generation sector, that
meet the needs of generators, distributors and major customers.

9. Noted that the NGMC will need to further consult widely and visibly
with major stakeholders.

10. Agreed that the parameters for the 1994 review of the NGMC be agreed
at the next meeting of the Council of Australian Governments.
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11. Requested the senior officials working group to report back to the next
meeting of the Council of Australian Governments on:

� which established the NGMC.whether a Memorandum of
Understanding is required between Heads of Government to advance
the establishment of an interstate transmission network and, if so, what
it should contain;

� progress in the resolution of the tax compensation matter;

� progress in resolution of reform arrangements for the Snowy Mountains
Scheme; and

� reform actions taken within the States to facilitate the introduction of a
competitive electricity market.

COAG   Hobart   25 February 1994

In relation to reform of the electricity industry relevant Heads of Government:

1. Noted the progress which has been made since their June 1993 meeting to
fulfil their commitment to have the necessary structural changes in place to
allow the implementation of a competitive electricity market from 1 July 1995
including:

� substantial progress in Victoria and Queensland in the structural
separation of generation, transmission, system control and distribution
elements and the commitment by New South Wales to form a
separate incorporated transmission subsidiary to Pacific Power as the
first step in separation of transmission in that State;

� the commitments by New South Wales and Victoria to review before
1 July 1995 the structure of the generation sectors in their States;

� the commencement by the National Grid Management Council (NGMC)
on 1 November 1993 of a market trial in all participating States which
should spread the market culture and provide prospective market
participants with experience in use of market instruments;

� the memorandum of understanding between New South Wales and
Victoria which reflects the agreement by both States to develop a process
for coordinating reform activities by 1 March 1994 in order to meet the
objectives of competitive interstate trade by 1 July 1995;
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� the agreement between officials of New South Wales and Victoria of a
statement (for negotiations with the Commonwealth) of principles for
the reform of the Snowy Scheme; and

� development by the NGMC for circulation early in 1994 of a discussion
paper on demand management issues in a competitive electricity market.

2. Agreed to the principles for a national competitive electricity industry of a
uniform approach to network pricing and regulation, and to the principle of a
form of vesting contracts for managing the transition to the competitive market.
With regard to network pricing, this applies to such things as common asset
valuation methodologies and rates of return as well as cost reflective and uniform
pricing methodologies.  With regard to vesting contracts, the timing and maturity
profile of these contracts will be determined after further financial analysis,
with the aim of completing the transition process by no later than 1 July 1999.

In the context of regulation, governments agreed to the following proposals by
the NGMC for a regulatory framework for the electricity industry which reflects
the decision of the Council on the Hilmer Report recommendations:

(a) that the regulatory approach for the competitive national electricity
industry be a framework encompassing a code of conduct which is
consistent with overall national regulation with some State
regulation, where required, subject to the following principles:

� a national regulator for market conduct;

� a code of conduct which, following endorsement by governments,
would be subject to authorisation by a national regulator with
oversight for three areas covering:  network pricing; pool rules,
operation and system control; and network connection and access.
Oversight will include pricing surveillance, at either State or national
level, of non-competitive generation market segments;

� a national advisory body (which could be the NGMC or its
successor) to provide governments with the information on the
monitoring/oversight of a code of conduct for planning of future
system developments; and

� State regulation for franchise customer pricing, the environment
and safety;

(b) that national regulation of market conduct be undertaken by a general
body like the Trade Practices Commission or its successor;
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(c) that where national pricing oversight is undertaken, a general body like
the Prices Surveillance Authority or its successor be utilised;

(d) that development of the code of conduct be by the NGMC in
collaboration with a wide cross-section of electricity market participants
and that subsequent administration of the code after authorisation be
through the NGMC or its successor;

(e) that the national regulator which authorises the code of conduct be the
Trade Practices Commission or its successor, noting that if after
experience with the use of a general regulator, further benefits are identified
for the option of creating an industry-specific regulator to oversight the
codes of conduct, this option could be further explored;

(f) that in the short term, recognising that reforms are occurring at different
speeds in different jurisdictions, individual governments may (where
necessary) seek to put in place transitional regulatory arrangements that
are consistent with the regulatory framework outlined in recommendation
(a);

(g) that, recognising the timeframe commitment for the introduction of a
national competitive market, the existing and transitional regulatory
arrangements begin to be phased out from 1 July 1995, and be replaced
by the new regulatory framework as soon as practicable as competition
in the national electricity market commences; and

(h) that a task force be established consisting of representatives from key
regulatory agencies and policy areas, as well as specialists that have
been contributing to the NGMC process, to report on the implementation
issues identified in the NGMC Regulatory Arrangements Report, with
the aim of having in place the new regulatory framework by 1 July 1995.

3. In relation to system security, agreed to confirm their commitment to the concept
of inter-jurisdictional merit order commitment and dispatch and interstate
sourcing of generation where cost-effective, noting that the Electricity Supply
Industry code of conduct (see above) will ensure that each jurisdiction is fairly
treated in the provision of an agreed level of system reliability.

4. Agreed that a fundamental review of the NGMC should be deferred until after
the commencement from 1 July 1995 of the competitive market but that in the
interim there be a review of the NGMC by Senior Officials, for completion by
1 July 1994, clearly delineating the Council�s role, in particular, its relationship
with the Senior Officials� Working Group.
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5. Asked the NGMC to report to the relevant Heads of Government out of
session in time for governments to consider in advance of the next Council
of Australian Governments meeting on:

(a) options and desirability for reducing the initial 10MW threshold for
customers permitted to participate in the competitive electricity market
(noting that Victoria has considered lowering this threshold to 50[kW]
by 1998);

(b) options for an appropriate uniform and cost reflective grid pricing
mechanism; and

(c) progress towards uniform pool arrangements and any necessary
refinements to market trading and associated arrangements in light of a
review of the results of the market trial.

COAG   Darwin   19 August 1994

Relevant Heads of Government noted the progress that had been made since the
Council�s February 1994 meeting, and agreed to the need for further work to fulfil
their commitment to have the necessary changes in place to allow the implementation
of a competitive electricity market from 1 July 1995.  The Council�s detailed decision
in relation to the electricity supply industry are attached [see the following attachment].



Agreements On Related Reforms

Page 59

Attachment

Report on electricity reform

In relation to the reform of the electricity industry, relevant Heads of Government:

1. Noted the progress which has been made since the 25 February 1994 Council
meeting including:

(a) substantial progress in structural reform to achieve a competitive Market:

� in Victoria a competitive market will apply from October 1994
with five distribution organisations, a grid company, a wholesale
market company and a generation holding company under which
individual generators will act independently;

� in New South Wales a transmission company was established in
July 1994 as a subsidiary to Pacific Power and a wholly
independent transmission organisation is expected to be
established in early 1995.  It is intended to carry out a review of
the structure of generation in New South Wales prior to July 1995;

� in Queensland the generation sector is to be separated from
transmission and distribution in early 1995.  The transmission
and distribution functions are to rest with legally separate
subsidiaries.  It is intended that there will be scope for competition
in generation, including from new entrants, subject only to technical
licensing requirements; and

� reviews of the State electricity industries in both Tasmania and
South Australia are now under way with a view to structural reform
consistent with the national model;

(b) in relation to the National Grid Management Council
(NGMC) activities:

� the successful completion of the market trial on 30 June 1994;

� increased involvement in the reform process for distributors, major
customers and other key stake-holders through membership of a
high-level steering group and associated working groups;
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� the proposed provision by governments of additional resources
($7 million in 1994-95) and tighter project management
arrangements with the appointment of a full-time General Manager;
and

� the agreement to take full advantage of current reform
implementation experience in developing national market
arrangements;

(c) good progress towards agreement between the Commonwealth, New
South Wales and Victoria on key principles for the corporatisation of
the Snowy scheme from 1 July 1995 and its introduction as a key source
of competitive generation in the interstate electricity market; and

(d) commencement in June 1994 of the public consultation phase on
the Eastlink project with a commitment by Queensland and New
SouthWales to an even-handed evaluation of the economics of the
project as a means of future electricity supply.

2. Agreed in response to an NGMC Report on progress in the development
of market arrangements that:

(a) the interim market trading and pool arrangements from 1 July 1995
within and between States should be consistent and standardised
to the extent necessary to ensure that retailers and eligible customers
can freely trade with generators throughout the interconnected
system, but recognising the different stages of reform which may
exist in eachjurisdiction at that time;

(b) the main objectives of the fully competitive national market
operating from 1 July 1999 are:

(i) the ability for customers to choose which supplier, including
generators, retailers and traders, they will trade with;

(ii) non-discriminatory access to the interconnected transmission
and distribution network;

(iii) no discriminatory legislative or regulatory barriers to entry
for new participants in generation or retail supply; and

(iv) no discriminatory legislative or regulatory barriers to
interstate and/or intrastate trade;
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(c) transition arrangements are to be developed on the basis of the
earliest practicable achievement of each of the objectives of the
fully competitive market;

(d) by October 1994 the NGMC should prepare a report for early
decision by Heads of Government on the interim national market
arrangements to apply from 1 July 1995 and by November 1994, a
report on the arrangements for integrated system control to support
that market; and

(e) the relevant jurisdictions would make decision by the end of 1994,
or as soon as practicable thereafter, on the other elements essential
to the establishment of a national market including industry
structure, legislative arrangements, Snowy reform and the
Interconnection Operating Agreement which currently governs
electricity trade between the interconnected States.

3. Consistent with the agreement at Council�s February 1994 meeting that
the principles relating to recovery of the fixed cost component of network
pricing would encompass common asset valuation methodologies and
rates of return as well as cost reflective and uniform pricing
methodologies, agreed:

(a) in relation to the fixed cost component of network pricing that:

(i) network prices should be determined according to a common
method throughout the national electricity market;

(ii) network charges for EHV [extra high voltage] transmission
networks and lower voltage sub-transmission networks
should in principle be cost reflective ensuring that both
franchised and non-franchised customers and generators are
charged, on a consistent basis, in accord with their use of
network assets, and taking into account the impact of
network constraints;

(iii) in view of the complexity of calculating the value of network
services used by individual small customers and householders,
distribution system pricing could be calculated using a greater
degree of averaging than that required for EHV and sub-
transmission networks;
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(iv) further detailed work should be carried out by the NGMC to
determine the extent of charges that should apply to existing and
new generators;

(v) further work should be carried out by the NGMC in conjunction
with the development of the energy market to ensure appropriate
treatment of interconnections including commercial incentives for
the development of new interconnectors;

(vi) within distribution, the retail and network functions should be
ringfenced and separately accounted for; and

(vii) prices for high voltage and distribution networks should be
transparent and published;

(b) [There was no sub-point 3(b) in the Communique.]

(c) for the purposes of developing network pricing and access charges,
the methodology for asset valuation should be consistent with the
National Performance Monitoring sub-committee report and with
Australian Accounting Standards, and:

(i) that Deprival Value should be adopted as the preferred approach
to valuing network assets,

(ii) that the approaches adopted for applying Deprival Value should
be transparent and uniform across jurisdictions to avoid distortions
to competition, and

(iii) that by 31 December 1994 the NGMC establish a set of agreed
transparent and non-discriminatory methods and principles for
applying Deprival Value;

4. Agreed in relation to customer market thresholds that:

(a) the move to a competitive electricity market by 1 July 1999 include an
agreed timetable for the progressive reduction in the threshold level for
competitive customers,

(b) at the commencement of the transition phase on 1 July 1995, competitive
access be allowed by each State at least for customers of 10MW, and



Agreements On Related Reforms

Page 63

(c) the NGMC report back to the Council�s February 1995 meeting on
both the timetable to reduce competitive customer thresholds over the
transition period and the arrangements that should apply from 1 July
1999;

5. Agreed that current working arrangements between the NGMC and Senior
Officials are appropriate to carry through the reform process to 1 July 1995;

6. Requested the Senior Officials� Working Group, working in collaboration with
the NGMC and State and Territory Treasuries, to report back to Heads of
Government by the end of 1994 on the timing and maturity profile of vesting
contracts between generators and distributors over the transition to a fully
competitive electricity market by no later than 1 July 1999 taking into account
State financial/budgetary impacts (ie., generator values, debt servicing capacity,
scope for tariff reform, etc) and the reduction in the customer market thresholds.

Leaders� Forum   Adelaide   12 April 1996

Leaders discussed the creation of a national electricity market and reaffirmed their
commitment to implementing the COAG agreements.

It is expected that New South Wales, Victoria and the Australian Capital Territory
will participate in a market based on modifications to existing State market rules and
systems, with South Australia participating following implementation of the National
Electricity Code.

Leaders noted that interstate trade provided economic benefits to the interconnected
States.  Queensland stated that they were committed to not only participating in the
agreement but were reviewing options for a connection to the national grid.

Prime Minister�s letter to Premiers and Chief Ministers, 10 December 1996

On 10 December 1996, the Prime Minister wrote to all Heads of Government:

(a) noting that the transfer of national market implementation functions from
the National Grid Management Council to the National Electricity Market
Management Company and the National Electricity Code Administrator
will be completed in February 1997; and
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(b) seeking endorsement of the phased implementation timetable for national
electricity reform.  The implementation timetable, whichis now agreed
by all Heads of Government, sets out key reform dates, including:

� harmonisation of the New South Wales (including the ACT) and
Victorian wholesale electricity markets (NEM Phase 1) by
February 1997, involving:

- progressive introduction of interstate trade in electricity;

- system security under the control of TransGrid in NSW
(and the ACT) and VPX in Victoria;

- trading of existing Snowy entitlements through a single NSW
Victorian energy trader; and

- enhancing interstate retail competition;

� authorisation of the National Electricity Code by the Australian
Competition and Consumer Commission (ACCC) for the
purposes of Part IV of the Trade Practices Act and acceptance
of the Code as an industry access code for the purposes of Part
IIIA of the Trade Practices Act by April/May 1997;

� further harmonisation of Victorian and New South Wales
market arrangements (NEM Phase 2) by July 1997 involving:

- full interstate trade in electricity (including provision of inter-
regional hedges);

- system security jointly administered by TransGrid and VPX;
and

- trading of energy from the Snowy scheme as a single
corporatised entity;

� passage of legislation to give effect to the National Electricity Law
by participating jurisdictions by Autumn 1997; and

� full implementation of the market arrangements specified in the
National Electricity Code by early 1998, requiring:

- NEMMCO to have successfully installed and tested for
the information technology systems, currently under
development by the TransGrid/VPX joint venture;
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- promulgation of the National Electricity Law and its
application in each jurisdiction; and

- NEMMCO and NECA assuming full operational
responsibilities for the national market.
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��
	���#

��������������������-�0����������

6���������� �	�����������������(��
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<5������	<
��*#������	�-�����
����&�		���	������������������$��������&�����������������	��
���������������������������



�������

���

������	��		�����������������	������
	����������������������$����������
���������	�����
����������������	����������������������-�
����
��	�����������������#�&��������������
�
		����������������� �������
	����������
��	�����������������������	�
����������������
�����������������������������	��		���������$	��	�����$$	� ����������� �����	�������	��
���
	�������$�$�������������-������	�����	���������$����� �������	����$	��������	��
�������
	�������$�$�������������-�����������������#��&�������������������������
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��	�������������������)�$��������������K��������������7����	���
��	����
�������	������������������	���������������������������������������	�������
���������������	������������������	������;A

I!
	���������J���������������������������-�����������
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���	����
��<3A

I)�	�������J�����
��������K�������� ����������������&�		���	�A�����



�������	
���	�
���
���
������

�������

I9��� ����9��
����	J��������������$�������$�	�����	������������������
�����������	��
����	�
���	������������K�����������:����
���������������
����;������	��$���������$�	���
��	����
	�������$�$�����#

�3 �

�&&���4�
	$0�&

.#
 &���������� ������������	�������������������������
����	������������	�����	%
��	����	��)�	����������������
	�������$�$�����������=

:�; ������������������ ���$����������$�	����������������������	%�����	����
	��
���A

:�; $	� �������
����������$����$���	A

:�; $	������������$����� ����	%�����	����
	�����������������
�����	�����
��������
$$���	�������
�����$	��
��	���	������	�������	���	�A

:�; $	� �����	����������������������
	�������$�$���������������������������	�
���	�����	������������	������-�	 ����)	� ���	������B��	�A�����

:�; $	� �������	�	����
�����������$
���#

�3 �$�$&	��&

?����)�	��������%��$����������	�)�	�������	���������	��������������������
4������	�	��$����������	���$���������������)�	��8��������������
���	�����
��	��������������������$�	��	�������
�������������		�����������	���	�
���	
��������)�$��������������K���:����
�������������;#

!3 �/���	$����#��%������	

�#
 &������	����������������� �����������
�����������)�	����#

�#. &������	���������������������������	�����������
�����������)�	����#

�#3 2��	���������������-��������&�������������)�	�������%�������������-�������
&�������8����������������$�	����$���������)�	�������������	��������������$��
���������������������
���	��������	��������	�����������
���������������	��������	��
���
	�������$�$��������������-���������$$	� ����	��������$����� �������	���
$	��������	����������
	�������$�$��������������-�����������������#



������


���

�3 5��
	���	��#���%$&��	$��

'#
 &���-��������-�
����
��	�����������
������������)�	�����������������)�	�������8�
N 
��*�-$	����������������������������������	�������
����������<��:������������

)�$��������������K������������	�������
����������<H����-����
��<
��������
��������������	�������
����������<5����-����
��<.;���
���������������������
$������������	��	������������������������������%������	��������������
	�����
���
	���������������������������������������	���
��������������������������
���������������3
<5������	�
��*�:$	� ���������������������������������
	���		������������
��<'#.������������������������������������	���������������
-�
����
��	����������������������� ��������������;#

'#. &��������������������
��	�����������
������������)�	�����������������)�	�������8�

��*�-$	����������������������������������	�������
����������<����
���������$�������
����	��	������������������������������%������	��������������
	���������
	�����
���������������������������$	�����������$������
�����������������	���
�������#

'#3 -
������������
��<'#������������	�)�	���:����$��7����	���
��	����;�������
����
�������)�	�������������������$	����������:�
���������� �����������	���������
������;�����	����������������������-�
����
��	��������������������$$��������
�������������$$��������������)�$��������������K������������K����������������
�����
�����������-�
����
��	��������������������������	���������������������
�����������)�	���:����
��������-������	�&�		���	��������	������	�;#��-
��������
���
��<'#���7����	���
��	�����������
������������)�	�������������������$	���������
:�
���������� �����������	����������������;�����	����������������������-�
��
�
��	��������������������������������� ������������������������������������������
����)�$��������������K����������������������
�����������-�
����
��	�����
���������$�����$�	�����������������	��������	��������	�������	�����������
����)�	����#��&������������������������
���)�	��������=

:�; ��������������������������	������A����

:�; �� ���������	��������	�����������������4������	��$	��	�����
���������������
)�	�������#

?�����
���)�	����������%������	��������������
	���������
	��������������������
�����������������	���
���������������$	��������������������������3/<!
��

��,#

'#� ?����)�	��8��������������
���	����
��<'#3��	���
��������=

:�; ����-�
����
��	������)�	��������������������������������	�1
�	�����
���
��<'#
A



�������	
���	�
���
���
������

�������

:�; ���������������������
��	�����)�	�������������������������������
	�1
�	���������
��<'#.A�����

:�; ���������������&������������
��<�#3#

'#' -�
����
��	���������������������$	��������������	�����$�������������������������
	���		������������
��<'#
���%������	��������������
	��������%������	��
�������

���	�������������������������� ��������$$	� �������	�����������������4������	�#
����	�7����	���
��	���������������������������������	���		������������
��<'#3���
�������%������	��������������
	��������%������	��
��������
���	�����������������
�������� ��������$$	� �������	�����������������4������	�#��7����	���
��	����
�������%������	��������������
	���������
	��������������������	��
������������

���	�����7����	���
��	�������������������� ������������������������������������
�����������
���	�����-�
����
��	�����������������#

'3 ����"$�%���%$&��	$��

"#
 ��)�	����
������������������������K�����������:�����	���	�������	������%���
����	��������������������
�������	����������������$���	��$�	�����;�
���������
��������������������$$	� �������	�����������������4������	�#

"#. -�
����
��	�����������
������������)�	��������������������������������)�$������
�������K����������������������-����
��<
������������������)�	����������
-�
����
��	����������������������������$$	� �������	�����������������4������	�����
�������%�������$$	�$	��������$��������
	������$�������������������������	�����������
��	����������	�������������������������	�����������4������	�#

"#3 7����	���
��	�����������
������������)�	��������������������������������)�$������
�������K�����������������7����	���
��	����������������������������$$	� �����
�	�����������������4������	�������������%�������$$	�$	��������$��������
	�����
$�������������������������	��������������	����������	�������������������������	���
�������4������	�#��7����	���
��	������������%������	��������������
	���������
	�
��������������������������)�$��������������K�����������������7����	���
��	����
����:����$����������������$�	�����������������	������;����������������������
������������������)�$��������������K������������������������
���������������
����-�
����
��	������)�	�������#

�3 ���#�$
	$�%���%$&��	$��

*#
 ?����)�	����������������	��������������������������K������������������������%�
����	��������������
	������	�$������������	����������������	������������������



�������

���

�����������������������	���
�������	����������������$���	��$�	��������������������
K�����������:����
��������������������;��	��������	�������:����	�����������������
���	������������	������������		����������������	���������$�	�������
���	
���
��<
.��	��	�������������������������		����������$�	�������
���	����
���<
3
����
�;#

*#. ?���$�������	��������	�����������������4������	�����)�	�������������
��������������
����)�	���������	���%������	������������	�����������	�������������������:���������
�����������������������������������	�����	����;���������
������������������
�������	�����	����������������$���	��$�	���������������������K�����������:����
����
���������������;��	��������	�������:����	��������������	����������������	�������
����	�������������������������		����������$�	�������
���	����
���<
3����<
�;#

*#3 ��	�����$
	$���������������	��������������������	��
�������	����������$	����������
�����������������$	���������
���	����
��<*#
��	�*#.#

�3 �

�&&�
�"�

,#
 &���)�	�������	�����������������������������������������������
����������-�
��
�
��	������������������	���		������������
��<'#
����������������������	�������
����
�����<5�����������	������#

,#. &���)�	�������	����������������������������������$��������������������
��	�������������������4������	���������	���������������$	����
	��������
����
��������)�$��������������K���:����
��������������������;#

�3 �"�$�$&	��	$����#�	
��
�"�

�#
 ��������	������������������������������	��$����������������(������������)�$������
�� ���	������������:(�)��;���������������������������)�	�����
���	�����
��	������#

�#. &���(�)��������������$���������������=

:�; �������$�����������	��������$$��������������� �����������)�	����A

:�; ���������9�����	�	A

:�; ����$�	����������������������)�	��A

:�; ����$�	������������������������������������������
��	���	�
$�=

0 �
��	����������������������:���;�

0 �
��	������)��	���
��)	��
����������?�$��	�����������������
:�))?�;�



�������	
���	�
���
���
������

�������

0 �
��	������)�$������2��
��	��������������:�)2�;������

0 H
���������
���������
��	�����?��	���7�	%�����	�
$�:H��;A

:�; ����	�$	�������� ������-���������&�		���	��9��� ����9��
����	���$$������
�������)�	����������	��������������������E����	�������(���-�
���7����
���$	� ����������	��������
���	�$	�������� ��A�����

:�; ����	�$	�������� ��������������������
��	���������$�����������
����
��	�����������#

&���(�����������$����������
��������������� ��������$�	����$��������������	 �	
������ ���	#

�#3 �����$�	��������������������)�	���
���	����
��<�#.:�;��������������������� ���
���(�)�����������#

�#� &����
���������������(�)�������������=

:�; ������	��	� ��������	�$�	����������$�	�����������������)�$�������������
K���:����
�������������;A

:�; $	� ������ �����������4������	���������	$	��������������������	���������
����)�$��������������K���:����
�������������;A

:�; $	�$�	������	������������������)�$��������������K���:����
��������
����;���	�����	���$
���������A�����

:�; ��%��	����������������������������������������)�$�������������
K���:����
�������������;����4������	�#

&���)�	�����������	�������� ������(�)�������	��
�������#��(�)������
����	�������������$	����
	����
�������������	�1
�	���������������
��������
����)�$��������������K���:����
�������������;#

�#' &���������������������$����������	�������������������
����������(�)��
:����
�������������	;��������������9�����	�	�:����
������������������	������
�������	�������
��������������9�����	�	�$�	��	����������
��������
���	���������;#
&�������������������������������������	����������)�	�����:����	���������
������������;�����������������$�$
������#

�#" &���)�	����������	����������������
������
������	����������	��$$	�$	����
�������������	���������	�����������������#



�������

���

�+3 5##�
	$0���

�&&���%$��


/#
 ?����-���������&�		���	��)�	�������	������&����������	��������
���������������
	�����������������������������K�����������:����
�������������;��������(�������
���$����������
�������	���	������������������������ ���������	������
���	�)�	�
222���������&	����)	��������������������	���������	���:3/;<���������	����������
��������������K����������#��&����������	��������
����������������	�����
�����������������������K�����������:����
�������������;��������(�������
���$����������
�������	���	������������������������ ���������	������
���	
)�	�<222���������&	����)	������������������������	������������������������
K�����������������$�������#


/#. 2�������������	��������������������)�	��8���������K�����������:����
��������
����;������������	�������������������� ���������	������
���	�)�	�<222��������
&	����)	������������������)�	����������%�������
����������������������������	�
������
	�������������������	������	����������������� ���������	�����#


/#3 &���)�	���������������	����$����������0�	�������	���		���������
����������������
(�����������$����������
����������������������� �����	�����
		���������	�
$�������#

��3 ���$&"$
	$����#�����0��	���%���	�����"��	
���
�"����"$�&



#
 &���)�	�������	�����������	�����������������$�$�������������������	�����	��������
����	�����������$�$�������$
	�
���������������)�$��������������K������
9��� ����9��
����	���������������
��	���������$����������������
��	
�����������:����$�����������9��� ����9��
����	���	������	�����������$�$������
������	��������������������7����	���
��	���������������-����0����������$������
9��� ����9��
����	���
�������������$�������	� ������������$���������������� ���
�����������������������	0������$�$��������������������	
���������	��	���������	
�
	�������������������������7����	���
��	������	��� �����	���	������������7����	�
�
��	������������������	�������������� �	����������	���	;#



#. &���)�	�������	�����������	�����������������$�$�������������������	�����	��������
�������	��
�����$�$�������$
	�
���������������)�$��������������K��=

:�; ������	����������������������$�	���
��	�-������	�&�		���	�������9��� ���
9��
����	��������������������$����������������<�����	����������������-����
�	�&�		���	��:�	��
�������	�������������)�	�����������	��;A����

:�; ������	���������������	�����������-������	�&�		���	�������9��� ���
9��
����	��������������������$����������������<�����	���������������-����



�������	
���	�
���
���
������

�������

�	�&�		���	�����������������)�$�����������	��������������������������������
����	������$
	�
���������������)�$��������������K���:�	��
�������	��������
����)�	�����������	��;#

�����
���9��� ����9��
����	��
��������������������������$��������
���	���
�������������������
�������	�����������������(�����������$����������
�������
����$������#



#3 ?����)�	����������������������������������������������������9��� ����9��
����	

���	������������	���������%���
���������������	��� ��������������������
	������
��������������	������ ���$���
�����������	���������
�������	���	�������
���	
������������	�����������$�$���������	����������������������9��� ����9��
����	�
������:������������	�������;���������$	������������$	����
	���������������
�
�������������$�����������������	���	�����������������%��������	��
����	�
�����������%����
���	���������#��-
���$	������������$	����
	������
��
����
���$	� ��������������������������������$�	�����������$
������	�1
�	�������
9��� ����9��
����	�������$$������������	���	���	���$�	����:������������
�����������	�������	��	�����	�������	��������9��� ����9��
����	;��������
����������
�������������� �� ������	��
����	�������������%�������	��������������
$�$��������������������	���	������	������#



#� &���)�	�������	�������������$$�����H���=

:�; ���	����������������������������������
��	���������$�����������
����
��	�������������	������������������4������	���	������
��������	��� ���$$������	��$	� ����������������)�$��������������K��
��������������
��	���������$��������&	��
���A

:�; ���	������������������������������
	������������9��� ����9��
����	���	
-������	�&�		���	��4������	����	���������������	��� ���$$������	��$	� ����
�����������)�$��������������K����������������������$����������������<�
���	���������������-������	�&�		���	��
���	��������������K��������������
9��� ����9��
����	��	�4������	������	���������������:�	��
�������	
��������������)�	�����������	��;#



#' &���)�	�������	����������	�����$
	$���������������������������������������
��������������� �	���=

:�; ����(�����������$����������
������������� �������
�������������		�����
���
���	����������������A����

:�; ���������������$�$������������������������������	�����������$�$�������
�	�������������	�����	�������������	�����������$�$�������$
	�
���



�������

���

�����������)�$��������������K��������9��� ����4������	���	�����$
	$����
�����������)�$��������������K���:����
��������������������;���������
���� �������������4������	� �	�� ��� ��4������	� ����	� ����� ���
�������������4������	�����$����������������<��������4������	�:�	��
��
����	�4������	��������)�	�����������	��;A

:�; ���������������$�$���������������������������������	��
�����$�$��������	
������������	�����	����������������	��
�����$�$�������$
	�
��������������
)�$��������������K��=

:�; �������)�$�����������������������������$�	���
��	�-������	�&�		���	��
����9��� ����4������	���	�����$
	$����������������)�$�������������
K���:����
��������������������;��������������4������	��������
-������	�&�		���	��:�	����������-������	�&�		���	����������������
�������������4������	;A����

:��; �������)�$����������������������	�����������-������	�&�		���	������
9��� ����4������	���	�����$
	$����������������)�$�������������
K���:����
��������������������;��������������4������	�������
-������	�&�		���	�����������������)�$�����������	�������������������
������������������	������$
	�
���������������)�$�������������
K���:�	����������-������	�&�		���	�����������������������������
4������	;#



#" &���������������� ���� ����� ����	� )�	��� ��	��� ��	� ���� $
	$���� ��
�������<��@@4��������&	����)	����������������������)�	������������	�������
�
��	���������$����������������
��	�����������������
������������$���	�
������$����������������	���������������$	�$������������K������������������
)�	���:����
�������������;�����������������
������������$���	����������
$�	��	�����	����	�������������	���������������$	�$������������K����������
��������)�	���:����
�������������;#



#* &���)�	�������	�����	�����$
	$�����������
��<
/�����������$��������)	����$���
��	�����������������
���������������(�����������$����������
�����������$�����
����������	�������:����
������������	�������������$	�$������������������
�����������	�����������������������������K�����������:����
�������������;;
��	��$�	�����������	%�$	��	����������(�����������$����������
����#



#, &�����������������������������	�)�	�����	�����	�����$
	$��������$	�$����
�������<��@@����������&	����)	������������:���������	��
����������������������
����������������������������������$
	�
����������
��<'#';�����������)�	��
���������	���������
��	���������$��������&	��
���������
������������$���	�



�������	
���	�
���
���
������

�������

������$����������������	���������������$	�$������������K�����������������
)�	��������	��������������������
������������$���	�����������$�	��	�����	
���	�������������	���������������$	�$������������K�������������������)�	��
:����
�������������;#��&�����������������	����������
	������������
��	�����
���$��������&	��
��������
�����������	���
	�������$�	��	���
�������������		��
�����������������)�$��������������K��#

��3 ���/�&�"�	���&$	$����������%����	&���"�"���%�	$��&


.#
 &���)�	�������	���������	������������		����������������	����������	����������
)�$��������������K���:����
��������������������;������������������������
����=

:�; �� ��������$$	� ��������������4������	�A����

:�; �	���$�����������������������������	�	��$���� ���������K������������	�����	
���������������������$$	�$	����#

?����)�	��8��������������	�����$�����������������������������������������
�$$������������������������������	���������������
����������<6#��&�������	
�	������������		����������������	�������������������������$$�������������)�	��
�������������������������	��������	�������
����������<2#

&���)�	��������������������$����������������	������������		�������������
��	�����������������<6�������<2����������������K����������������$�	���
��	
�
	������������	�����������������4������	��
���	����
���<'#3��	�
.#
����������
��������������	��������������������������4������	������	������	�������	��������
�������	���������������������
	���������8���������K�����������:����
��������
����;� ��� ��� ������� �� ������� 	������ 
���	� �������<��(���� ���� &	���
)	�������<���� �	� ����(�����������$����������
����8�� ����	������ 
���	
�������<��4��������&	����)	�����������#


.#. ?����)�	�����������
	������������	������������		�����������	���	�������������=

:�; ��� ��������� ��� �
	������ ���� �������� ��� �	����������� �		���������
�	���	���������������������������	��	������	��
����������������$����� �
�		����������������$�����������������)�$��������������K���:����
����
��������;A����

:�; ����$�����	������	�������������������<6��	������<2��	��$$	� �����
��������4������	��
���	����
���
.#
:�;�����$�������
���	�$�������	
��	���������������	������
<-�$�����	�.//
���������������$����� �����
	��



������	

���

������	%������	����	��������������� ���������������
��	���������
$	��
��	���������-����������&�		���	���������������	����������#


.#3 2��������������������������)�	����������������$�����������������������������������
����	��
������������������	�������������$�����
	�����	�)�$����������	���
�����
����������������#��2��$�	���
��	������)�	������������$���	�������$��
������
����	������������	�����	����������������-�	 ����)	� ���	�:�����������������
�����������;������������$������������	�������������������������������������
����#

��3 ����

$&$�%�/�$�
$/��&


3#
 ?����)�	�����	������������	����������	����������)	����$����������������������<?
����$
�����$������		���������������������������������K������������������������
	��� ���$������
���	�	���	���������������
�� ���	���������		������������

<-�$�����	�.//
�:����$�����������������O�����	���0H�
���	����7����	�
�
��	��������	��������������������������	����0	����������	����������	����
����	��
�������������������������	����0	����������	����������	������	��������
��������������������� ����������	����
���	������$����� �������	�$	�����
����������������������	��� ����$�������
���	�	���	����
�������������������
�������	���	�;#

�!3 )$
��&$�%�/�$�
$/��&


�#
 ?����)�	�����	������������	���������K���������)	����$����������������������<�
����$
�����$������		���������������������������������K������������������������
	��� ���$������
���	�	���	����������������������		���������������$�����������
����K���������)	����$�����	���������)�$��������������K���:����
���������������
����;����
<-�$�����	�.//
�:�	�
<!
��<.//.����������������7����	���
��	����;#

��3 6$	
"��7����#�/��	$�&


'#
 &���)�	�������	����������=

:�; ��)�	���������������$�������������������������������
���	��������	������A
�	

:�; �������K�������������������������������������������������� ������
)�	��8���
	��������������	�����	������������$$����������������)�	���
���	
���
��<'������������	�1
�	�����������	����	����������	��������������������
����	�)�	������� ���	�������������	�1
�	���������������	��#



�������	
���	�
���
���
������

�������


'#. ��)�	������������	����	����������	������������ ���������������	������������
����	�)�	����������������������������������������)�	����������������������������
��������������	�����������������	�����������	������������)�	��������������� ��
������������
��������������
$�������������)�	����������������������)�	������
�����������������������������������	��		���������������	��$��������������
)�$��������������K���:����
��������������������;��������������������	����
�������1
�����������������	����#


'#3 2����)�	��������	������������	�������������� �	��������������
����������	������
����������������	�)�	����#

����8�&

����8����9 :��	
���&	���$����//�$
�	$���)�%$&��	$��

����8�;��9 ��&��$/��$��&��

�&&�)�7

����8����9 ������7���	
��//�$
�	$��&�)�%$&��	$��

����8����9 -�	$�����.
$�"����	 ��

�&&���"��#���-�	�������&
�$/��$���& &	��&

����8�5���9����

$&$�%���$�
$/��&

����8�����9 )$
��&$�%���$�
$/��&

����8����9 -�	$������

�&&���"��;�"$�&���"��//���&�;�"$�&�9
�$&	�$��	$����$/��$��&

����8����9 .���&$	$����������%����	&�9�.$�$�%��#��
�&�9$���#
��&	��������&&�&

����8�<����9.���&$	$����������%����	&���"�����%�	$��&

�����������H�����5��6�����2��	������$	� �������	����	�	�����������$�����
���	�
� ���������������2���	������=�
		/2==%�&��#���3"/$�3%�03��

����8�5�9�����

$&$�%���$�
$/��&

&��������������	�������	����������)	����$���=


# H�0$����������������	���������������	��	�����
$$������������������������
�����	�
���
����������������������$�	���	����������������	���$�	����������������������
����� ���� 	�1
�	������� ��� ���� 	��� ���� �����	%� �$�	������ $	����
	��
:�������������
�����	���������
�����	�������	���������������������	��
$$���	
��������	��������$$	�$	����������������	������	��	�����	��
$$���	��������	�����
���������$���������������������������������������<6;#



������


���

.# (����������
�� ���	������������
�������	��������	��������������������������	�$���
�	����	���	�
������$��������������������$����	���$	��$���� �����
	�������$�$�����
��	 ��������������������������������������	���	��=

:�; ���	����������	������������������
�����������������������������I�	���������J
$	�������:���������������������������������������	%����
����������
���;
���	�����	������ �������������� �����������$�$���������
�����������	����
���
	���	�������	 �����$	� ��������������
�����	�����������
�����
�� �	����������������������	������������������
�������������������������
$
���������	���A

:�; ����	�������	���������$$���������$�������������
����
�����	���������������
������������
	�������������0	��������=

> ������������
�����	����������������	����������������������
�$����
	�������������	�������
<��	���
���$�	����	A

> �������������$�	�����	��������	������������	�������������	��������
��	�������'<���	����������������������������
��$�	������	��	���
������	����������	�$	� �������������)�$��������	 �����:�
��������
� ���������	�������
/<���	�;A

:�; ����$�$��������	 �����$�	���	���������������	�
��������$����� �������	
$	�������)	��$���� ��B��	���	������
���������	��$����������������	������
�����������������������	���������������������	������������������	�
�������	����������	�����$	����������$
���������	�����	�����A

:�; �������	����������� ���������������	���	�����������������������������
����
	��������	%�����	
��
	��������������������$������������$�������
�����	�������������������	��	��
���$����	���������	����������������������
���$�����������	�A����

:�; ���	�����$	������ �	�����������������$���������������	��	���������
�����	�
� �	������
	�������������$	�$������	�������#

3# (����������
�� ���	������������
�������	��������	�$	� ������������
	������
$�$��������	 ��������������	�$�����	����	���	�
������$��������������������$����	��
$	��$���� �����
	�������$�$��������	 ��������������������������������������	���	��=

:�; ����$�$��������	 ������������$	� �������	�
�����������	�����$�$�����
�����	%������������	�1
�	��������������� ���$������ �	��������������
$�	��������	��	��������� ���������������$�������������	������A



�������	
���	�
���
���
������

�������

:�; ���	���������	������%��������������������������������������
�� ���	�������
����$�$�����������	%��������������� ���$��������������������������
��$�������������	������A

:�; ����$�$��������	 �����$�	���	���������������	�
��������$����� ��$
����
�����	�$	�������$	��$���� ��
��	���	������
������������	����������
�������������������	���������������������	������������������	���������	��
�������	�����$	����������$
���������	�����	�����A����

:�; ��������
�� ���	������������������������$�	�������������	�������'<���	��
����������0	��������#

����8���9�)$
��&$�%���$�
$/��&

&�������������	�1
�	��������������������������������������������������	�1
�	���������
�������	�����������	������������	����������	��	�����������:��	�����$�������
��	������� ��� 	��� �� ��������� �� �	� 	��
����	�� ��		��	�� ��� ����� ����	0� ���
���	�0�
	�������������	����������;#

-$����������������)�	�������	��������������������K���������)	����$���=


# K������������$�	�������
	�������$�$�������������
��
�������	�����������	���$�
����������������$�����������$$	�$	�������1
��������$�$��������	 �����$�	���	�A

.# K���������������������
�������	���	�������������	
�������	��$�	���������$�$������
�������
������� �	�������������������	%�����������������$�$�����A

3# �������������������������������	 ���������$�	���	�����$	� ���A

�# H�0$����������������	0���������������	��	�����
$$����������������������
�
�����	�����
����������������������$�	���	����������������	���$�	��������������
�����������������	�1
�	��������������	��� ���������	%��$�	������$	����
	��
:�������������
�����	���������
�����	�������	���������������������	��
$$���	
��������	��������$$	�$	����������������	������	��	�����	��
$$���	��������	�����
���������$���������������������������������������<6;A

'# K��������������������������
�����������������������������
�����	����������
���
	�������$�$�����������	%#��&������������
��������������������
���	��%�
����	��	������������������������������	�$����	�����������������	%A

"# &��	�����������
����	���$�	����������������0��%�������������������	�
���$
����
���������������������
������������	����������#



�������

���

����8��

-�	$������

�&&���"��;�"$�&���"��//���&�;�"$�&�9�$&	�$��	$����$/��$��&

� 1
�����"��� ���� 2����#�
����#
��� ��� ���
������ ��� ���� ���� ��������� �
���
�
�
��� �"������ 	������ ���
���
��� ������
�
���
�
�
����������������������������������#������������
�
�������

Jurisdiction Function Code Body Appeal

NSW CAB NCC

CDM NSW/Commonwealth
Minister

Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Regulator IPART/ACCC1 Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Arbitrator IPART/ACCC1 Judicial Review - Federal Court

VIC CAB NCC

CDM VIC Minister Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Regulator ORG Judicial review - Federal Court Admin
Appeal - ORG Appeal Panel

Arbitrator ORG Judicial review - Federal Court

QLD CAB NCC

CDM QLD Minister Judicial Review - Supreme Court (QLD JR
Law) Admin appeal - QLD Gas Appeals
Tribunal

Regulator QLD Competition
Authority (QCA)

Judicial Review - Supreme Court (QLD JR
Law) Admin appeal - QLD Gas Appeals
Tribunal

Arbitrator QCA Judicial Review - Supreme Court (QLD JR
Law)

SA CAB NCC

CDM SA Minister Judicial Review - Federal Court Admin
Appeal - SA Gas Review Board

Regulator SA Independent
Pricing & Access
Regulator

Judicial Review - Federal Court Admin
Appeal - SA Gas Review Board

Arbitrator SA Independent
Pricing & Access
Regulator

Judicial Review - Federal Court
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Jurisdiction Function Code Body Appeal

WA CAB NCC

CDM WA Minister Judicial Review-Supreme Court Admin
appeal - A WA appeals body

Regulator A WA independent Judicial Review-Supreme Court Admin
appeal - A WA appeals body

Arbitrator A WA independent
regulator

Judicial Review-Supreme Court

TAS CAB To be determined

CDM To be determined To be determined

Regulator To be determined To be determined

Arbitrator To be determined To be determined

ACT CAB NCC

CDM ACT/C’wealth
Minister2

Judicial Appeal - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Regulator IP&RC/ACCC2 Judicial Appeal - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Arbitrator IP&RC/ACCC2 Judicial Appeal - Federal Court.

NT CAB NCC

CDM NT Minister Judicial Appeal - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Regulator ACCC Judicial Appeal - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial Appeal - Federal Court.
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Jurisdiction Function Code Body Appeal

NSW CAB NCC

CDM Commonwealth
Minister

Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Regulator ACCC Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial Review - Federal Court

VIC CAB NCC

CDM Commonwealth
Minister

Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Regulator ACCC Judicial review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial review - Federal Court

QLD CAB NCC

CDM Commonwealth
Minister

Judicial Review - Federal Court
Admin appeal - [Australian Competition
Tribunal]

Regulator ACCC Judicial Review - Federal Court Admin
appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial Review - Federal Court

SA CAB NCC

CDM SA Minister Judicial Review - Federal Court Admin
Appeal - SA Gas Review Board

Regulator ACCC Judicial Review - Federal Court Admin
Appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial Review - Federal Court



�������	
���	�
���
���
������

�������

Jurisdiction Function Code Body Appeal

WA CAB NCC

CDM WA Minister
Judicial Review-Supreme Court
Admin appeal - A WA appeals body

Regulator
A WA independent
regulator

Judicial Review-Supreme Court1

Admin appeal - A WA appeals body1

Arbitrator
A WA independent
regulator

Judicial Review-Supreme Court1

TAS CAB To be determined

CDM To be determined To be determined

Regulator ACCC
Judicial review - Federal Court
Admin appeal - [Australia Competition
Tribunal]

Arbitrator ACCC
Judicial review - Federal Court
Admin appeal - [Australia Competition
Tribunal]

ACT CAB NCC

CDM
Commonwealth
Minister

Judicial review - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Regulator ACCC
Judicial review - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial review - Federal Court.

NT CAB NCC

CDM NT Minister
Judicial review - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Regulator ACCC
Judicial review - Federal Court.  Admin
appeal - [Australian Competition Tribunal]

Arbitrator ACCC Judicial review - Federal Court.
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Water Resource Policy

In February 1994, COAG adopted a strategic framework for the reform of the
Australian water industry.  The framework covers natural resource management,
pricing (including the treatment of cross-subsidies), more rigorous approaches to
future investment, trading in water entitlements, institutional reform and improved
public consultation.  The timetable for implementation requires jurisdictions to adopt
charges based on the principles of consumption-based pricing and full cost recovery
by 1999, with full cost recovery in respect of rural water supply achieved by 2001.

There are two caveats to the strategic framework.  First, while Queensland, South
Australia and Tasmania agreed to the broad principles of the framework, they had
concerns on the detail of the recommendations.  Second, COAG recognised that the
speed and extent of water industry reform and adjustment will be dependent on the
availability of financial resources to facilitate structural adjustment and asset
refurbishment.

The April 1995 agreements link NCP payments to, among other conditions, the
implementation of water industry reforms.  There were no obligations for water reform
attached to the first tranche of payments.

Payments under the second tranche to commence in 1999-2000, will depend on
States and Territories effectively implementing the strategic framework for the efficient
and sustainable reform of the Australian water industry and future processes as
endorsed at the February 1994 COAG meeting and embodied in the Report of the
Expert Group on Asset Valuation Methods and Cost-Recovery Definitions (February
1995).

Payments under the third tranche, to commence in 2001�02, will depend on States
and Territories giving full effect to, and continuing to fully observe, all COAG
agreements on water.
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Agreements in relation to water resource policy were made at the following meetings:

COAG Perth 7 December 1992

COAG Melbourne 8-9 June 1993

COAG Hobart 25 February 1994

COAG Canberra 11 April 1995

ARMCANZ Hobart 27 February 1998

Extracts pertaining to water industry reform from the Communiques for each of these
meetings are reproduced below.  Also provided is the relevant extract from the
attachment to the Prime Minister�s letter to Heads of Government of 10 February
1997 covering water reform.

The 27 February 1998 ARMCANZ meeting endorsed guidelines for the application
of the sections of the 1994 Strategic Framework dealing with assets, the return on
assets and asset renewals in the context of cost recovery and subsequent price
determination.  ARMCANZ has recommended that the guidelines to be considered
by COAG as the basis for the NCC�s assessment of jurisdictions� obligations on full
cost recovery.

COAG   Perth   7 December 1992

The Council noted that the issue of appropriate pricing and distribution of water as a
resource has been given substantial attention in recent resource policy development
at both Commonwealth and State/Territory level.  This reflects the intrinsic economic
and environmental importance of the issues, and their national nature, which impact
on and are of concern to, all levels of government.  The Industry Commission and the
Ecologically Sustainable Development process have also focussed on water reform
issues and proposed that issues such as water pricing and transferability of water
entitlements between users need to be further progressed.

The Council agreed to the preparation of a report for their next meeting on the
current state of play in both urban and rural water use, as a basis for considering the
need for greater impetus to be given to reform in key areas.

COAG   Melbourne   8�9 June 1993

As requested at its December 1992 meeting, the Council received a report from
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officials on the current state of play in both urban and rural water use.  The report
noted that, while progress has been made in reforming pricing, allocation and other
aspects of the industry, there are still significant economic and environmental benefits
to be derived from adoption of a range of measures to overcome impediments to
reform.

The Council has therefore asked a working group of officials with an independent
chair, to develop and report on a strategic framework for efficient and sustainable
reform of the water industry, which, at the same time, takes account of the technical
and policy diversity that exists across the States and Territories.  The report is also to
address the future roles of the Council of Australian Governments and Ministerial
Councils in the reform process, other mechanisms and a proposed timetable for
implementation.  The report is to be completed in time for consideration by Heads of
Government at the next meeting of the Council.

COAG   Hobart   25 February 1994

The Council considered a report from the Working Group on Water Resource Policy
outlining a strategic framework for the efficient and sustainable reform of the Australian
water industry.  The report had been commissioned by the Council at its June 1993
meeting.

The report noted that, while progress is being made on a number of fronts to reform
the water industry and to minimise unsustainable natural resource use, there currently
exists within the water industry:

� approaches to charging that often result in commercial and industrial users of
water services, in particular, paying more than the costs of service provision;

� major asset refurbishment needs in rural areas for which, in general, adequate
financial provision has not been made;

� impediments to irrigation water being transferred from low value broad-acre
agriculture to higher value uses in horticulture, crop production and dairying;

� service delivery inefficiencies; and

� a lack of clear definition concerning the role and responsibilities of a
number of institutions involved in the industry.
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The report also noted that there is a number of issues and deficiencies involving
water and the wider natural resource base that require the attention of governments.
These include widespread natural resource degradation which has an impact on the
quality and/or quantity of the nation�s water resources.

The Council endorsed the strategic framework proposed by the Working Group
and agreed to its implementation.  Queensland, South Australia and Tasmania agreed
to the broad principles but had concerns on the detail of the recommendations.  The
framework embraces pricing reform based on the principles of consumption-based
pricing and full-cost recovery, the reduction or elimination of cross-subsidies and
making subsidies transparent.  The framework also involves the clarification of property
rights, the allocation of water to the environment, the adoption of trading arrangements
in water, institutional reform and public consultation and participation.

Implementation of the strategic framework is expected to result in a restructuring of
water tariffs and reduced or eliminated cross-subsidies for metropolitan and town
water services with the impact on domestic consumers of water services being offset
by cost reductions achieved by more efficient, customer-driven, service provision.

In the case of rural water services, the framework is intended to generate the financial
resources to maintain supply systems should users desire this and through a system
of tradeable entitlements to allow water to flow to higher value uses subject to social,
physical and environmental constraints.  Where they have not already done so, States
are to give priority to formally determining allocations or entitlements to water, including
allocations for the environment.

Environmental requirements are to be determined on the best scientific information
available and will have regard to the inter-temporal and inter-spatial water need
required to maintain the health and viability of river systems and groundwater basins.
The Council also agreed where significant future irrigation activity or dam construction
is contemplated, that in addition to economic evaluations, assessments will be
undertaken to ensure that the environmental requirements of river systems can be
adequately met.

Because the changes flowing from the framework are extensive and far reaching in
their implications, the Council considered that a five to seven year implementation
period will be required.  Part of this process will involve governments consulting the
community on aspects of the framework.  The speed and extent of water industry
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reform and the adjustment process will be dependent on the availability of financial
resources to facilitate structural adjustment and asset refurbishment.  The detailed
decisions of the Council in relation to water resource policy are [contained in the
following attachment].

The Council has asked the Working Group on Water Resource Policy to prepare a
report for its first meeting in 1995 on progress in implementing the framework with
further reports to be prepared annually on progress over the succeeding four years.

Attachment

Water resource policy

In relation to water resource policy, the Council agreed:

1. that action needs to be taken to arrest widespread natural resource degradation
in all jurisdictions occasioned, in part, by water use and that a package of
measures is required to address the economic, environmental and social
implications of future water reform;

2. to implement a strategic framework to achieve an efficient and sustainable
water industry comprising the elements set out in (3) through (8) below;

3. in relation to pricing:

(a) in general �

(i) to the adoption of pricing regimes based on the principles of
consumption-based pricing, full-cost recovery and desirably the
removal of cross-subsides which are not consistent with efficient
and effective service, use and provision.  Where cross-subsides
continue to exist, they be made transparent,

� Queensland, South Australia and Tasmania endorsed these
pricing principles but have concerns on the detail of the
recommendations;

(ii) that where service deliverers are required to provide water services
to classes of customer at less than full cost, the cost of this be fully
disclosed and ideally be paid to the service deliverer as a
community service obligation;
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(b) urban water services -

(i) to the adoption by no later than 1998 of charging arrangements
for water services comprising an access or connection component
together with an additional component or components to reflect
usage where this is cost-effective;

(ii) that in order to assist jurisdictions to adopt the aforementioned
pricing arrangements, an expert group, on which all jurisdictions
are to be represented, report to COAG at its first meeting in
1995 on asset valuation methods and cost-recovery definitions;
and

(iii) that supplying organisations, where they are publicly owned, aiming
to earn a real rate of return on the written-down replacement
cost of their assets, commensurate with the equity arrangements
of their public ownership;

(c) metropolitan bulk-water suppliers �

(i) to charging on a volumetric basis to recover all costs and earn a
positive real rate of return on the written-down replacement cost
of their assets;

(d) rural water supply �

(i) that where charges do not currently fully cover the costs of
supplying water to users, agree that charges and costs be
progressively reviewed so that no later than 2001 they comply
with the principle of full-cost recovery with any subsidies made
transparent consistent with 3(a)(ii) above;

(ii) to achieve positive real rates of return on the written-down
replacement costs of assets in rural water supply by 2001,
wherever practicable;

(iii) that future investment in new schemes or extensions to existing
schemes be undertaken only after appraisal indicates it is
economically viable and ecologically sustainable;

(iv) where trading in water could occur across State borders, that
pricing and asset valuation arrangements be consistent;
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(v) where it is not currently the case, to the setting aside of funds for
future asset refurbishment and/or upgrading of government-
supplied water infrastructure; and

(vi) in the case of the Murray-Darling Basin Commission, to the
Murray-Darling Basin Ministerial Council putting in place
arrangements so that, out of charges for water, funds for the future
maintenance, refurbishment and/or upgrading of the headwork�s
and other structures under the Commission�s control be provided;

(e) groundwater �

(i) that management arrangements relating to groundwater be
considered by Agriculture and Resource Management Council
of Australia and New Zealand (ARMCANZ) by early 1995 and
advice from such consideration be provided to individual
jurisdictions and the report be provided to COAG;

4. in relation to water allocations or entitlements:

(a) the State government members of the Council, would implement
comprehensive systems of water allocations or entitlements backed by
separation of water property rights from land title and clear specification
of entitlements in terms of ownership, volume, reliability, transferability
and, if appropriate, quality;

(b) where they have not already done so, States, would give priority to
formally determining allocations or entitlements to water, including
allocations for the environment as a legitimate user of water;

(c) in allocating water to the environment, member governments would have
regard to the work undertaken by ARMCANZ and Australian and New
Zealand Environment and Conservation Council (ANZECC) in this area;

(d) that the environmental requirements, wherever possible, will be
determined on the best scientific information available and have regard
to the inter-temporal and inter-spatial water needs required to maintain
the health and viability of river systems and groundwater basins.  In
cases where river systems have been over-allocated, or are deemed to
be stressed, arrangements will be instituted and substantial progress
made by 1998 to provide a better balance in water resource use including
appropriate allocations to the environment in order to enhance/restore
the health river systems;
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(e) in undertaking this work, jurisdictions would consider establishing
environmental contingency allocations which provide for a review of the
allocations five years after they have been determined; and

(f) where significant future irrigation activity or dam construction is
contemplated, appropriate assessments would be undertaken to, inter
alia, allow natural resource managers to satisfy themselves that the
environmental requirements of the river systems would be adequately
met before any harvesting of the water resource occurs;

5. in relation to trading in water allocation or entitlements:

(a) that water be used to maximise its contribution to national income and
welfare, within the social, physical and ecological constraints of
catchments;

(b) where it is not already the case, that trading arrangements in wate
allocations or entitlements be instituted once the entitlement arrangements
have been settled.  This should occur no later than 1998;

(c) where cross-border trading is possible, that the trading arrangements
be consistent and facilitate cross-border sales where this is socially,
physically and ecologically sustainable; and

(d) that individual jurisdictions would develop, where they do not already
exist, the necessary institutional arrangements, from a natural resource
management perspective, to facilitate trade in water, with the provision
that in the Murray-Darling Basin the Murray-Darling Basin Commission
be satisfied as to the sustainability of transactions;

6. in relation to institutional reform:

(a) that where they have not already done so, governments would develop
administrative arrangements and decision-making processes to ensure
an integrated approach to natural resource management;

(b) to the adoption, where this is not already practised, of an integrated
catchment management approach to water resource management and
set in place arrangements to consult with the representatives of local
government and the wider community in individual catchments;

(c) to the principle that, as far as possible, the roles of water resource
management, standard setting and regulatory enforcement and service
provision be separated institutionally;
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(d) that this occur, where appropriate, as soon as practicable, but certainly
no later than 1998;

(e) the need for water services to be delivered as efficiently as possible and
that ARMCANZ, in conjunction with the Steering Committee on National
Performance Monitoring of Government Trading Enterprises, further
develop its comparisons of inter-agency performance, with service
providers seeking to achieve international best practice;

(f) that the arrangements in respect of service delivery organisations in
metropolitan areas in particular should have a commercial focus, and
whether achieved by contracting out, corporatised entities or privatised
bodies this be a matter for each jurisdiction to determine in the light of
its own circumstances; and

(g) to the principle that constituents be given a greater degree of responsibility
in the management of irrigation areas, for example, through operational
responsibility being devolved to local bodies, subject to appropriate
regulatory frameworks being established;

7. in relation to consultation and public education:

(a) to the principle of public consultation by government agencies and service
deliverers where change and/or new initiatives are contemplated involving
water resources;

(b) that where public consultation processes are not already in train in relation
to recommendations (3)(b), (3)(d), (4) and (5) in particular, such
processes will be embarked upon;

(c) that jurisdictions individually and jointly develop public education
programs in relation to water use and the need for, and benefits from,
reform;

(d) that responsible water agencies work with education authorities
to develop a more extensive range of resource materials on water
resources for use in schools; and

(e) that water agencies should develop individually and jointly
public education programs illustrating the cause and effect
relationship between infrastructure performance, standards of
service and related costs, with a view to promoting levels of
service that represent the best value for money to the community;
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8. in relation to the environment:

(a) that ARMCANZ, ANZECC and the Ministerial Council for Planning,
Housing and Local government examine the management and
ramifications of making greater use of wastewater in urban areas and
strategies for handling stormwater, including its use, and report to the
first Council of Australian Governments� meeting in 1995 on progress;

(b) to support ARMCANZ and ANZECC in their development of the
National Water Quality Management Strategy, through the adoption of
a package of market-based and regulatory measures, including the
establishment of appropriate water quality monitoring and catchment
management policies and community consultation and awareness;

(c) to support consideration being given to establishment of landcare
practices that protect areas of river which have a high environmental
value or are sensitive for other reasons; and

(d) to request ARMCANZ and ANZECC, in their development of the
National Water Quality Management Strategy, to undertake an early
review of current approaches to town wastewater and sewage disposal
to sensitive environments, noting that action is underway to reduce
accessions to water courses from key centres on the Darling River system
(It was noted that the National Water Quality Management Strategy is
yet to be finalised and endorsed by governments.);

9. in relation to water and related research, member governments would:

(a) give higher priority to the research necessary to progress implementation
of the strategic framework including consistent methodologies for
determining environmental flow requirements; and

(b) to greater coordination and liaison between research agencies to more
effectively utilise the expertise of bodies such as the Land and Water
Research and Development Corporation, the Murray-Darling Basin
Commission and other State and Commonwealth organisations;

10. in relation to taxation:

(a) that a sub-committee of Commonwealth and State officials, established
by the Working Group on Microeconomic Reform, meet to discuss
taxation issues of relevance to the water industry with a view to reporting,
through the Working Group, to theCouncil within 12 months;
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(b) to support water-related taxation issues being examined in the proposed
Industry Commission Inquiry in Private Sector Infrastructure Funding;
and

(c) to accept any future consideration of tax compensation payments
involving the water industry being dealt with through the Commonwealth
State Working Group established at the July 1993 financial Premiers�
Conference; and

11. in relation to recommendations (3) through (8):

(a) that the Working Group on Water Resource Policy would coordinate
report to the Council for its first meeting in 1995 on progress achieved
in implementing this framework including reductions in cross-subsidies,
movement towards full-cost recovery pricing in urban and rural areas
and the establishment of transferable water entitlements; and

(b) that as part of the monitoring and review process, ARMCANZ,
ANZECC and, where appropriate, the Murray-Darling Basin Ministerial
Council and the Ministerial Council for Planning, Housing and Local
Government would report annually over the succeeding four years, and
again at its first meeting in 2001, to the Council of Australian Governments
on progress in implementing the various initiatives and reforms covered
in this strategic framework.

COAG   Canberra   11 April 1995

In the lead up to the meeting, the Council agreed to initiatives in the areas of water
resource policy and regulatory reform.

The Council agreed to the public release of three documents:

� the Second Report of the Working Group on Water Resource Policy;

� the Report of the Expert Group on Asset Valuation Methods and Cost-
Recovery Definitions for the Australian Water Industry11; and

� Principles and Guidelines for National Standard Setting and Regulatory Action.

11 Victoria has noted that COAG�s agreement to the public release of the Report of the Expert Group should not be taken to
imply endorsement of the Report�s recommendations.  The Agreement to Implement the National Competition Policy and
Related Reforms (April 1995) requires implementation of the strategic framework as endorsed at the February 1994 COAG
meeting, and the principles �embodied in� the Report of the Expert Group.
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[The following] Attachment contains descriptions of [the first two] of these documents.

Attachment

Water resource policy and regulatory reform

The Council has agreed to the public release of the following documents:

� The Second Report of the Working Group on Water Resource Policy

This report documents progress by jurisdictions in implementing the
framework for reform of the Australian water industry outlined in the
first report of the Working Group on Water Resource Policy endorsed
by Heads of Government in February 1994.

� The Report of the Expert Group on Asset Valuation Methods and Cost-
Recovery Definitions for the Australian Water Industry

The Expert Group on Asset Valuation Methods and Cost-Recovery
Definitions expands on the strategic framework for the Australian water
industry contained in the February 1994 Report of the Working Group
on Water Resource Policy.  The Expert Group report outlines preferred
approaches to the valuation of assets, recognition of costs and pricing
to ensure that water charges reflect the true economic (including
environmental) costs of water service provision.

Prime Minister�s letter to Premiers and Chief Ministers, 10 February 1997

On 10 February 1997, the Prime Minister wrote to all Heads of Government agreeing
to extend the COAG water reform framework to include ground and storm/waste
water and to note a set of generic milestones for water reform.

Governments agreed:

� to extend the 1994 COAG water reform framework to incorporate ground
and storm/waste water as proposed in the ARMCANZ papers;12

12 The ARMCANZ papers are �Allocation and Use of Groundwater:  A National Framework for Improved Groundwater
Management in Australia�, �A National Framework for Improved Wastewater Reuse and Stormwater Management in Australia�
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� that the modifications be by way of revisions to the clauses in the 1994
framework referring to ground and stormwater management, to incorporate
the recommendations in the ARMCANZ papers;

� to endorse the extended water reform framework as the 1996 framework for
the strategic reform of Australia�s water industry; and

� that Competition Payments referred in the 1995 Agreement to Implement the
National Competition Policy and Related Reforms be confined to the 1994
Framework.

ARMCANZ   Hobart   27 February 1998

On 27 February 1998, ARMCANZ (the Agriculture and Resource Management
Council of Australia and New Zealand) Ministers endorsed the SCARM taskforce
guidelines for the application of sections of the Strategic Framework and the report
of the Expert Group dealing with asset valuation, the return on assets and asset
renewals in the context of cost recovery and subsequent price determination. One of
the key areas of reform is water pricing where COAG calls for the adoption of
consumption based pricing and full cost recovery.

The Task Force, in undertaking this work, commissioned consultants Ernst and Young
to assist in the preparation of the guidelines and to develop a financial model for use
by water authorities in examining the impact of implementing the COAG requirements
for cost recovery under different scenarios.  Ernst and Young�s report and financial
model will provide detailed practical assistance to government agencies and industry
in the interpretation and application of the guidelines.  The report and model have
been exposed to comment from all jurisdictions.

The Task Force also had access to the work undertaken by its member jurisdictions
including a study commissioned from consultants Marsden Jacob and Associates by
five Victorian rural water authorities.

When all of this work is taken into account, it becomes clear that a prescriptive
approach that can be universally applied is not practicable.  Indeed to apply a rigid
formula to cost recovery is likely to cause unintended consequences in pricing.

ARMCANZ agreed the guidelines should be applicable to the Council�s assessments
and should be endorsed by COAG as the minimum requirements.  These guidelines
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maintain the integrity of the COAG reforms but recognise the range of circumstances
peculiar to each water authority that should be considered in determining whether
the full cost recovery test is met.  It still remains for the guidelines to be endorsed by
COAG as the basis for the Council�s assessment of jurisdictions� application of full
cost recovery obligations.

Guidelines for the Application of Section 3 of the Strategic Framework and
Related Recommendations in Section 12 of the Expert Group

1. Prices will be set by the nominated jurisdictional regulators (or equivalent)
who, in examining full cost recovery as an input to price determinations, should
have regard to the principles set out below.

2. The deprival value methodology should be used for asset valuation unless a
specific circumstance justifies another method.

3. An annuity approach should be used to determine the medium to long term
cash requirements for asset replacement/refurbishment where it is desired that
the service delivery capacity be maintained.

4. To avoid monopoly rents, a water business should not recover more than the
operational, maintenance and administrative costs, externalities, taxes or TERs
[tax equivalent regime], provision for the cost of asset consumption and cost
of capital, the latter being calculated using a WACC [weighted average cost of
capital].

5. To be viable, a water business should recover, at least, the operational,
maintenance and administrative costs, externalities, taxes or TERs (not including
income tax), the interest cost on debt, dividends (if any) and make provision
for future asset refurbishment/replacement (as noted in (3) above).  Dividends
should be set at a level that reflects commercial realities and stimulates a
competitive market outcome.

6. In applying (4) and (5) above, economic regulators (or equivalent) should
determine the level of revenue for a water business based on efficient resource
pricing and business costs.  Specific circumstances may justify transition
arrangements to that level.
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7. In determining prices, transparency is required in the treatment of community
service obligations, contributed assets, the opening value of assets, externalities
including resource management costs, and tax equivalent regimes.

A number of terms used require further comment in the context of these guidelines:

� The reference to or equivalent in principles 1 and 6 is included to take account
of those jurisdictions where there is no nominated jurisdictional regulator for
water pricing.

� The phrase not including income tax in principle 5 only applies to those
organisations which do not pay income tax.

� Externalities in principles 5 and 7 means environmental and natural resouce
management costs attributable to and incurred by the water business.

� Efficient resource pricing in principle 6 includes the need to use pricing to
send the correct economic signals to consumers on the high cost of augmenting
water supply systems.  Water is often charged for through a two part tariff
arrangement in which there are separate components for access to the
infrastructure and for usage.  As an augmentation approaches, the usage
component will ideally be based on the long-run marginal costs so that the
correct pricing signals are sent.

� Efficient business costs in principle 6 are the minimum costs that would be
incurred by an organisation in providing a specific service to a specific customer
or group of customers, or the minimum amount that would be avoided by not
providing the service to the customer or group of customers.  Efficient business
costs will be less than actual costs if the organisation is not operating as efficiently
as possible.
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National Competition Council
Level 12
Casselden Place
2 Lonsdale Street
MELBOURNE  VIC  3000

Telephone: (03) 9285 7474
Facsimile: (03) 9285 7477

Email
ncc@c031.aone.net.au

New South Wales
Inter-governmental and Regulatory
Reform Branch
The Cabinet Office
Level 37
Governor Macquarie Tower
1 Farrer Place
SYDNEY  NSW  2000

Telephone: (02) 9228 5414
Facsimile: (02) 9228 4709

Queensland
National Competition Policy Unit
Queensland Treasury
102 George Street
BRISBANE  QLD  4000

Telephone: (07) 3224 5673
Facsimile: (07) 3229 3501

South Australia <BT>Cabinet
Office Department of Premier and

Commonwealth
Competition Policy Branch
Commonwealth Treasury
Block B, Parkes Place
PARKES  ACT  2601

Telephone: (02) 6263 3887
Facsimile: (02) 6263 2937

Appendix A National
Competition Policy Contacts
For further information about the National Competition Policy process, please
contact the National Competition Council or the relevant Commonwealth, State
or Territory competition policy unit.

Victoria
Economic Development Branch
Department of Premier and Cabinet
1 Treasury Place
MELBOURNE  VIC  3002
Telephone: (03) 9651 5143
Facsimile: (03) 9651 6457

Western Australia
Competition Policy Unit
Treasury
Level 12, 197 St George�s Terrace
PERTH  WA  6000

Telephone: 08 9222 9816
Facsimile: 08 9222 9914



Northern Territory
Economic Services
Northern Territory Treasury
7th floor
38 Cavenagh Street
DARWIN  NT  0801

Telephone: (08) 8999 7406
Facsimile: (08) 8999 6446

Australian Capital Territory
National Competition Policy Unit
Office of Financial Management
Chief Minister�s Department
Level 1, Canberra-Nara Centre
1 Constitution Avenue
CANBERRA CITY  ACT  2600

Telephone: (02) 6207 5904
Facsimile: (02) 6207 0267

South Australia
Microeconomic Reform Branch
Department of Premier and Cabinet
State Administration Centre
200 Victoria Square
ADELAIDE  SA  5000

Telephone: (08) 8226 0903
Facsimile: (08) 8226 1111

Tasmania
Economic Policy
Department of Treasury and Finance
Franklin Square Offices
Murray Street
HOBART  TAS  7000

Telephone: (03) 6233 3100
Facsimile: (03) 6223 2755


