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1. Introduction

This report sets out how the Victorian Government has met its National Competition Policy
(NCP) commitments in the past year. It will allow assessment by the National Competition
Council (NCC) of Victoria’s progress and achievements. The report demonstrates that
Victoria has fully complied with its commitments. As a consequence the NCC will be able
to recommend payment of the full entitlement of the competition payments for 2003—-04.

The first part of the report details the achievements of the Victorian Government in meeting
its NCP commitments in the past year. It follows the format of the NCC’s Framework for
Assessment. It addresses issues raised by the NCC in that framework and provides
updates of government actions taken during the past year.

Given that Victoria has already met and reported on the maijority of its NCP commitments
in previous years, this years report has omitted reporting on areas where all reforms have
already been put in place and full reports have already been made to the NCC. In
particular, this year’s report does not include chapters on retail regulation, education and
childcare. All chapters relating to transport regulation and reform (except taxis, hire cars
and tow trucks) have also been amalgamated into a single chapter.

The second part of the report covers legislation reviews and the application of competitive
neutrality to over 100 public trading enterprises and business units.

Major achievements

Although Victoria has already undertaken the vast majority of its NCP commitments there
were a number of further significant gains achieved in the past year. These gains were
concentrated in the areas of water reform, Full Retail Contestability (FRC) into the gas
market, electricity, taxis and hire cars, and consolidation of the Essential Services
Commission (ESC). There were also a number of ‘mopping up’ activities in other areas.

The continuing emphasis placed by the Victorian Government on water reform this year
deserves particular comment. Victoria has maintained the momentum for water reform and
even made some very noteworthy gains in the past year despite suffering the worst
drought in many years in rural Victoria and the continuation of seven years of drought in
metropolitan Melbourne. In some circumstances, the drought has constrained the speed
with which reforms can be progressed in certain areas and this is noted in the report where
appropriate.

The major reforms and activities are summarised below in the order they appear in the
report.

ESC

The ESC oversaw the introduction of Full Retail Contestability (FRC) to Victoria's energy
consumers:

e On 13 January 2002 FRC was extended to Victoria's two million residential and small
business electricity customers.

e In October 2002, FRC was extended to domestic small business gas customers in
Victoria.

Department of Treasury and Finance
2003



National Competition Policy

The ESC has recently approved each of the distributors’ revised Access Arrangements,
which provides for the terms and conditions for third party users to gain access for the
services offered by each of the three distributors for the five-year period commencing
1 January 2003.

In June 2002, the ESC approved port and channel charges for 200203, resulting in a
reduction in real terms in the charges imposed on customers for regulated services
provided by the Melbourne Port Corporation and the Victorian Channels Authority.

Competitive neutrality

The Competitive Neutrality Unit (CNU) completed eight complaint investigations in 2002
that included six in relation to services provided by Victorian Local Government and two
against Victorian departments or public trading enterprises.

All Victorian Councils have been found to be compliant with Competitive Neutrality (CN)
policy and under Victorian policy are eligible for a share of the Victorian Government's
competition payments.

Water

The Victorian Government has made further major advances in water reform since last
year’'s assessment.

Water for the Future

The Government’s Water for the Future policy, which sets out a comprehensive ten-year
plan to ensure the long-term sustainability and security of Victoria’s water resources, was
released in November 2002. In this policy, the Government committed to:

¢ the establishment of a $320 million Victorian Water Trust to provide a long-term, stable
funding source for investment in water resource management (including an additional
$16 million over four years in improving river health)

e clear targets for improving river health in line with the Victorian River Health Strategy,
water efficiencies in irrigation, water conservation in Melbourne and increased water
recycling

e initiating a number of significant infrastructure projects to achieve these targets.

The plan also sets the following clear targets for water management across the whole
State:

e a 25 per cent increase in the efficiency of irrigation systems across the State by 2020
through piping open channel systems and other technology improvements

e a 15 per cent reduction in Melbourne's water use by 2010. This represents a cut of
29 000 mega litres per year against current projections

e delivery of significant improvements in the ecological health of Victoria's rivers by 2010
through increasing environmental flows and undertaking riverbank and other
catchment management works

e a 20 per cent increase in water recycling in Melbourne by 2010.
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Water trading

The high level of water trading activity in Victoria continues to play an important role in
agricultural production. Water trading is seen as a crucial tool to facilitate better allocation
of existing water resources.

There were two significant developments in relation to water trading in 2002. The Value of
Water: A Guide to Water Trading in Victoria was released in July, and the new statewide
water trading exchange, Watermove, began trading in August.

The Value of Water sets out, among other issues, the rules governing the movement of
water entitlements to a new location, legal and regulatory requirements and mechanisms
for avoiding adverse environmental impacts. It also considers the next stage in developing
the market in Victoria, such as the possible introduction of leasing arrangements.

Watermove has been set up to facilitate water trading by establishing a fair, transparent
process that will provide market information for people seeking to trade water. Ilts major
objectives are to extend markets and to provide information and education.

Forestry

In February 2002 the Bracks Government released the Our Forests Our Future statement
that incorporated the work of the Timber Pricing Review. The Statement included
commitments to the ongoing implementation of the Licence Renewal Project and, with the
planned establishment of VicForests, the further separation of commercial from regulatory
functions.

Work is presently being undertaken to determine the most appropriate form and means for
establishment of VicForests, including the incorporation of performance monitoring
arrangements and community service obligations. The Government's commitment to
implementing these reforms was reaffirmed in the recent Forests and National Parks policy
statement.

Fisheries

The Government response to the review of the Fisheries Act 1995 was released in
December 2001. These recommendations continue to be implemented through the
development of the Fisheries Management Plan, scheduled legislative amendments and
the commencement of the Bay and Inlets Management Process.

Mining and petroleum

The Mineral Resources Development Act 1990 has been reviewed. The Government
accepted most recommendations of the review, which were implemented by amendments
to the Act in Spring 2000. These amendments are expected to be completed by 2003. The
amendments resulted in the development of Ministerial guidelines for the application of fit
and proper person provisions.

The review of the Extractive Industries Development Act 1995 was completed in 2002. The
Government response will be completed in 2003.

A national review of the Petroleum (Submerged Lands) Act 1982 was conducted and the
review report and response were released in 2001. It is proposed that the Victorian
Government will amend the Petroleum (Submerged Lands) Act 1982 (Victoria) to mirror
Federal amendments made as a result, by 2004.
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A review of the Pipelines Act 1967 and the Government response was completed in 2002.
No major restrictions on competition were identified. The Act is now under a complete
review that will develop a regulatory framework contemporary with other forms of
infrastructure. Recommendations from the NCP review of the Pipelines Act will be taken
into account as the draft legislation develops. It is expected that the new Act will be in
operation by 2005.

Electricity

Victoria participated in the Council of Australian Governments (COAG) Energy Market
Review and the National Electricity Market (NEM) Ministers Forum in 2002. By June 2003,
NEM Ministers intend to release a statement on the policy framework and future directions
for the transmission network.

Victoria has met the structural reform objectives guiding the establishment of the NEM.

Victoria still has some (transitional) derogations from the National Electricity Code relating
to FRC implementation which were granted in August 2001. Amendments to existing
derogations relating to transmission regulation were granted interim approval by the ACCC
in December 2002. One such derogation involves the Electricity Industry Act 2000, which is
consistent with NCP principles. The derogation allows a safety net which ensures
customers are protected during this transition period. Local retailers are required to publish
their price and service offers to all domestic and small business customers. The published
terms and conditions are subject to oversight by the ESC, and the Government may refer
published tariffs to the Commission for investigation. The safety net provisions are
transitional and will expire on 31 December 2003. On the advice of the ESC that
competition is not yet fully effective, the Government has made a public commitment to
extend the safety net to 31 December 2004. The legislative changes are expected during
the Autumn Session of Parliament.

Victoria has led the reform process to implement FRC. All residential and small business
customers in Victoria have been able to choose their electricity retailer since
13 January 2002. Around 6 per cent of the 2.2 million residential and small business
electricity consumers changed retailers in the first year since the market opened. This is
one of the highest first year take-ups compared with international experience in FRC.

Victoria has facilitated and overseen the 400 megawatt SNOVIC upgrade, and provided
planning approvals for the Basslink interconnector. Basslink will be capable of supplying up
to 600 megawatts to Victoria during peak conditions and enable Tasmania to become a
member of the NEM.

Gas

The NCC indicated in its August 2002 assessment that the key outstanding gas reform for
Victoria was the implementation of FRC. FRC was introduced for gas on 1 October 2002.

Other transport

The Government has appointed a receiver for V/Line Passenger, M>Tram and M>Train,
after National Express withdrew from their Victorian operations. Investigation of the options
for future management of these franchises has commenced.

The Review of Port Reform in Victoria has resulted in the Government adopting 22 key
actions to improve the effectiveness and efficiency of the ports.
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Agriculture

The Wheat Marketing Act 1989 has been repealed.

The Victorian Government proposes to implement the joint response to the review of the
Murray Valley Citrus Marketing Act 1989 by reconstituting the Board under the Agricultural
Industry Development Act 1990 (AIDA) with extraterritorial operation in the New South
Wales production area.

The National response to the review of Australia’s agricultural and veterinary (AgVet)
chemicals legislation, which Victoria has accepted, does not adopt two recommendations,
concerning efficacy in labelling and the removal of the requirement for licensing of
agricultural chemical manufacturers.

Taxis and hire cars

The taxi and hire car reforms, announced by the Victorian Government in May 2002,
constitute the most substantial reforms of the Victorian taxi and hire car industry in 15
years. These reforms:

o will result in a 46 per cent cumulative increase (at a minimum) in the number of taxi
licences over the next twelve years. This is significantly higher than the estimated
increase in the population over this period

e remove the public interest test on market entry for the hire car industry, and broaden
the nature of the vehicles that can qualify as hire cars

e empower the ESC to review the value of hire car licences after two years

e introduce performance monitoring of taxi services, with additional 24-hour licences to
be issued if performance does not meet standards

e increase the transparency of taxi fare determination, with the ESC to provide an
independent and public evaluation of proposals to change fares

o establish a securities exchange to manage the market for taxi licence assignments and
licence transfers.

Implementation of the reform measures for the tow truck industry has commenced.
Following announcement by the Government of the reforms, implementation has
proceeded with legislation being enacted in the Autumn 2002 Session of Parliament. The
Implementation Working Party is overseeing implementation of those reforms that do not
require legislation.

Health and pharmaceutical services

The final report of the NCP review of the Pharmacy Act was released in February 2000.
Victoria released a discussion paper in August 2002 addressing the implications of
implementing the National review recommendations and submissions have been received.

The report considered legislative restrictions on the ownership and operation of community
pharmacies as well as registration of pharmacists across all jurisdictions. A formal COAG
Senior Officials Working Group response to the National review was released in August
2002. Reviews and reforms of the eight core health profession acts have been completed.
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Other professional occupational and business
licensing

Victoria has implemented recommendations from the Vocational Education, Employment
and Training Committee (VEETAC) National Working Party, May 1993, in relation to
deregulation of some partially registered occupations. Where recommendations had not
been fully addressed, the relevant legislation was included in the National Competition
Policy (NCP) legislation review timetable in 1996.

Fair trading and consumer legislation

Victoria has met its commitments in relation to fair trading.

The report on the national review of Consumer Credit Code legislation was released for
comment, after which the Ministerial Council on Consumer Affairs accepted its
recommendations.

A scoping study into the national scheme for uniform trade measurement legislation has
been completed and the interstate review committee oversighting the review has prepared
its response to the scoping paper. A draft Public Benefit Test (PBT) report on the restriction
on the sale of non-prepacked meat has been completed. The scoping paper and the PBT
report are currently being circulated for public comment. Victoria has been meeting its
requirements for the review and is currently awaiting the completion of the national process
before it can implement any reforms.

Workers’ compensation, transport accident
compensation and legal services

Reviews of workers’ compensation arrangements and transport accident compensation
arrangements were released in February 2001. The reviews found that the WorkCover and
transport accident compensation schemes have features of a welfare scheme that are
uncommon in insurance products, including the competitive products offered in other
States. These features entail a significant public interest.

The Government’s responses accepted the recommendations to retain the single manager
for each scheme. In response to a recommendation for independent reviews of WorkCover
and transport accident compensation schemes’ proposed premiums, amendments to the
Essential Services Commission Act 2001 were made in 2002 so that the ESC could advise
on proposed premiums.

Similarly, in a response released in November 2000, the Government accepted the
recommendation of the 1998 Legal Practice Board report that the monopoly scheme be
retained on the basis that existing arrangements yielded a net benefit to the community.
Following public consultations, a Supplementary report on Professional Indemnity
Insurance for Solicitors in Victoria was prepared and provided to the NCC in June 2001.
This report confirmed the Government’s decision to retain the monopoly arrangement.

Retail

Following completion of the March 2000 review of liquor licensing and extensive
consultation with industry, in January 2001 the Government announced a phase-out of the
8 per cent cap on packaged liquor licences from the end of 2003. An earlier phase-out
would be subject to agreement between the Government and the industry.
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Following the announcement, discussions between the Government and the industry
commenced on developing new arrangements for the packaged liquor industry. In May
2002, the Government announced that agreement on new arrangements had been
reached.

A key element of the agreement was the introduction of legislation that led to the
commencement of the phase out of the 8 per cent rule from June 2002.

Gaming

The Victorian Government has made considerable progress in reforming gambling
legislation and regulations to ensure they are consistent with the public interest. Legislative
reform of the Public Lotteries Act 2000 has provided scope for competition following the
expiry of the current sole licence arrangements in 2004. In accordance with the legislation,
the Government entered into negotiations with Tattersall's regarding 2004—-07 license
arrangements in 2002. Implementation of reforms to other gaming legislation has
continued, and has included further amendment of gaming legislation through the Gaming
Machine Control (Amendment) Act 2002, which makes a series of regulatory changes that
will streamline regulatory processes and introduce further responsible gaming measures,
and the amendment of racing and betting legislation to support more competitive practices
in that industry.

Planning, construction and development

The review of the Planning and Environment Act 1987 found that the main restrictions in
planning legislation were in the public interest.

The community derived a net benefit from restrictive provisions in the Architects Act.

The entry barrier to the profession identified in the review of the Surveyors Act 1978
provided a net benefit to the community.

Machinery of government: changes to
departments

In December 2002 the Victorian Government announced a restructure of Government
departments designed to deliver further improvements in the key areas of health,
education, community safety and the environment. The former Department of Natural
Resources and Environment (DNRE) was divided to create the new Department of Primary
Industries—providing support to agriculture and fisheries, petroleum, minerals, energy and
forestry industries—and the new Department of Sustainability and Environment, which
assumed the environmental functions of the former DNRE, the planning functions of the
Department of Infrastructure. A third new body, the Department of Victorian Communities,
was created and assumed a range of portfolios central to building and maintaining strong
communities. These changes were published in the Victorian Government Gazette on
5 December 2002. Earlier in 2002 the Commonwealth Games portfolio was removed from
the former Department of State and Regional Development, creating the new Department
of Innovation, Industry and Regional Development.
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2. Assessment issues from 2002

This chapter provides a listing of assessment issues that have been raised by the NCC
since Victoria’s last progress report. A summary of action taken to address each issue, as
well as the chapter(s) in this report where the issue is addressed in more detail, are
provided. The order of the issues raised in this discussion follows that used by the NCC in
its assessment framework.

Electricity, gas and petroleum

Assessment issue Action

Derogations from the national In general, derogations are only used as a last resort. Victoria

electricity code retains a very few derogations relating to transition to FRC and
to reflect Victoria’s unique separation of ownership and planning
of the high voltage transmission network. See Chapter 8.

National transmission grid As well as participating in the NEM Ministers’ Forum Review of

connection national transmission Grid Interconnection, Victoria oversaw the
400MW SNOVIC upgrade and approved the 600MW Basslink
transmission interconnection project. See Chapter 8.

Institutional arrangements Victoria has been active in working towards further reforms of
institutional arrangements for the NEM, participating in the Parer
Energy review and the COAG Ministerial Council on Energy.

Parer review and National There will not be a formal Victorian Government response to the

Energy Market Minister's review. Victoria will contribute to the development of a report to

forum COAG in mid 2003 by the Ministerial Council on Energy on
energy reform, which will incorporate a response to the Energy
Market Review.

Gas FRC Victoria introduced FRC for gas on 1 October 2002.

Quality standards for natural = Victoria has implemented the new AS4564/AG864 quality
gas standard for general-purpose natural gas.

Pipelines Act 1967 The Government released its response to the review of the

Pipelines Act 1967 in July 2002. The government accepted the
vast majority of the review's recommendations with the
exception of a few that had been superseded, were impractical
or would have put it in conflict with the National Third Party
Access Code. Details of the Government response are provided
in Part F. The Government is progressing with implementation of
the accepted recommendations.

Petroleum (Submerged The Government released its response to this review in March

Lands) Act 1982 2001. A number of the recommendations will require no
legislative change. For those recommendations requiring
legislative change the Commonwealth has enacted the
Petroleum (Submerged Lands) Act 2002 (Commonwealth) and it
is proposed that the Victorian Government will amend the
Petroleum (Submerged Lands) Act 1982 (Victoria) to mirror the
Commonwealth amendments by 2004. See Chapter 7.

Department of Treasury and Finance "

2003



National Competition Policy

Primary industries

Assessment issue Action

Agriculture and Veterinary @ Victoria has accepted the national response to the review of

Chemicals (Victoria) Act 1994 these Acts. Although Victoria has been consulted regarding

and Agriculture and Veterinary = changes to Commonwealth legislation, it is not directly involved

Chemicals (Control of Use) in the implementation of the changes addressing licensing of

Act 1992 agricultural chemical manufacturers, regulation of low risk
chemicals, contestability of chemical assessment services, and
compensation for third party access to chemical assessment
data.

Victoria believes there are strong public interest reasons for
retaining the efficacy provisions. These reasons are set out in
detail in Chapter 11.

A nationally consistent aerial spraying licensing system is
currently being progressed. The insurance policy issues raised
by the NCC will be addressed as part of this process.

Fisheries Act 1995 The Bays and Inlet Management Planning process will begin in
June 2003. See Chapter 6.

Food Act 1984, Meat Industry = The Government accepted all of the recommendations of the
Act 1993 review of the Food Act.

The Government accepted all but one recommendation of the
review of the Meat Industry Act (that exception related to
provisions for Ministerial directions). The public interest reasons
given in the review for retaining some restrictions are detailed in
Part F.

Veterinary Practice Act 1997 The Government is satisfied that the veterinary registration
board structure and membership is appropriate and serves the
public interest.

The Act, enacted in 1998, follows a legislative model upon which
the regulation of the conduct of all health professionals including
doctors, dentists and nurses is based in Victoria. A full
discussion of this issue is presented in Chapter 11.

Extractive Industries The review of the Extractive Industries Act was completed in
Development Act 1995 2002. The Government is considering its response to the review.
Forest Act 1958 The Government is considering its response to the review of the

Forests Act but note that many reforms have already been
implemented in this area. Details are provided in Chapter 6.

Competitive neutrality Work is currently being undertaken to determine the most
implementation of VicForests  appropriate form and means for establishment of VicForests.
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Transport
Assessment issue Action
Transport Act 1983 (Taxis) Annual releases of new licences have begun in Victoria. These

new licence issues will outpace population and demand growth
and will ease supply constraints. The Government is committed
to monitoring and reviewing the situation so that it may be
continually improved. The Government has announced its
commitment to continuing the reform package and has also
implemented reforms to the hire car market. See Chapter 12.

Dangerous Goods Act 1985 The measures in the current legislation and regulations reflect
(s.15) the National Standard for the Storage and Handling of
Workplace Dangerous Goods.

Transport (Tow truck) Act Implementation of the reform measures for the tow truck industry

1983 and Transport (Tow has commenced. Legislation was enacted in 2002 and the

Truck) Regulations 1994 Implementation Working Party is overseeing implementation of
non-legislative reforms. See Chapter 12.

Health and pharmaceuticals

Assessment issue Action

Drugs, Poisons and Controlled = Victoria continues to await the report of the Australian Health

Substances Act 1981 Ministers’ Advisory Council Working Party report on this Act. See
Chapter 13.
Pharmacists Act 1974 The COAG Senior Officials Working Group’s response to the

review of this Act was released in 2002. Victoria has now
prepared a discussion paper, met with key stakeholders, has
analysed submissions to the discussion paper, and is now
preparing policy advice as a basis for drafting new legislation.
See Chapter 13.

Legal Services

Assessment issue Action

Legal and Other Professions A detailed response to the questions posed by the NCC
and Occupations regarding the Legal Practitioners Act 1996 is provided in Chapter
14.
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Other professional: occupational and business

licensing
Assessment issue

Private Agents Act 1966
Estate Agents Act 1980

Action

Departmental review and consultation on this review is ongoing.

Legislative amendments (Estate Agents and Sale of Lands Acts
(Amendments) Bill) addressing the recommendations of the
Review were introduced into Parliament in Spring 2002. The Bill
lapsed with the calling of the Victorian election in November
2002. See Chapter 15.

Finance, insurance and superannuation

services

Assessment issue

Compulsory third party and

workers compensation
insurance legislation:
monopoly provision of
insurance

Action

Chapter 17 contains detailed discussion of issues raised by the
NCC.

Social regulation: education, child care and

gambling
Assessment issue

Club Keno Act 1993

Gambling and Betting Act
1994 as it relates to betting

Racing Act 1958

Lotteries Gaming and Betting
Act 1966

Casino Control Act, Part 5A

Gaming Machine Control Act
1991

Gaming and Betting Act 1994
as it relates to a gaming
operator’s licence and
relevant regulation

Action

The Club Keno legislation will be additionally reviewed as part of
the review of the post-2012 electronic gaming machine industry
structure, which is to commence in the current term of
government. See chapter 19 for details.

The Government has made further progress in this area:
implementing a phased reduction of minimum telephone bet
limits; passing legislation in 2002 to implement reform of
legislation governing operating structures and trading hours.
Details of recent progress are provided in Chapter 19.

The Government has continued implementation of reforms
arising from the Gaming Machine Control Act review. Details are
provided in Chapter 19

14
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Planning, construction and development
services

Assessment issue Action

Planning and Environment Act  The Government is considering its response to this review.
1987

Building Act 1993 The Government is considering its response to this review.
Architects Act 1991 The Government is considering its response to this review.
Surveyors Act 1978 The Government has released its response to this review.

Details are provided in Part F.

Competitive neutrality

Assessment issue Action
Competitive neutrality The CNU completed eight complaint investigations in 2002 that
complaints included six in relation to services provided by Victorian Local

Government and two against Victorian departments or public
trading enterprises.

All Victorian Councils have been found to be compliant with CN
Policy and under Victorian policy are eligible for a share of the
Victorian Government's competition policy payments.

Implementation of competitive = A discussion of the rate of return on capital with regard to the

neutrality principles Commonwealth Bond rate is provided in the section on the
Melbourne Ports Corporation and Victorian Channels Authority
in Chapter 10.

Water

The issues raised by the NCC regarding water reform are complex and important. The
Victorian Government, its water authorities and Victorian communities have expended a
great deal of time, effort and financial resources on water reform. A summary of the
reforms and responses to the NCC’s questions would be almost as long as the full
description. The discussion is therefore left to its entire description in Chapter 5.
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Part B:
Report on the elements of policy
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3. ESC and infrastructure reform

e On 1 January 2002, the Essential Services Commission (ESC) became the economic
regulator of Victoria’s utility services.

o Establishment of the ESC is consistent with the National Competition Policy (NCP)
commitment to independent economic regulation.

e This chapter provides a summary of key reviews / determinations over the past year
and includes details on the ESC and related reforms and the challenges in the year
ahead.

Establishment of the Essential Services
Commission

The Essential Services Commission (ESC) was established on 1 January 2002 as
Victoria’s independent economic regulator of certain essential infrastructure services under
the Essential Services Commission Act 2001. It subsumes the former Office of the
Regulator-General (ORG) that had operated as the economic regulator of regulated utility
industries in Victoria since 1994.

The ESC is responsible for economic regulation in relation to electricity and gas
distribution, certain ports and grain handling services and rail access. It also has an
enhanced role in relation to reliability of supply, including a capacity to conduct
investigations into reliability of supply issues. Final arrangements to introduce independent
economic regulation of the Victorian water industry by the ESC have been considered by
Government. As the November 2002 State election precluded implementation of these
arrangements on 1 January 2003 as originally proposed, the Government is giving
consideration to a revised timeframe for implementation.

Over the past year, the transition to the ESC with its new functions and institutional
arrangements has presented an important challenge, in addition to maintaining the delivery
of regulatory outcomes in Victorian essential utility services.

The establishment of the ESC represents an important evolution in the regulatory
framework for utility industries in Victoria. It builds on the strengths developed by the
independent regulatory framework of the ORG and has provided substantive
improvements, such as the establishment of a Chairperson and additional Commissioners.
It also has a greater focus on achieving triple-bottom line outcomes through more effective
integration of economic regulation with broader environmental and social objectives. The
regulatory framework of the ESC now provides greater incentives for achieving optimal
long-term investment in infrastructure. There is a requirement for Memoranda of
Understanding to be developed and published between the ESC and other specialist
regulators and for a charter of consultation and regulatory practice to be established.
Enhanced accountability and transparency of regulatory decision-making are also key
features of the ESC.

The primary objective of the ESC is to protect the long-term interests of Victorian
consumers with regard to price, quality and reliability of essential services. In addition, it
has a number of facilitating objectives, which include:
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o to facilitate efficiency in regulated industries and the incentive for efficient long-term
investment

o to facilitate the financial viability of regulated industries
o to ensure that the misuse of monopoly or non-transitory market power is prevented
o to facilitate effective competition and promote competitive market conduct

e to ensure that regulatory decision-making has regard to the relevant health, safety,
environmental and social legislation applying to the regulated industry

e to ensure that users and consumers (including low-income or vulnerable customers)
benefit from the gains from competition and efficiency

e to promote consistency in regulation between States and on a national basis.
The functions of the ESC include:

e performing such functions as are conferred on the Commission by the Essential
Services Commission Act 2001 and relevant industry specific legislation

e advising the Government on matters relating to economic regulation, including
reliability issues and advise as to whether an industry which provides an essential
service should become a regulated industry or whether a regulated industry should
continue to be a regulated industry

e conducting public education programs to promote its objectives under the Act and
other relevant legislation and in relation to significant changes in the regulation of a
regulated industry.

The specific role of the Commission varies from industry to industry in accordance with the

regulatory arrangements that apply to each of the regulated industries. The industry

specific legislation includes the following:

o the Electricity Industry Act 2000

e the Gas Industry Act 2001

o the Water Industry Act 1994

e the Rail Corporations Act 1996

e the Port Services Act 1995

e the Grain Handling and Storage Act 1995.

For example, the most extensive role of consumer protection exists for the electricity and

gas industries, while in the regulated rail industry the Commission’s powers are limited to

resolving disputes as to the terms of access to relevant infrastructure by third parties or
prospective wholesale users.
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New developments

Consumer advocacy

The Government has introduced new and improved arrangements for customer advocacy
and participation in the decision-making process of the ESC, through the establishment of
the Consumer Ultilities Advocacy Centre (CUAC).

The CUAC was established in response to concerns that consumer groups did not have
the resources to promote informed and effective representation, particularly in relation to
regulatory issues affecting essential services such as gas, electricity and water. The
Government believes that well informed and effective consumer advocates are important to
ensure that consumers, especially those who are disadvantaged, get the best deal from
their utilities, particularly in the newly competitive retail environment.

The CUAC provides an interface between consumers and the Commission and other
regulators. In this way, the CUAC will ensure the voice and views of consumers are taken
into account in regulatory decision-making.

The CUAC commenced operations in February 2002.

Water

Final arrangements to introduce independent economic regulation of the Victorian water
industry by the ESC have been considered by the Government. As the November 2002
State election precluded implementation of these arrangements on 1 January 2003 as
originally proposed, the Government is giving consideration to a revised timeframe for
implementation.

Transport

Under recent amendments to the Transport Act 1983, the ESC has adopted the access
regulatory functions to make recommendations on proposed taxi fares, tow truck charges
and hire car licenses. Under these arrangements the Minister for Transport must refer fee
proposals to the ESC before making a final decision.

Amendments were also made to the Rail Corporations Act 1996 to improve the rail access
regime in accordance with NCP. These amendments apply to all rail arbitrations that
commenced after 21 May 2002.

Insurance

The Government has announced that the ESC will have a role in monitoring and providing
advice to the Government on matters relating to the operations of certain statutory insurers
in Victoria. In particular, the ESC would provide independent third party advice to the
Minister for WorkCover on WorkCover and Transport Accident Commission premiums.

The ESC will also report on the observable trends and patterns in general insurance
premiums to support government responses to the recent ‘hard’ insurance market. The
powers of the ESC under these amendments are subject to relevant referrals from the
responsible Minister and the Minister for WorkCover.
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Funding of the ESC

A maijor thrust of the ESC arrangements is to promote greater emphasis on transparency
and ensure that the costs of regulation do not exceed the benefits.

The Commission is co-funded by Government and industry on an equitable and
transparent basis, with a significant portion of the costs recovered through the licensed
regulated industries.

To meet these new arrangements, the ESC Regulations 2001 requires that the
Commission include in its annual report a statement that shows the total costs incurred in
relation to each regulated industry.

Regulatory highlights in 2002

The following section summarises some highlights of the regulatory activities of the ESC
over the past year.

Electricity

e Full Retail Contestability (FRC) was extended to Victoria’s two million residential and
small business electricity customers on 13 January 2002

e In September 2002, the ESC completed a review for the Minister of Energy and
Resources on whether retail competition in the Victorian electricity market is, or is likely
to be, effective for small customers. The review comprised the period October 2000-
September 2002.

e The ESC established a Market Code Advisory Committee, comprising retailer and
consumer representatives, to monitor licensees’ compliance with the Marketing Code
of Conduct, which is intended to protect consumers from undesirable market conduct
under FRC.

e The ESC developed and introduced default Use of System Agreements to codify the
obligations of distributors and retailers to each other in relation to matters such as
payment of network tariffs, handling of customer queries and complaints, to ensure
that distributors do not discriminate against retailers and therefore customers who
have changed retailers.

e The ESC advised the Minister for Energy in relation to applications by five electricity
retailers to increase retail electricity tariffs for domestic and small business customers
from 1 January 2002.

e The ESC revised the Electricity Distribution System Code to require distributors to
publish annual planning reports.

e The ESC published reports monitoring the service, price and financial performance of
the electricity distribution businesses, and followed up with the businesses on matters
of service reliability and hardship for customers with bill payment difficulties.
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Gas

e In April 2002, each of the three gas distributors in Victoria submitted Access
Arrangement Revisions to the ESC for approval, pursuant to the requirements of the
National Gas Code. Throughout 2002, the ESC has consulted on the approach to the
review, the key issues and information presented. This culminated in the release of a
Draft Decision in July 2002 and a Final Decision in October 2002. The ESC has
recently approved each of the distributors’ revised Access Arrangements, which
provides the terms and conditions for third party users to gain access for the services
offered by each of the three distributors for the five-year period commencing
1 January 2003.

e In October 2002, FRC was extended to domestic and small business gas customers in
Victoria. As with the electricity retail market, the ESC has engaged in an information
campaign for the final tranche of 1.54 million gas customers to increase their
awareness of competition and choice in the gas retail market.

e The ESC completed a number a projects to prepare for and facilitate the
implementation of FRC for gas in Victoria, including revisions to licences, codes and
guidelines and approval of the scheme and nature of Retaill Gas Market Rules,
including such things as collection, storage and use of metering and energy data, the
provision of data from distributors to market participants regarding distribution supply
points and registration of market participants.

e In September 2002, the ESC released its Final Decisions in relation to the recovery of
costs incurred by VENCorp and gas distributors in relation to FRC.

e In June 2002, the ESC completed a special inquiry at the request of the Minister for
Finance into the bottled LPG market in Victoria, examining the extent to which there is
market power and options open to Government to reduce this power.

e The ESC has continued to publish its annual comparative performance reports on
Victoria’s three gas distribution businesses and three incumbent retail businesses.

e The ESC developed and implemented a gas audit framework to provide independent
expert assurance that the gas distribution businesses are meeting key service
obligations.

Water

e The ESC published the sixth annual comparative performance report on Melbourne’s
three retail water businesses, covering quality and reliability, affordability and customer
service.

e The ESC oversaw the completion of operational audits of Melbourne water retailers,
attesting that the performance data provided to the Commission is reliable for
regulatory purposes and that key service obligations are being met.

e The ESC participated in a number of public workshops and meetings with water
authorities in Victoria as part of the Government’s consultation on the proposals paper
to bring the water industry under independent economic regulation.

Export grain handling

¢ In November 2001, the ESC issued a set of revised Pricing Principles, and established
an amended default schedule to apply for 2002 in the absence of compliant prices
being submitted by GrainCorp.
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¢ In November 2002, the ESC released a consultation paper in relation to the charges
for regulated export grain handling services at Geelong and Portland for the 2002-03
season. The paper presented the main options available to the Commission with
respect to these charges.

e In December 2002, the ESC published an open letter highlighting its decision not to
change the default handling schedule for 2003.

e In October 2002, the ESC released the final report of the review of the regulation of the
handling and storage of export grain. The report recommended that price regulation is
no longer warranted in view of significant competitive developments in the export grain
handling industry, but access regulation should continue pending a subsequent review
of the continuing need for it.

Ports — port and channel charges

e In June 2002, the ESC approved port and channel charges for 2002—-03, resulting in a
reduction in real terms in the charges imposed on customers for regulated services
provided by the Melbourne Port Corporation (MPC) and the Victorian Channels
Authority (VCA).

e In October 2002, the Minister for Finance directed the ESC to undertake a review of
the port channel access in Victoria taking into account the Government’s intention to
abolish the MPC and the VCA and establish a new, single integrated corporation. The
ESC is required to examine implementation issues and access pricing in particular,
and must also have regard to regional, economic, social and environmental issues; the
wider regulatory environment in Victoria relating to ports, rail and export grain handling;
and the practicality of implementation of any recommendations. It is required to provide
a final report to the Minister in March 2003.

Rail access — guidelines

e In April 2002, the ESC resolved Victoria’s first rail access dispute between GrainCorp
and the rail operator Freight Australia by requiring Freight Australia to provide terms
and conditions for access to GrainCorp.

Challenges ahead

In addition to the demands of the organisational changes required to establish the ESC,
the on-going agendas of priority regulatory reviews and decisions before the ESC in
2002-03 include the following challenges:

e continuing to monitor the implementation of consumer protection and related safety net
arrangements for the introduction of FRC for the smallest electricity and gas customers
and the effectiveness of the competitive process during the transitional period

e continuing to implement the regulatory framework governing each of the industries
regulated by the ESC. This includes comparative performance monitoring and
reporting, monitoring and approval of compliance with price determinations and related
regulatory arrangements, and decisions and arbitrations of proposals and disputes by
parties seeking to exercise their statutory rights.

e assisting the Government in the development of the regulatory arrangements that will
apply when the ESC assumes responsibility for monitoring and providing advice to the
Government on matters relating to the insurance industry and the operations of certain
statutory insurers in Victoria
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providing recommendations to Government on proposed taxi fares, tow truck charges
and hire car licenses

assisting the Government in the development of the regulatory arrangements that will
apply when the ESC assumes responsibility for the regulation of the water industry
from 2003

concluding consultation with other regulators to enter into formal Memoranda of
Understandings and to establish a Charter of Consultation and Regulatory Practice.
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4. Competitive neutrality

o Competitive Neutrality (CN) policy has applied to all significant public sector business
activities since 1996.

e The CN policy applies to local government and will assist local government in
developing Best Value service standards for their significant business activities.

e The CN policy has also been promoted in the context of Best Value implementation for
local government. A revised policy statement, in compliance with CPA clause 7(2) has
been developed to reflect the Best Value framework within which local government
now operates.

Background

CN policy has applied to all significant public sector business activities since 1996. Many of
the commercial government business enterprises (GBEs) have been corporatised or
commercialised and others have been sold. All significant GBEs are subject to income tax
equivalents and goods and services tax. The introduction and implementation of CN has
seen a levelling of the playing field between government organisations and private
businesses.

Competitive Neutrality policy: Victoria 2002

Considerable effort is being devoted to refreshing public sector knowledge of CN through
mail-outs, website information, seminars and small group discussions. Summary
investigation reports are also being used as a means of educating agencies on what is
required to satisfy the policy.

Local government and Best Value Victoria

Councils have been required to report on their implementation of NCP since it was first
applied to local government in 1996—-97. Councils are required to provide evidence of their
compliance with NCP obligations in an annual statement to the Minister for Local
Government, prepared in accordance with reporting guidelines issued by the Minister.

The annual NCP statement, certified by a council’s Chief Executive Officer and submitted
directly to the Minister, remains the mechanism for demonstrating NCP compliance under
this revised policy statement. The Minister will continue to issue guidelines from time to
time updating reporting requirements consistent with developments in councils’ NCP
obligations.

The Best Value Principles apply to all council services requiring councils to determine
quality and cost standards in consultation with their communities. Best Value Victoria
provides a framework for councils to develop and deliver improvements to services,
ensuring that they are relevant and responsive to community needs.

Department of Treasury and Finance 27

2003



National Competition Policy

Local Government: Improvement Incentive Principles
Agreements

Since 1999 the Government has shared its NCP payments with local government in
recognition of their efforts in implementing competition policy, under agreements between
the State and each council. The local government pool was nine per cent of what the State
received from the Commonwealth in any year. Competition payments are made only to
NCP compliant councils, and a non-compliant council forfeits its share of the pool to the
State. Payments have been made under Competition Principles Agreements that have
been enacted with each council.

The Minister for Local Government issued a Bulletin in November 2002 to inform local
government of a new funding package and agreement that the State and each Council will
sign that will replace the expired agreements. A new ‘Improvement Incentive Principles
Agreement’ is to be drafted and it is proposed the Minister and each council will sign the
agreement in 2003. It is intended that the State will continue to share competition
payments with local government and that the requirement for councils to receive payments
be extended to include:

e compliance with competition principles relating to trade practices laws, local laws, and
competitive neutrality

e demonstration of progress in the development and implementation of asset
management plans

e compliance with the Best Value Victoria reporting guidelines and codes.

The overall aim of the program will be to ensure that councils continue to comply with the
requirements of NCP and improve their level of efficiency in managing their assets and
providing services to their communities.

Councils’ NCP compliance will continue to be assessed from their annual statements,
certified in each case, each year, by the council’'s Chief Executive Officer, and prepared in
accordance with guidelines that will be prepared by the Local Government Division of the
new Department for Victorian Communities (formerly Department of Infrastructure), in
consultation with the Department of Treasury and Finance.

Local Government compliance 2001-02

In making recommendations to the Minister on councils’ NCP compliance, the Local
Government Division of the DOl was assisted by an advisory panel that comprised
representatives from the Department of Treasury and Finance and the Municipal
Association of Victoria. The panel assessed councils’ NCP statements individually, and
sought clarification from any council whose statement was not sufficiently self-explanatory
or complete, before settling upon recommendations on eligibility for payments.

Assessments were carried out on the 78 Councils within Victoria and it was found that
overall they are compliant with CN Policy. The Competitive Neutrality Unit (CNU) will
include in its training programme, that continues in to 2003, workshops on specific issues
identified that require ongoing training to accommodate staff movements within Councils.
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Competitive Neutrality complaints

Table 1: Summary of CN complaints

Department

Local Government Gym and
programs

Local Government

DE&T Training services
DTF Plumbing
DHS Accommodation

DHS—cemetery trusts  Cemetery services

Local Government

Local Government

DHS/Local Government Waste Collection

Notes:

* One of these complaints related to two facilities of the one council.

Business type

Child care services

Livestock exchange

Community transport

Complaints Status

7*

3#

4 completed

2 follow-up investigations completed
1 follow-up investigation in progress
2 completed

1 in progress

1 terminated

Completed

Completed

4 in progress

1 follow-up investigation in progress
2 in progress

2 in progress

1 in progress, withdrawal likely

1 withdrawn

# One investigation includes two complainants against various centres run by one council.

** One complaint related to four trusts and is included as four.

As at December 2002, nine new and two follow-up investigations were in progress. Eight

complaint investigations were completed in 2002.

Investigations in progress at December 2001 and completed prior to

December 2002

Department of Human Services (DHS)

Complaint registered 1 June 2001. Finalised May 2002

The complainant alleged that the DHS provision of accommodation services is not
compliant with CN Policy and that DHS provides services within the same competitive
market as supportive residential services, in contravention of Competitive Neutrality Policy.

The CNU found that DHS accommodation services for the Aged, and intellectually or
physically disabled are not-for-profit services or programs. It concluded that DHS activities
are not undertaken as business activities and are therefore outside the scope of CN Policy.
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City of Whitehorse: child care centres (two complaints)
Complaints received March and October 2001. Finalised September 2002

The complainants alleged that the Council had not applied CN Policy to their childcare
centres.

The conclusion of this investigation was that, through the City of Whitehorse’s undertaking
of an extensive public interest process, it complies with the Victorian Government's CN
Policy.

Mildura Rural City Council: Mildura Waves
Complaint registered 15 May 2001. Initial investigation finalised February 2002

The Mildura Rural City Council was found to be in breach of the Victorian Government’s
CN Policy in relation to the aerobic facilities and consequently in relation to the overall ‘dry
area’ health and fitness program provided by the Mildura Waves Centre after the
investigation concluded that there was no justification of any subsidy for the Centre, which
should have been carried out through a public interest test.

Moreland City Council: Coburg and Fawkner Leisure Centres
Complaint registered 21 June 2001. Finalised 17 April 2002

The complainant alleged that the Council has not applied CN Policy to the expansion and
operation of its two leisure centres at Coburg and Fawkner.

The investigation concluded that Council applies full cost reflective pricing to gym and
aerobic facilities at the Coburg Leisure Centre and so is deemed to comply with the CN
policy. The operation of the gym and aerobic facilities at the Fawkner Leisure Centre is
subsidised by the Council, requiring consideration of public policy issues. Council has
documented a public interest process to justify the subsidy on the grounds that increasing
prices for the activities to meet full cost reflective pricing, would not only jeopardise, but
defeat, the Council’s social development objectives.

The conclusion of this investigation is that the Moreland City Council complies with the
Victorian Government’s CN Policy.

City of Casey: Casey Leisure Centre
Complaint registered 21 September 2001. Finalised 25 September 2002

The complainant alleged that the City of Casey had not applied CN Policy to the expansion
and operation of the Casey Leisure Centre.

The conclusion of the investigation was that the Council would, in establishing commercial
activities, apply appropriate CN costing and pricing to achieve CN compliance balanced
against its public policy obligations to the community.
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Complaints received since December 2001 and completed prior to
December 2002

Yarra Valley Water Pty Ltd

Two complaints received and registered 10 January 2002 and 21 March 2002.
Finalised 28 June 2002.

The complaints were based on the belief that Yarra Valley Water Plumbing, operated by
Yarra Valley Water Pty Ltd, has unfair competitive advantages in relation to opportunities
to access and use customer information that other plumbing operators do not have in order
to promote Yarra Valley Water plumbing services.

The investigation found that, provided the costs of advertising are fully recovered by Yarra
Valley Water Plumbing and the advertisements are distributed in a manner available to
private operators (that is, not in a way which could be construed to involve public sector
advantage), there is no contravention of CN Policy. Yarra Valley Water does not appear to
have breached CN Policy.

City of Kingston

Complaint registered 6 February 2002. Finalised 19 August 2002

The complaint related to whether the cost to users of the provision of gym and fithess
services and specifically the refurbishment of the Don Tatnell Leisure Centre (DTLC),
reflected the costs of the refurbishment, and to public funding of competition to the
detriment of existing private fithess providers.

The conclusion of the investigation was that the City of Kingston complies with the
Victorian Government’s CN Policy with respect to its involvement in gym and fitness at the

DTLC.

Complaints received since December 2001: investigation in progress
as at December 2002

City of Ballarat: Childcare Facilities
Complaint registered 15 May 2002.

The complaint relates to Council operating subsidised long day childcare facilities and
paying childcare workers above the Federal Award that other childcare centres pay.

Draft investigation reports have been issued.

Cemetery Trusts

Complaint registered 22 May 2002.

Complaints have been lodged against four cemetery trusts: trusts responsible for Bunurong
Memorial Park, the Necropolis Springvale, Fawkner Crematorium and Memorial Park and
Altona Memorial Park.

The complainant expressed concern about the changing role of cemetery trusts, which
they claim has evolved from being a provider of burial services and cemetery maintenance

to an aggressive marketer of goods and services, including those traditionally provided by
the private sector.
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Draft investigation reports have been issued.
Latrobe City Council: Community Transport Service
Complaint registered 24 June 2002.

The complaint relates to Council providing community transport bus services that are
impacting on the operation of private taxi services.

Melbourne City Council: Waste Collection Service
Complaint registered 30 August 2002.

The complaint relates to the Council providing commercial waste collection and disposal
services in competition with private service providers.

South Gippsland Shire Council: Community Transport Service
Complaint registered 6 November 2002.

The complaint relates to Council providing community transport bus services that are
impacting on the operation of private taxi services.

City of Greater Geelong: Waste Collection Service
Complaint registered 18 September 2002.

The complaint relates to the Council introducing a green waste collection and disposal
services in competition with private service providers.

City of Greater Bendigo: Waste Collection Service
Complaint registered 5 October 2002.

The complaint relates to the Council providing commercial waste collection and disposal
services in competition with private service providers.

Follow-up investigations commenced and completed prior to
December 2002

City of Whittlesea: Thomastown and Mill Park Leisure Centres
Initial investigation finalised 5 June 2001. Follow-up finalised 9 July 2002.

The first report concluded that the City of Whittlesea Council was in breach of the Victorian
Government’s CN Policy in relation to both centres. It is noted however that both centres
were subject to competitive tendering for management services with contracts extending to
1 July 2002. Council made efforts to determine CN adjustments in 2000-01 and to
undertake a CN review, however it remained in breach in relation to inadequate public
interest analysis, documentation and process to support the subsidy provided in that year.

Council has subsequently undertaken the required costing and public consultation in
2001-02 and has satisfied the public interest test requirements for compliance with the CN
Policy.
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Mildura Rural City Council: Mildura Waves Leisure Centre

Initial investigation finalised 21 February 2002. Follow-up finalised
4 September 2002.

The first report found that the Council had taken inadequate steps to clearly identify the
extent of the CN subsidy particularly in relation to dry area health and fitness programs,
which were the focus of the complaint.

The Council undertook a public consultation process and further review of the cost
allocations and pricing structure within the Mildura Waves gym and aerobic areas and is
now in a position to inform the community that the dry area of the Centre will not be
subsidised by the Council and the gym and aerobic areas within the will apply full cost
reflective pricing in compliance with the Government’s CN policy.

The conclusion of this investigation is that the Mildura Rural City Council has satisfied the
requirements of the CN Policy.

Follow-up investigations commenced and in progress as at December
2002

Bairnsdale Regional Livestock Exchange (BRLE)

Complaint registered 2 February 2001. Initial investigation finalised 31 August 2001.
Follow-up in progress.

The first report concluded that the BRLE was in breach of the CN Policy, primarily due to
necessary adjustments not being made to pricing for capital financing and the required rate
of return on capital.

The Council has undertaken to explicitly classify costs in the determination of a
competitively neutral price for the facility and to adjust future business plans accordingly,
and has undertaken a public interest test to facilitate CN compliance. Council is collating
information to convey to the CNU to prepare a follow-up report.

Warrnambool City Council: Warrnambool Aquatic and Leisure Centre
Complaint registered 2 February 2001. Investigation finalised 18 May 2001.

The first report concluded that the proposed Aquatic Centre had not reached a stage of
development where an assessment in relation to CN compliance in pricing access to the
facility could be determined. Any finding in relation to compliance (or otherwise) with CN
Policy in pricing of the Centre’s activities would have been premature at the time of the
investigation.

The Council has submitted pricing information to the CNU relating to the Centre’s activities
following it becoming operational.
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Complaints received and subsequently withdrawn or terminated prior
to December 2002

Department of Education and Training
Complaint registered 19 October 2001. The complaint investigation was terminated.

The complainant alleged that the Department had not complied with the CPA in relation to
its accreditation processes required under the Tertiary Education Act 1993. The issues
raised were outside the scope of the CN Policy and resulted in the termination of the
investigation.

Macedon Ranges Shire Council

Two complaints registered 20 March 2002 and 30 April 2002. Both complaints were
withdrawn.

The Council met with both of the complainants and representatives from the CNU. Issues
were discussed and agreement was reached that lead to a resolution of issues and
withdrawal of both complaints.
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Part C:
Natural resource management
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5. Water

o Victoria is experiencing conditions that are currently more severe than a 1 in 100 year
drought. These extreme conditions are showing that Victoria’s approach to water
allocation and long-term water resource management has worked well, with a high
level of compliance and little conflict. However, dealing with the drought and the
bushfires has become a major priority for natural resource managers and stakeholders
and has diverted attention from other programs. This will inevitably affect some
milestones.

e The Government's Water for the Future policy, which sets out a comprehensive
ten-year plan to ensure the long term sustainability and security of Victoria’s water
resources, was released in November 2002. In this policy, the Government committed
to:

— the establishment of a $320 million Victorian Water Trust to provide a long term,
stable funding source for investment in water resource management (including an
additional $16 million over four years in improving river health)

— clear targets for improving river health in line with the Victorian River Health
Strategy, water efficiencies in irrigation, water conservation in Melbourne and
increased water recycling

— initiating a number of significant infrastructure projects to achieve these targets.

e This program provides an order-of-magnitude upgrade and acceleration to the
Victorian water management program.

e The Government established its commitment to water recycling in New Water for
Victoria — Victoria’s Water Recycling Action Plan, which was released for public
comment in October 2002.

e In October 2002, the Water Resources Strategy Committee released its final report
21st Century Melbourne: A WaterSmart City, Final Report, which sets out a water
resources blueprint for the next 50 years to ensure that a safe and reliable supply of
water is delivered to Melbourne in an environmentally sustainable manner and at a
cost acceptable to the community.

e The Government released the Victorian River Health Strategy in August 2002.

e Final arrangements to introduce independent economic regulation of the Victorian
water industry by the Essential Services Commission have been considered by
Government. As the November 2002 State election precluded implementation of these
arrangements on 1 January 2003 as originally proposed, Government is giving
consideration to a revised timeframe for implementation.

e The Water (Irrigation Farm Dams) Act 2002 was passed by the Victorian Parliament to
complete the State’s water allocation framework and to better manage Victoria’s water
resources.

e Flow rehabilitation plans for priority stressed rivers are on track. Work continues on the
development of Stream Flow Management Plans and Groundwater Management
Plans across the State, and a specialist Technical Audit Panel, chaired by Professor
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Barry Hart, has been established to review the technical basis of the plans.

o Work is progressing to establish a comprehensive state-wide regulatory framework for
drinking water quality.

e The high level of water trading activity in Victoria continues to play an important role in
agricultural production. Water trading is seen as a crucial tool to facilitate better
allocation of existing water resources. Major developments with respect to water
trading in 2002 were the release in July of The Value of Water: A Guide to Water
Trading in Victoria and the commencement in August of the statewide water exchange
Watermove.

Summary of progress

In 2002, the Government released its Water for the Future policy, which makes a
commitment to increased investment in Victoria’s water resources and infrastructure. The
policy sets out a ten-year plan that recognises that long term investment in irrigation
infrastructure and new water technologies is crucial and necessary to ensure the long-term
sustainability and security of Victoria’s water. Among other things, the plan establishes a
$320 million Victorian Water Trust, which will provide a long term, stable source of funding
for future investment. The plan also sets the following clear targets for water management
across the whole State:

e a 25 per cent increase in the efficiency of irrigation systems across the State by 2020
through piping open channel systems and other technology improvements;

e a 15 per cent reduction in Melbourne's water use by 2010. This represents a cut of
29 000 megalitres per year against current projections;

o delivery of significant improvements in the ecological health of Victoria's rivers by 2010
through increasing environmental flows and undertaking riverbank and other
catchment management works; and

e a 20 per cent increase in water recycling in Melbourne by 2010.

In October 2002 the Government released New Water for Victoria — Victoria’s Water
Recycling Action Plan for public comment. The Action Plan provides a framework for the
adoption of water recycling across the State as part of sustainable water resources
management. It establishes the Government's commitment to water recycling and sets out
a suite of enabling strategies to address the current barriers to water trading.

In October 2000, the Minister for Environment and Conservation established a committee
to overview the development of a Water Resources Strategy for the greater Melbourne
area. The Committee released its final report 21st Century Melbourne: A WaterSmart City,
Final Report in October 2002. This report follows the Committee’s Discussion Starter and
Strategy Directions Report.

The Committee’s report contains 23 recommendations designed to ensure the delivery of a
safe and reliable supply of water to Melbourne in an environmentally sustainable manner.
Given that Melbourne is entering its seventh year of drought, it is important to introduce
measures that will help save water now. Consequently, the Government committed to ten
water smart initiatives so that work can commence immediately, while recognising the
need to implement longer-term strategies that support ongoing water conservation. The
Government’s full response to the Committee’s recommendations will be finalised during
2003.
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The major development with respect to river health has been the release of the Victorian
River Health Strategy — Healthy Rivers, Healthy Communities and Regional Development
in August 2002. The Strategy establishes the framework for the integrated management
and restoration of Victoria’s rivers and associated floodplains and wetlands. It also outlines
Victoria’s policy approach on a number of specific management activities affecting river
health including over-allocated or flow stressed rivers, water quality and river frontages.

The Strategy will ensure that Victoria’s environmental commitments to the Council of
Australian Governments (COAG) are met within a framework that provides for sensible
investment aimed at achieving maximum river health outcomes.

The major developments in the area of institutional reform are the development of final
arrangements to establish the Essential Services Commission’ (ESC) as the independent
economic regulator of the water industry and the development of legislative proposals to
establish a new state-wide framework for drinking water quality.

Victoria has previously indicated its intention to bring its water industry under independent
regulation by the ESC to ensure institutional separation with respect to pricing.
Consultation has been a key element of the process to develop new regulatory
arrangements. A Proposals Paper setting out the Government’s initial views on these
arrangements was released in April 2002. Feedback received on the proposals has
provided valuable input to the Government’s consideration of final regulatory
arrangements.

The introduction of a comprehensive state-wide regulatory framework for drinking water
quality will facilitate the provision of safe and reliable drinking water supplies. Legislative
proposals to establish regulatory and standards setting arrangements have been
developed following an extensive consultation process.

The major development in respect of water allocation was the passage of the Water
(Irrigation Farm Dams) Act in April 2002. The Act was developed following the
Government’s consideration of the recommendations of the Victorian Farm Dams
(Irrigation) Review Committee regarding a better water management regime for Victoria. A
key feature of the Act, which amends the Water Act 1989, is the extension of existing
licensing requirements for dams on waterways to cover all new irrigation and commercial
use in the catchment. This will enable all significant water use to be accounted for in
whole-of-catchment management of the resource. Licensing guidelines have been
developed to address environmental, siting, safety and construction matters.

There were two significant developments in relation to water trading in 2002. The Value of
Water: A Guide to Water Trading in Victoria was released in July, and the new state-wide
water trading exchange, Watermove, began trading in August.

The Value of Water sets out, among other issues, the rules governing the movement of
water entitlements to a new location, legal and regulatory requirements and mechanisms
for avoiding adverse environmental impacts. It also considers the next stage in developing
the market in Victoria, such as the possible introduction of leasing arrangements.

Watermove has been set up to facilitate water trading by establishing a fair, transparent
process that will provide market information for people seeking to trade water. Its major
objectives are to extend markets and to provide information and education.

' Formerly the Office of the Regulator-General.
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River health and allocations

Water allocations, property rights and provisions for the
environment

There must be comprehensive systems of water entittements 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. Governments must
have determined and specified property rights, including the review of dormant rights.
(clause 4a)

Jurisdictions must establish a sustainable balance between the environment and other
uses, including formal provisions for the environment for surface water and groundwater
consistent with the (ARMCANZ/ANZECC) 2 national principles.

Best available scientific information should be used and regard should be had to the
inter-temporal and inter-spatial water needs of river systems and groundwater systems.

Jurisdictions are to consider environmental contingency allocations, with a review of
allocations five years after they have been initially determined. (clauses 4b to 4f)

The Tripartite meeting provided further clarifications of the commitment and timeframes:

e For the second tranche (1999), jurisdictions submitted individual implementation
programs, outlining a priority list of river systems and/or groundwater resources,
including all river systems which have been over-allocated, or are deemed to be
stressed and detailed implementation actions and dates for allocations and trading to
the NCC for agreement, and to Senior Officials for endorsement. This list is to be
publicly available.

e For the third tranche (2001), States and Territories will have to demonstrate
Substantial progress in implementing their agreed and endorsed implementation
programs. Progress must include at least allocation to the environment in all rivers
systems which have been over-allocated, or are deemed to be stressed.

e By 2005, allocations and trading must be substantially completed for all river systems
and groundwater resources identified in the agreed and endorsed individual
implementation programs. (1999 Tripartite Meeting)

Under the legislative framework of the Water Act 1989, Victoria has established a program
to convert the existing rights of water authorities to clearly defined bulk entitlements that
provide the basis for sharing resources between water authorities and the environment. In
rural water systems that supply water for irrigation, the water rights of individuals are
aggregated under bulk entitlements held by rural water authorities.

The Victorian water allocation arrangements provide a comprehensive system of property
rights to enable the trading of surface water entitlements. Registry systems have been
established to record and monitor changes to entitlements. At the bulk level the
Department of Sustainability and Environment maintains a register of all bulk entitlements
held by water authorities, power companies and the environment. This information is
publicly available.

Rural water authorities are required to maintain registers of all holders of water right
entittements in irrigation districts and all individuals who are licensed to divert from rivers
and streams. Rural water authorities are also now compiling registers of use from farm
dams used for irrigation or commercial purposes. This latter requirement stems from

2 Agriculture and Resource Management Council of Australia and New Zealand / Australian and New Zealand
Environment and Conservation Council
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reforms introduced with recent changes to the Water Act 1989 to extend the water
allocation framework into the catchment areas.

River Health Plans

The Victorian River Health Strategy provides the framework by which Government in
partnership with the community can make decisions on the management and restoration of
rivers. A key commitment is that CMAs will develop regional river health strategies.

Most of the Catchment Management Authorities (CMAs) are aiming to release draft river
health strategies to their communities for comment by the middle of 2003. A status report is
provided in Section A.1.3.1 of Appendix A. However, it should be noted that the CMAs are
in the process of reviewing their Regional Catchment Strategies (RCSs), which will
invariably dictate the process and timing of the development of the river health strategies.

Stressed Rivers Work Program

As part of the 2001 assessment, Victoria and the NCC agreed to a three-year stressed
rivers work program. The work program outlines actions to be under taken on the eight
priority stressed rivers as well as the Macalister, Wimmera and Snowy rivers. By 2003
stressed river plans for the Thomson, Macalister, Maribyrnong and Lerderderg Rivers and
Badgers Creek were to be completed.

The following progress has been achieved:
e The Maribyrnong flow rehabilitation plan is complete.

e The flow rehabilitation plans for the Lerderderg River will be complete in March 2003
and the Thomson and Macalister Rivers will be complete in June 2003. The delay in
completing the Thomson, Macalister, and Lerderderg plans can be attributed in part to
the intricacies involved in establishing the necessary consultation frameworks. In
addition, the unanticipated effect of the drought and the timing of the State election
impacted on the resources available to undertake the required system and security of
supply modelling.

e In the case of Badger Creek, a detailed flow rehabilitation plan is not required. This is
because the cause of, and solution to, the flow stress is clear. A short report that
details the flow stresses, the expected solution and the interim works program has
been completed.

Section A.1.3.1 of Appendix A provides the status of rehabilitation plans for all of the
priority rivers as of January 2003.

Stressed Rivers Stage 2

As part of the River Health Strategy, Victoria is committed to improve the flow regimes in
two rivers each year for three years. The expectation is that by June 2003 Victoria will have
committed funds to improve environmental flows in two rivers. At this stage a number of
rivers are still being assessed as potential candidates for funding.

Implementation of aspects of the Lerderderg and the Maribyrnong flow rehabilitation plans
are being assessed. In addition, a number of rivers, which are the subject of Stream Flow
Management Plans are also being considered. Studies investigating the most effective
mechanisms by which to return water in some of these rivers have been commissioned.
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Bulk entitlements

The bulk entittement (BE) program has reached the stage where flow sharing
arrangements for approximately 85 per cent of the total State’s water resources have been
negotiated and agreed with stakeholders.

While 17 bulk entitlements have been granted and a further seven finalised since the
second tranche assessment, progress on the major systems still to be converted has been
slower than expected. This is principally due to the time taken to review the approach to
the conversion of the Melbourne and associated systems and the need to reach
stakeholder consensus on the Ovens and Broken River systems. The Broken River system
is now close to finalisation. Work is now progressing on the last two major systems, the
Wimmera-Mallee and Loddon River systems.

With the exception of the Loddon system (and possibly Melbourne) all these major systems
are expected to be completed by the end of 2003. All remaining bulk entitlements should
be granted by the end of 2004.

Water for the environment

Victoria is committed to providing water for the environment through the water allocation
framework. This is described in detail in Chapter 6 of the Victorian River Health Strategy.

Provision of water for the environment through the program continues to be successful
because the negotiation between stakeholders, undertaken as part of the BE conversion
process, ensures that environmental managers, irrigators, water businesses and other
groups have been consulted and accept the outcomes before the entitlement is finalised.
There is recognition by the irrigators of their dependence on healthy rivers to sustain their
businesses and therefore, of the need to provide water for the environment. So far,
improved environmental flow regimes have been negotiated in 82 per cent of BE
conversions.

Streamflow management plans

On unregulated rivers, not covered under the bulk entittement program, the management
of diversions is being undertaken through the development and implementation of
Streamflow Management Plans (SFMPs). SFMPs establish environmental objectives,
immediate and, where necessary, long-term environmental flow provisions, mechanisms to
achieve long-term environmental flow provisions, rostering rules, trading rules, and rules
covering the granting of any new licences. In 2002, with the amendment of the Water Act
1989, SFMPs must be prepared as statutory management plans. This brings SFMPs under
the same legislative arrangements as groundwater management plans (GMPs).

Thirty-three SFMPs are in progress, three of which are commercially endorsed and in
operation. Plan preparation is either completed or well advanced for a further ten. Plan
implementation is expected by late 2003, after completion of a number of compliance
requirements, as now required by the amended Water Act.

Progress in the development of SFMPs has been slowed due to the complexities arising
from the negotiations to reach a consensus outcome. This is because the outcome of
negotiation of SFMPs impacts on the security of supply of existing licences.

Victoria has developed a standard procedure for undertaking SFMPs to improve the rate of
progress. This procedure provides clear guidelines to assist Consultative Committees in
more efficient delivery of SFMPs. Agreement to initial flow and target periods to reach the
full environmental flows are key required outcomes.
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Groundwater Management Plans

Victoria has continued to implement GMPs. To date, 22 Water Supply Protection Areas
have been established and GMPs for these areas are currently being developed and
implemented. Six GMPs are approved. Three plans have been completed and have been
submitted for approval. Eight plans are under preparation and five consultative committees
have yet to be established.

Over the next three years, two Water Supply Protection Areas will be established and the
development of management plans for these areas will commence.

Progress against the agreed second tranche implementation program for BEs, SFMPs and
GMPs is set out in Appendix A.

Technical Audit Panel

In October 2002, the Minister for Environment and Conservation established a Technical
Audit Panel (TAP) to review the GMPs and SFMPs that have been prepared or are being
prepared across Victoria. The main purpose of the reviews is to answer two fundamental
questions:

o Was the information and methodology used the best available at the time?

e Has the assessment of risks (to the environment and to security of supply) been
properly done?

The panel consists of seven academic experts in the fields of hydrology, ecology, fluvial
geomorphology and hydrogeology. The panel has met twice and has commenced a
program of reviewing the GMPs and SFMPs.

Farm Dams Review

In April 2000, the Victorian Minister for Environment and Conservation released a
discussion paper, Sustainable Water Resources and Farm Dams. The aims of the
discussion paper were to encourage community debate on sustainable water resource
management and in particular, the management of farm dams outside waterways.

Following the release of the discussion paper, the Minister appointed the Victorian Farm
Dams (Irrigation) Review Committee chaired by Mr Don Blackmore, Chief Executive of the
Murray Darling Basin Commission, to propose a better water management regime for
Victoria.

An extensive community participation process was then undertaken, with over 40 public
meetings, five public hearings, 370 written submissions, a draft report released via the
Sofnet interactive satellite television network to over 45 locations around the State, a
further 475 written submissions then release of the final report. The Government accepted
all of the Committee’s recommendations, with some refinements.

The Water (Irrigation Farm Dams) Bill was introduced into the Victorian Parliament in
September 2001, and passed in April 2002. The key feature of the Act is the extension of
existing licensing requirements for dams on waterways to cover all new irrigation and
commercial use in the catchment. All existing unlicensed irrigation or commercial dams are
to be licensed or registered by 30 June 2003. This will enable all significant water use to be
accounted for in whole-of-catchment management of the resource. Guidelines to support
the new Act have been prepared, covering licensing of new dams, registering of existing
dams, support measures to facilitate the transition to the new licensing regime, a new
Stream Flow Management Plan framework, revised waterway determination guidelines (for
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construction purposes), and trading. Guidelines are also being prepared to cover statutory
planning, and ‘sustainable diversion limits’.

Integrated catchment management
Jurisdictions must have in place integrated resource management practices, including:

e demonstrated administrative arrangements and decision-making processes to
ensure an integrated approach to natural resource management and integrated
catchment management

e an integrated catchment management approach to water resource management
including consultation with local government and the wider community in individual
catchments

e consideration of land care practices to protect rivers with high environmental
values (clauses 6a and b, and 8b and c).

Integrated natural resource management is undertaken in Victoria through the Victorian
catchment management framework. This is based on the development of integrated RCSs
and the establishment of 10 regional CMAs. The CMAs are responsible for strategic
planning for land and water resources management in their region and the provision of
integrated waterway and floodplain management. In addition, they provide advice to
Government on priorities for action and investment.

In Victoria, the integrated framework for the management of land and water resources at
the regional level is provided by the RCS. The RCSs are developed in consultation with
regional communities and government agencies working in natural resource management
within the region. In developing the RCSs, communities and regional management
agencies work together to develop an integrated vision for their catchments. They agree on
objectives for land and water management in their regions and determine priorities for
action and investment. The RCSs are the over-arching strategy for the development,
management and conservation of land and water resources in each region. Under the
broad policy umbrella provided by the RCSs, detailed sub-strategies and investment plans
for priority land and water resource management issues are then developed.

The first RCSs were completed in 1997. They are currently being reviewed under the
auspices of the CMAs and the renewed RCSs will be completed by June 2004. (refer to
Attachment 1: Guidelines for the Review and Renewal of Regional Catchment Strategies).

Once the RCSs were in place, the institutional arrangements for catchment management
were then revised to ensure effective and efficient coordination of the implementation of
the RCSs. On 1 July 1997, Victoria established CMAs in the nine non-metropolitan
Catchment and Land Protection (CALP) regions. A tenth CMA was created in late 2002 to
cover the Port Phillip and Westernport region. The CMAs are governed by boards that
report to the Minister.

CMAs are responsible for:

e the ongoing review and coordination of implementation of the RCSs

e the provision of advice on both Commonwealth and State resourcing priorities at a
regional level

e the provision of integrated river health and floodplain-related service delivery

o the development of the regional investment case for the implementation of the RCS
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e consulting and working with local government to ensure that planning schemes and the
RCSs are consistent and mutually supportive

e monitoring and reporting on the condition and management of land and water
resources.

CMAs work closely with rural water authorities, landowners, local government, landcare
groups, environmental groups and the community to ensure effective implementation of
their RCSs. Each CMA develops detailed sub-strategies and action plans and work
programs for the priority issues or areas within their region in consultation with
stakeholders and the general community. These action plans include regional river health
strategies, floodplain strategies, biodiversity strategies, vegetation management strategies,
communication strategies, nutrient management strategies and land and water salinity
management plans. CMAs and rural water authorities are also responsible for the
coordination of Landcare groups within the regions. CMAs provide support to Landcare
and ensure that activities undertaken by these groups are coordinated to achieve regional
natural resource management objectives in high priority areas.

A description of the CMAs, their role, and statutory basis is provided in Attachment 2,
Catchment Management in Victoria: Explaining Victoria’s Catchment Management
Authorities.

It should be noted that Victoria’s approach to integrated catchment management has been
recognised both nationally and internationally. Recent World Bank Reports stated that
water and catchment management in Victoria is world’s best practices. In addition, the
OECD in its Environment Performance Review of Australia viewed Victoria’s institutional
arrangements for catchment management as encouraging, and suggested these
institutional arrangements be a model for other States®. In addition, the recent House of
Representatives Report on Coordinating Catchment Management5 recognised the
operation of the Goulburn-Broken CMA as a model for CMAs in general.

The Victorian catchment management framework is continually being improved. Recent
initiatives, which Act to strengthen the framework, include:

o the current renewal of the RCSs which are based on an extremely broad consultation
program

e the process for accreditation of RCSs under the National Action Plan (NAP) and the
National Heritage Trust (NHT)

e the current review of the State Environment Protection Policy (SEPP) — Waters of
Victoria — which establishes the catchment management framework as its primary
delivery vehicle

o the adoption of an assets approach to integrated catchment planning governing all
aspects of land and water management

o the development of a common framework for all investors in regional catchment
management programs

® World Bank Technical Paper No. 413 January 1999, Toward a Financially Sustainable Irrigation System:
Lessons from the State of Victoria, Australia, 1984-1994, Langford, J K Forster, C L, Malcolm, D M Duncan.

* Organisation for Economic Co-operation and Development (1998) Environmental Performance Reviews,
Australia, Paris

® Commonwealth of Australia (2000), Co-Ordinating Catchment Management, Report of the Inquiry into
Catchment Management, House of Representatives Standing Committee on Environment and Heritage, Canberra
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e improved governance arrangements for CMAs.

The effectiveness of the catchment management processes is assessed at a variety of
scales. There are mechanisms for assessment and review at the program, sub-strategy
and RCS scales. In addition, resource condition monitoring is undertaken at both the
regional and state scales. CMAs report on this and their achievements in their annual
reports while the Victorian Catchment Management Council reports on catchment condition
at the state scale. Attachment 3 is a copy of its most recent report, The Health of our
Catchments: a Victorian Report Card 2002. Victoria is further developing its monitoring and
evaluation practices to ensure compliance with the National Standards and Targets
Framework and the National Monitoring and Evaluation Framework recently adopted by
the National Resource Management Council (NRMC).

The Victorian catchment management framework recognises the importance of volunteer
groups (for example, Landcare) in the implementation of the RCSs and their
sub-strategies. These groups are coordinated by the CMAs and encouraged to work in
areas of high priority identified in the RCSs and their sub-strategies. Attachment 4 is a
copy of the Victorian Action Plan for Second Generation Landcare: Healthy Landscapes,
Sustainable Communities, which sets the direction for Landcare in Victoria for the next 15
years.

National Water Quality Management Strategy (NWQMS)

Jurisdictions agreed to support ANZECC and ARMCANZ in developing the National Water
Quality Management Strategy (NWQMS), through the adoption of market-based and
regulatory measures, water quality monitoring, catchment management policies, town
wastewater and sewerage disposal, and community consultation and awareness.

Jurisdictions are to demonstrate a high level of political commitment and a jurisdictional
response to ongoing implementation of the principles contained in the NWQMS guidelines,
including on-the-ground action to achieving the policy objectives. (clause 8b and d)

The NWQMS is implemented in Victoria through a range of mechanisms. The strategic
directions of the NWQMS are implemented through the catchment management
arrangements in the development of RCSs, their component sub-strategies and in the
regional schedules of SEPPs. Guidelines produced as part of the Strategy are being
considered for use as the basis for revising related state guidelines and where relevant,
point source licence conditions.

The strategic directions of the NWQMS as outlined in the Policies and Principles document
are implemented through the institutional framework for catchment management described
above. The process of identifying environmental assets/values and setting water quality
and river health targets at the regional scale is undertaken by regional communities under
the auspices of a CMA through the development of its RCS and through the development
of regional river health strategies and water quality and nutrient management action plans.
In some areas where it is considered to be a priority, regional schedules to the
SEPP-Waters of Victoria, may also be developed. All of these regional processes use the
ANZECC Australian Water Quality Guidelines for Fresh and Marine Waters as input to the
development of water quality targets in line with the National Standards and Targets
Framework.

However, it should be noted that Victoria has taken an approach where water quality is
regarded as one of the key aspects of river health which needs to be managed in an
integrated way with other aspects of river health (for example, flow, riparian and floodplain
condition and instream habitat) to achieve optimal river health outcomes. This is outlined in
detail in the recent Victorian River Health Strategy (VRHS) (refer to Attachment 5,
Chapters 5 and 7) and is viewed as the next step in the evolution of river health planning
and management. It should also be noted that the approach outlined in the VRHS has
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been developed in parallel with the review of the SEPP-Waters of Victoria, which is
currently being undertaken, and the two are entirely compatible.

Attachment 6 provides a description (prepared jointly by DSE and EPA) of how Victoria’s
new approach to water quality and river health management is in line with the strategic
directions of the NWQMS.

In relation to the NWQMS technical guidelines for specific activities and industries, those
which are regarded as nonpoint source activities, are adopted in implementation of the
regional river health strategies, nutrient and water quality action plans and SEPP
schedules. Work programs are developed which utilise the information available in these
documents.

The technical guidelines for specific industries, which are managed as point source
discharges, are used in the development of environmental performance benchmarks for
use in the development of licence conditions.

Intrastate trading

Governments have agreed that water trading arrangements should be in place to maximise
the contribution made by water resources to national income and welfare, within the social,
physical and ecological constraints of catchments. (clause 5)

Victoria has been a leader in the development of water markets. Water trading in Victoria
continues to play an increasingly important role in agricultural production. It is the gateway
to significant new investment in high value-added agriculture and is a crucial tool in the
facilitation of better allocation of water resources.

Permanent trades are running at just under 25 000 ML annually with temporary trades of
up to 200 000 ML over recent dry years. The net present value of each year’s permanent
trade is over $100 million. The one-off increase in return to irrigators trading temporarily
has been over $25 million in each year of the drought.

The high levels of both temporary and permanent trading since 1994-95 are related to the
following broad factors:

e the significant widening of trading rules in 1994, including to allow trade for the first
time out of irrigation districts and between supply systems

e relatively dry conditions limiting the availability of water and making the need for it
more pressing

e the 1995 decision to cap diversions in the Murray Darling Basin, and Victoria’s interim
steps to implement this, combined with the dry seasons to convince many farmers that
their existing water rights were insufficient

o farmers have gradually understood the opportunities provided by the market and
become more knowledgeable about how it works.

Broadly speaking, permanent trading has been moving water away from low-return sheep
and cattle grazing to higher-value dairying and to high value horticulture. While permanent
transfers remain the keys to new development, temporary (one-year) transfers have had a
crucial role in allowing individual farmers in drought years to adjust their water use and
take responsibility for managing through the dry conditions in their own way.

Water trading activity in Victoria occurs within the framework outlined in The Value of
Water: A Guide to Water Trading in Victoria (refer to Attachment 7). It sets out, among
other issues, the rules governing the movement of water entittements to a new location,
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legal and regulatory arrangements and mechanisms for avoiding adverse environmental
impacts. It also considers the next stage in developing the market in Victoria, such as the
possible introduction of leasing.

The specific elements of the 2003 assessment framework on intrastate trading are now
considered.

Current trading rules and zones

The trading rules and zones in Victoria are set out in The Value of Water. Refer to
Attachment 7, Chapter 7, ‘Rules on rights going to new locations’ which discusses the rules
governing the movement of water to a new location, source or supply issues, delivery
issues and site issues. In broad terms the rules are designed to minimise adverse effects
of trade on other water users and the environment. For a discussion of trading zones, refer
to Attachment 7, table 6 (pages 48-50), and map 5 (inside the back cover).

Legislative and institutional arrangements

Legislative provisions are described in Attachment 7, ‘Key legal and regulatory provisions’
(pages 102-106) of The Value of Water. The main institutional arrangements are
described in Chapter 6, particularly the sections on ‘Approval processes’ and ‘Preventing
fraud'.

Effective trade in areas of demand and measures in place to increase
the depth of water trading markets

The extent of trade is covered in Attachment 7, Chapter 2, ‘Trading activity and trends’.
Evidence of trading practice in Victoria suggests that most of the trade occurs between
farmers. A discussion of the areas where water is moving and a profile of the buyers and
sellers in the water market is provided in Chapter 5, ‘Communities and individuals in the
market’. The table and map on pages 32-33 show the areas gaining and losing water
through trading.

Measures in place to increase the depth of markets include the publication of The Value of
Water, which makes transparent and gives explanation for the trading rules, and
establishment of the water trading exchange Watermove.

The net public benefit, where restrictions remain

Controls on trading that take into account physical links, and related matters like water
quality, losses and differential reliabilities, are an essential part of the market. As noted
above, in Victoria these controls are well set out and explained in The Value of Water,
particularly in Chapter 7.

The mechanisms in place for water trading to avoid adverse
environmental impacts on river and groundwater health

The controls on trading that take into account physical links and related matters, are
designed to safeguard both river health and water users.

In the unregulated systems, adverse effects can be amplified. Pending the development of
SFMPs for each valley, it is judged that summer flows are exploited to capacity, or even
over-exploited, so general rules are in place to allow trade while protecting the remaining
summer flows. Thus, summer-pumping licences can only move downstream, and are
reduced by 20 per cent, unless they are trading to become winterfill licences. General,
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basis rules for transfers from one location to another along an unregulated stream, are
explained in Chapter 8 of The Value of Water.

Because groundwater resources are harder to assess and may have been built up over
decades rather than being annually renewed, considerable caution is being exercised
before widespread trading is being introduced. Some trade has taken place south of the
Divide, but generally groundwater supply protection plans are having to be developed
before trade is allowed.

The availability of market information

Watermove has been set up to facilitate water trading by establishing a fair, transparent
process that will provide market information for people seeking to trade water.

Watermove’s operation and the extremely valuable information it generates can be
appreciated by inspecting the website (www.watermove.com.au). In general, Watermove
has been accounting for about a third of all temporary transfers in northern Victoria. Murray
Irrigation Ltd has shown a keen interest, and so it now caters for trade to and from
southern NSW above Barmah Choke. South Australia is also interested in trading on
Watermove, and the Murray Darling Basin Commission has provided a small grant to
assist in spreading its operation further in the Basin.

Information on permanent transfer prices is still patchy, but Watermove is due to begin
catering for permanent transfers from April 2003, which should be a useful step in
redressing this problem.

Particular constraints in Victoria

The requirement to own land as a condition of owning a licence

The requirement to own land is under consideration at present. The pros and cons of this
requirement are discussed in Chapter 11 of The Value of Water, ‘Refining the products in
the market’. In the longer term there would appear to be net benefit in having water
entitlements able to be held without any land to use them on. However, in the short term,
there is a strong argument not to take this step while there is a significant debate about
whether up to 40 per cent of water taken out of rivers in the Murray-Darling Basin should
be returned.

Trade in unregulated streams being limited to downstream trade only

As explained in the previous section, this rule is designed to protect summer flows. This
rule reflects the fact that these flows are quite heavily utilised, and trade could potentially
exacerbate this problem. For water to trade upstream, it must convert to a winter-fill
licence.

Reduction in volumes traded on unregulated streams by 20 per cent—
unless to a winter-fill licence

This decision is designed to address the preceding issue; namely, protection of summer
flows. Unregulated licences are often ‘sleepers’ or ‘dozers’, where the water is not currently
being used. This rule allows some trade to take place, pending detailed assessments of
each valley.
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The use of the 2 per cent rule

As previously explained to the Council, this rule represents a very loose rein on the pace of
change. It allows three times the extent of permanent trade in the Goulburn-Murray districts
than takes place across the border. It has only ever been invoked on two occasions, and
the effect was only to delay trade for several weeks. The rule has not been invoked in
2001-02 or to date in 2002-03.

Urban pricing reforms

Full cost recovery

Governments agreed to set prices so water and wastewater businesses earn sufficient revenue
to ensure their ongoing commercial viability but to avoid monopoly returns. To this end,
governments agreed that prices should be set by a jurisdictional regulator (or its equivalent) to
recover:

e at most the operational, maintenance and administrative costs, externalities,
taxes or tax equivalent regimes, provision for the cost of asset consumption and
cost of capital, the latter being calculated using a weighted average cost of
capital

. at least, the operational, maintenance and administrative costs, externalities,
taxes or tax equivalents (not including income tax), the interest cost on debt,
dividends (if any) and provision for future asset refurbishment/replacement.
Dividends should be set at a level that reflects commercial realities and
stimulates a competitive market outcome.

Asset values should be based on deprival methodology unless an alternative approach can be
justified, and an annuity approach should be used to determine medium to long-term cash
requirements for asset replacement/refurbishment. Governments can still provide assistance to
special needs groups through community service obligations (CSOs) but this should be done in
a transparent way. (clauses 3a, 3 b and 3c)

Application of appropriate asset valuation methods to price water and
wastewater services at full cost

Victoria’s metropolitan water businesses and regional-urban water authorities® set prices
for water and wastewater services in accordance with the three-year pricing framework that
commenced on 1 July 2001. Regulatory asset values were developed and considered
during the process of developing the framework. The regulatory asset values involved
estimating expected future cash flows required by each business to operate and renew
existing supply systems and discounting these by the cost of capital.

The resulting regulatory asset values were intended for price setting purposes only. The
asset values used by the water businesses for reporting or taxation purposes, which are
based on relevant accounting and taxation requirements, do not necessarily correlate with
these regulatory asset values.

Dividend arrangements
The process to determine the dividends payable by the regional-water authorities in

respect of the results for the 2001-02 financial year is underway. Details of dividend
payments by these authorities will be provided to the Council when they are available.

® Previously referred to as non-metropolitan water authorities.
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The basis of dividend payments by the regional-urban water authorities requires further
review for the purpose of future years’ dividend determinations. Details and timing of such
a review have not been finalised.

Environmental obligations of urban water businesses

The major environmental issue facing Victoria’s metropolitan and regional-urban water
businesses is wastewater management. Specifically, this relates to the requirement for
these businesses to comply with licences for the discharge of treated effluents issued by
the Environment Protection Authority (EPA).

In addition there is a broader community expectation that these businesses undertake the
sewering of unsewered properties to reduce environmental and public health concerns.
This includes the metropolitan backlog program. There are also various Government
initiatives — the Country Town Sewerage Initiative and the New Town Sewerage Initiative—
that require regional-urban water authorities to sewer small rural communities to address
health and/or environmental problems identified by municipal councils or the EPA.

Application of tax equivalent regimes

Victoria’s metropolitan water businesses have been subject to a State based tax equivalent
regime since 1993. This State based income tax equivalent regime was extended to all
regional-urban and rural water authorities for 2001-02. These authorities, together with the
metropolitan water businesses, were brought under the national tax equivalent regime on
1 July 2002. This ensures consistency in the coverage of tax discipline within and between
Australian jurisdictions.

Level of cost recovery in regional-urban water businesses

As discussed above, regional-urban water authorities set their water and wastewater prices
in accordance with the pricing framework established in 2001. The pricing framework was
determined with regard to the need to balance the economic objective of responsible
financial management with the social objective of protecting customer interests by
minimising price shocks.

These authorities, as part of the annual corporate planning requirements set out in the
Water Act 1989, will develop financial forecasts for 2003. Under this process,
regional-urban water authorities submit a corporate plan to the Minister for Water in April of
each year. A corporate plan comprises a statement of corporate intent, business plan and
financial statements, and a pricing proposal. The process of reviewing and accepting the
plans generally concludes in June. Consequently, Victoria will provide the 2003 cost
recovery forecasts of the regional-urban water authorities to the Council at the conclusion
of the corporate planning process.

Asset valuation

In May 2002, the public sector accounting policy Valuation of Non-current Physical Assets
(the Policy) was released. The Policy prescribes and provides guidance on the
measurement and recognition of non-current physical assets. Water businesses have been
temporarily excluded from complying with the Policy primarily because of concerns and
considerable uncertainty about how the fair value basis of measurement should be applied
to the types of infrastructure assets held by regional-urban and rural water authorities.

Consultation with representatives of these water authorities to resolve these issues is
continuing.
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The Policy embodies many of the asset measurement and recognition principles contained
in the Asset Valuation and Reporting Statement developed to apply to Victoria’'s water
businesses. Victoria wishes to avoid unnecessary duplication of asset valuation and
reporting policies applying to its water businesses. Pending the outcome of the current
consultation process, Victoria will review the need for a water industry specific statement
on asset valuation and reporting.

As noted above, asset values developed under the Policy for reporting purposes may not
necessarily correlate with those determined for price setting purposes.

Asset management audit arrangements

Asset management arrangements were discussed in the Government’'s Proposals Paper
on establishing the ESC as the economic regulator of the Victorian water industry. These
arrangements reflect the importance of asset management in ensuring that water
businesses are able to meet their service obligations to customers.

As noted in the Proposals Paper, the Government proposes to be responsible for setting
and amending businesses’ asset management obligations and the ESC will be responsible
for monitoring and reporting on businesses’ compliance with these obligations. The
Proposals Paper provides for the ESC to determine appropriate monitoring arrangements,
including the scope and frequency of asset management audits, in consultation with the
relevant Minister.

As the November 2002 State election precluded implementation of ESC regulation on
1 January 2003 as originally proposed, the Government is giving consideration to a revised
timetable for implementation.

Community service obligations (CSOs)

Where service deliverers are required to provide water services to classes of customers at
less than full cost this cost be fully disclosed and ideally be paid to the service deliverer as
a community service obligation (CSO). Governments have agreed that the Council would
not make its own assessment of the appropriateness of any individual CSO, but would
review information provided by governments in totality to ensure these CSOs do not
undermine the objectives of the agreed water reform framework. (clause 3a)

In Victoria’s water industry, CSOs are limited to the provision of concessions to pensioners,
rebates to certain not-for-profit organisations and payments under the rates and charges
relief grant scheme. These CSOs are provided for urban water and wastewater services,
and are funded by Government in a transparent manner.

Information on the value of CSOs delivered by individual water businesses is readily
available from both the Department of Human Services and each business. The
Department prepares annual summary reports on the value of pensioner concessions
delivered by each business.

In June 2002, the Minister for Environment and Conservation issued a direction under the
Financial Management Act 1994 requiring the regional-urban water businesses and the
rural water businesses to report the CSOs identified above, as applicable, in their annual
reports, commencing with the 2001-02 report. The businesses complied with this direction.

Options have been identified and discussions are underway to determine the most
appropriate means of specifying a similar requirement for the 2002—-03 annual reports of
the Melbourne metropolitan water businesses. The annual reports of the metropolitan
urban retail water businesses are prepared in accordance with the Corporations Act 2001
while the annual report of Melbourne Water Corporation, the metropolitan urban
wholesaler, is prepared in accordance with the Financial Management Act 1994.
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Rural pricing and full cost recovery

Full cost recovery

Victoria has continued to implement full cost-recovery for the rural sector. Most of the
State’s rural water services recover operational, maintenance and administration costs,
finance charges and a renewals annuity. Where externalities are directly attributable to
water users, and rural water authorities have incurred costs to undertake remedial works to
address them, these costs are also fully recovered from rural water customers’. As noted
above, rural water authorities have been operating under the national tax equivalent
regime since 1 July 2002.

Victoria’s rural water businesses use normalised revenues based on ten-year rolling
averages of sales to ensure financial self-sufficiency. While there will always be minor
fluctuations between under-recovery and over-recovery from year to year due to
unforeseen and seasonal variations in expenses and/or revenues, this approach ensures
full cost recovery over time.

The rural water authorities will develop cost recovery forecasts for 2003 as part of their
annual corporate planning obligations. As discussed above, the review and acceptance
aspects of the corporate planning process generally conclude in June. Consequently,
Victoria will provide the Council with the 2003 cost recovery forecasts for the irrigation
schemes supplied by Goulburn-Murray at that time.

Arrangements for renewals annuities

The Proposals Paper on establishing the ESC as the economic regulator of the Victorian
water industry noted that a number of documents will need to be prepared and issued by
the Government and/or the ESC in order to put in place the regulatory arrangements
described in the Paper. These documents include pricing principles for irrigation and stock
and domestic services and a Code to define negotiation and pricing principles for bulk
water services. The process to establish these principles will further consider the principles
for the renewals annuity.

As the November 2002 State election precluded implementation of ESC regulation on
1 January 2003 as originally proposed, the Government is giving consideration to a revised
timetable for implementation and the development of Pricing Principles.

Asset valuation arrangements

As discussed above, Victoria will review the need for the water industry specific Asset
Valuation Practice Statement pending the outcome of consultations with water industry
representatives on the application of the recoverable amounts test under the public sector
accounting policy Valuation of Non-current Physical Assets.

Dividend arrangements

Victoria recognises the need for a dividend framework that is based on commercial
principles and ensures the retention of sufficient funds within the rural water authorities to
enable them to conduct their businesses. Nevertheless, Victoria appreciates that the

" For example, the operating expenses component of rural water prices includes a charge for the operation of
salinity mitigation schemes in northern Victoria.
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issues associated with establishing an appropriate dividend framework for the rural sector
are complex. Details and timing of a review of rural dividend arrangements have not been
finalised.

Cross subsidies

As previously advised, Victoria considers that cross-subsidies in the rural sector have been
removed. This has occurred, with rural water services now charging on a full cost recovery
basis and prices established in consultation with water services committees. This limits any
potential for cross subsidies between services to occur. In addition, the Proposals Paper
for the establishment of the ESC as the economic regulator of the Victorian water industry
envisages the development of pricing principles for irrigation, stock and domestic, and bulk
water services that may include such matters as:

e arequirement that tariffs be fair and reasonable
e arequirement that they be developed with regard to COAG principles, where relevant

e arequirement that they lie between an upper bound of ‘stand-alone’ cost, and a lower
bound of ‘incremental cost’

e arequirement that services and prices be unbundled to the maximum extent possible
e arequirement that tariffs reflect efficient, forward-looking costs
e the methodology by which tariffs should be determined.

It is expected that the pricing principles will ensure that any cross-subsidies in the rural
sector are identified and transparent.

Policy approach to passing on River Murray Water costs

Victoria’s approach on this matter, in line with its long standing policies in relation to
recouping the full costs of rural water service provision from end users, is that wherever
appropriate, River Murray Water’'s (RMW) costs are to be fully borne by end users.

In view of uncertainties regarding future commercial reforms to RMW, interim
arrangements have evolved that build upon full cost recovery principles. Under these
arrangements, Goulburn-Murray Water apportions bulk water costs to end users using
interim principles developed for the purpose of apportioning Victoria’s share of RMW costs.

Institutional reform

Structural separation

Economic regulation of the water industry

The Government has previously indicated its intention to bring the Victorian water industry
under the independent economic regulation of the ESC. Consistent with this proposal, in
November 2001 the former Department of Natural Resources and Environment released
an Issues Paper which formed the basis for preliminary input from key stakeholders, and
which assisted development of the Government’s proposals for ESC regulation. A
Proposals Paper (refer to Attachment 8) was released in April 2002 setting out the
Government’s initial views on these regulatory arrangements.
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Following release of the Proposals Paper, a number of information sessions and
workshops were held to explain and seek feedback on the proposals. Direct meetings were
also held with water authorities, rural water Customer Committees and other stakeholders.
In addition, 38 written submissions on the Proposals Paper were received.

The consultative process has provided valuable input to Government’'s consideration of
final arrangements for ESC regulation of the water industry. As the November 2002 State
Election precluded implementation of these arrangements on 1 January 2003 as originally
proposed, Government is also giving consideration to a revised timeframe for
implementation.

Drinking water quality

Development of a new regulatory framework for drinking water quality has been
undertaken following an extensive community and water industry consultation process. The
consultation process commenced in August 2000. The various stages of the process were
outlined in Victoria’s 2002 third tranche assessment report.

Following the consultation process, legislative proposals have been developed with a view
to introducing legislation, subject to the necessary approval process, in the Autumn Sitting
of Parliament 2003.

Following the passage of legislation, an Office of the Drinking Water Quality Regulator will
be established within the Department of Human Services. This will oversee
commencement of the proposed risk management process for ensuring safe drinking
water.

The legislation will also provide for the setting of drinking water quality standards by
regulation. The Government will set drinking water quality standards, and requirements for
monitoring and reporting against the standards, after a satisfactory public regulatory impact
assessment process. Standards will be based on the 1996 Australian Drinking Water
Guidelines. The new regulatory framework will be designed to allow the gradual
improvement of State drinking water supplies in a manner that recognises the specific
requirements and resource capabilities of local communities.

Water Services Agreements

Victoria introduced water services agreements to ensure that the obligations of
regional-urban water authorities are clearly and formally articulated. The agreements
provide accountability to Government as owner of these businesses by clarifying the key
obligations Government expects each authority to meet during the period of the
agreement. The agreements also establish key performance indicators and targets against
which the performance of each authority can be measured. The agreements contain
obligations associated with each authority’s role as the provider of water and sewerage
services to its customers. The obligations relate to:

e service provision, including drought response, emergency response and incident
management; environmental management and water conservation

e accountability, including corporate governance arrangements that recognise and
reflect the authority’s relationship with the Government as owner

e reporting requirements, setting out the content and frequency of reporting to the
Minister for Water.

As outlined in the Proposals Paper on the establishment of the ESC as the economic
regulator of the water industry, it is proposed to formalise these arrangements and provide
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for the Minister to issue formal Statements of Obligations to the regional-urban and rural
water authorities. A review of the existing agreements with the regional-urban water
authorities took place in the second half of 2002. Work has also commenced on clarifying
the obligations of the rural water authorities.

As noted above, the November 2002 State election precluded implementation of
arrangements for ESC regulation of the water industry on 1 January 2003 as originally
proposed. Government is giving consideration to a revised timeframe for implementation.

Performance monitoring and best practice

Victoria continues to participate in a number of national and State based performance
monitoring and benchmarking programs. These include programs conducted by:

o the Water Services Association of Australia, which covers the major urban service
providers throughout Australia

e the Australian National Committee on Irrigation and Drainage, which covers rural
service providers Australia wide

o the Australian Wastewater Association, covering all regional-urban service providers

e the Victorian Water Industry Association, with coverage of Victoria’s urban service
providers.

Commercial focus of metropolitan service providers

Victoria’s metropolitan service providers are Corporations Law companies and
State-owned companies under the State Owned Enterprises Act 1992 (SOE Act), which
continue to operate with a commercial focus. They have skills-based boards, pay dividends
and tax equivalents, compete by comparison with each other on customer service and
performance standards and are required by the SOE Act to operate their businesses and
pursue their undertakings ‘as efficiently as possible consistent with prudent commercial
practice’.

Irrigation scheme management

All of Victoria’s rural water authorities have water service committees (WSCs) in place.
Establishing the WSCs has ensured that rural water authorities receive local input into the
management of irrigation areas. Also, in terms of asset management, the WSCs provide
business management and a community framework for infrastructure renewals and
upgrading. This process also relies on a strong partnership with CMAs and their regional
land and water management action plans. That is, salinity plans, surface water
management plans and drainage strategies.

Under the Water for Growth initiative the Government, in partnership with the First Mildura
Irrigation Trust and Sunraysia Rural Water Authority, completed a business case review on
the options to improve service delivery and upgrading of four pumped irrigation districts in
the Mallee. This involved a comprehensive consultation process with the WSCs in the
district to determine the threats and opportunities in terms of future water service delivery
requirements.

Water legislation review

Victoria is committed to reviewing, and as appropriate reforming, all legislation that
contains restrictions on competition. In 1999 the Government commissioned an
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independent review of Victoria’s water legislation and associated regulations. The review
was undertaken by Marsden Jacob Associates and was completed in June 2001. The
review identified, and made recommendations in relation to the following restrictions
identified in the legislation:

e structural restrictions, in particular the creation of single service providers within
specified geographical areas through the provision of exclusive licences and
appointments

e Dbarriers to entry in the form of restrictions of water entitlements and trading

e unique regulatory powers held by licensees and authorities, in particular the power to
require connection to sewerage infrastructure

e barriers in the form of licences for drilling of groundwater bores

e regulatory barriers, in the form of the interface between different and potentially
conflicting legislative and regulatory regimes which apply to the different players in the
industry.

The Review process and findings, including the effects and the costs and benefits of
restrictions inherent in the legislation and of alternative arrangements, are described in the
Report of the NCP Review of Water Legislation. A copy of the report is provided in
Attachment 9.

In summary, the review examined the Water Act 1989, Water Industry Act 1994, the
Melbourne and Metropolitan Board of Works Act 1958 and the Melbourne Water
Corporation Act 1992 and associated subordinate legislation to identify all the key
competitive restrictions in the provision of water and sewerage services.

Consultation was a key element of the review process. An issues paper, canvassing the
major restrictions and options and seeking submissions from interested parties, was
released in June 2000. The review was advertised widely through the State’s press and
through direct contact with key stakeholders. The issues paper was made available
electronically or directly from the former Department of Natural Resources and
Environment. Stakeholders and other interested parties were invited to make submissions
by 31 July 2000.

The release of the issues paper was followed by an extensive consultation program aimed
at briefing key stakeholders to promote understanding and appreciation of the issues and
encourage comprehensive submissions. Submissions were received from 22 parties.

The Report of the NCP Review of Water Legislation was released for comment on
26 November 2001 and was circulated directly to a wide range of interested stakeholders.
Submissions were sought by 18 January 2002. The Review Report was available
electronically or directly from the former Department of Natural Resources and
Environment and drew 20 submissions from interested parties.

The Government’s response to the Review Report was released on 27 June 2002.

Review recommendations and Government response

The review identified and made nine recommendations in relation to the following areas:
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e restrictions on the ability of the licensees® and authorities to perform functions and/or to
act outside defined areas

e provisions relating to the allocations and trading of water entitlements
o the allocation of powers to authorities and licensees

e arrangements and criteria for issuing licences and permits

e consistency in legislation and regulation.

The Government’s response accepted the majority of the recommendations made by the
review and work is progressing to implement the actions necessary to give effect to the
Government’s response. Some of these actions require legislative reform, while others
involve non-legislative measures such as the development of financial and policy
frameworks. The key actions are:

e the introduction of legislation to give effect to the economic regulation of the water
industry by the ESC

o the development of proposals for introducing vetted competition in the first half of
2003. These proposals will be developed in consultation with key stakeholders

o the development by December 2003 of a formal protocol to guide vetted competition
for new developments on the border of existing businesses

e areview of the role of a formal state-wide access regime for third party access rights to
essential water infrastructure in Victoria. The review will begin within twelve months of
the introduction of the ESC as the economic regulator of the water industry

o the release for public comment of legislative proposals to allow leasing arrangements
of water entitlements between farmers

o the release of A Guide to Water Trading canvassing other options for managing
structural change in relation to the 2 per cent trading rule. Public comment will be
sought with a view to developing any legislative proposals for change in 2003

e a review of the differential rate of return on bulk water supplies before the ESC sets
prices for bulk water

o the development of legislative proposals to separate the initial decision to proceed with
a reticulated sewerage scheme from the responsibility for enforcing connection to that
scheme

o the development of legislative proposals to current by-law making powers to minimise
the risk of water businesses being seen to set and enforce regulatory requirements by
introducing public scrutiny to the by-law making process

e the commencement in 2003 of work to develop a comprehensive state-wide legislative
framework for Victoria’s water businesses.

Progress on the key actions is as follows:

8 That is, the three metropolitan urban retail water and sewerage service providers
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ESC

As previously noted, the November 2002 State election precluded implementation of
arrangements for ESC regulation of the water industry on 1 January 2003 as originally
proposed. Government is giving consideration to a revised timeframe for implementation.

Vetted competition

Consultation to develop a scoping paper for introducing vetted competition will commence
in March 2003. The scoping paper will be the basis for developing proposals during the first
half of 2003 for formally introducing vetted competition for new development sites. These
proposals will inform the development of a formal protocol to guide vetted competition
during the second half of 2003.

Access review

Work to develop a scoping paper to develop terms of reference for a review of the role of a
formal state-wide access regime is subject to Government’s consideration of a revised
timeframe for implementation of arrangements for ESC regulation. Sufficient time is
required to identify and resolve any implementation issues arising from new regulatory
arrangements under the ESC.

Leasing arrangements

Proposals for leasing arrangements are included in The Value of Water: A Guide to Water
Trading in Victoria, which was released in July 2002. Consultation is expected to conclude
in April 2003.

Structural change

Options for managing structural change are also included in The Value of Water. Public
consultation is continuing with a view developing any legislative proposals for change in
2003.

Rate of return

The differential rates of return on bulk supplies for regional-urban and rural users were
discussed in the Government’s Proposals Paper on establishing the ESC as the economic
regulator of the Victorian water industry. The Government acknowledged that this
arrangement has the potential to distort pricing signals and as noted will address this issue
prior to the ESC determining prices for bulk water supplies. As the November State
election precluded implementation ESC regulation on 1 January 2003 as originally
proposed, the Government is giving consideration to a revised timeframe for
implementation and to addressing the differential rates of return on bulk supplies for
regional-urban and rural users.

Compulsory sewerage connection

Consultation on proposals for compulsory connections, which incorporate connection
issues considered in the EPA review of the regulatory arrangements for septic tanks, is
expected to be complete in March 2003. Legislative proposals will be developed with a
view to introducing legislation in the Spring Sitting of Parliament 2003. In the meantime,
protocols are in place to ensure services are only provided where a municipal council and
the EPA have established the need.
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By-laws

Consultation on proposals to introduce public scrutiny to the by-law making process is
continuing and is expected to conclude in March 2003. Legislative proposals will be
developed with a view to introducing legislation in the Spring Sitting of Parliament 2003.

Legislative framework

Work to develop a scoping paper for establishing a legislative framework for Victoria’s
water businesses is expected to commence during the second half of 2003.

Restrictions retained

Victoria did not accept the Review recommendations relating to additional regulation of
larger scale supply arrangements and those in respect of the progressive removal of links
between the ownership of land and water, the lack of clarity in the relationship between
bulk entitlements and individual entittements, and the removal of the 2 per cent cap on
water trades. The reasons for not proceeding with these recommendations are clearly set
out in the Government’s response to the review.

Education and consultation

The Victorian Government is committed to transparent and open processes involving
community consultation and education. There have been significant consultative programs
and communication strategies accompanying each of its major reform initiatives. These
programs ensure that stakeholders are engaged in the development and implementation of
reform initiatives and that public debate and understanding of issues is achieved.

Public consultation
Victoria has, and continues, to address its commitments to public consultation through:

o the extensive consultative programs put in place for major reform issues such as the
review of farm dams, proposals for establishing the ESC as the economic regulator of
the water industry, proposals for the new drinking water quality regulatory
arrangements, proposals in relation to allowing more flexibility and sophistication in the
Victorian water market and proposals to establish a framework to drive beneficial water
recycling in Victoria

e the community and stakeholder consultation that continues to be a feature of the
development and implementation of bulk entitlements, SFMPs, GMPs and river health
plans and other natural resource management programs

o the public consultation that was a feature of the process for the NCP review of
Victoria’s water legislation

e customer consultation obligations placed on urban water businesses through operating
licences and water services agreements, which ensure that these businesses engage
with the customers and communities they impact upon regarding services to be
provided

o water services committees established by rural water authorities, which ensure that
these authorities engage with their customers in relation to the management and
provision of rural services.
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As noted in the River health and allocations section above, the farm dams review involved
extensive community consultation. The Victorian Farm Dams (Irrigation) Review
Committee held a series of public meetings and public hearings across the State. A
Discussion Paper was released for comment and the submissions received were
considered by the Committee prior to the release of the final report.

Legislative proposals to establish the arrangements for a state-wide drinking water quality
framework have been established following an extensive consultation process. This
consultation process included the release of a Proposals Paper and a Discussion Paper
and consideration of submissions received from interested parties.

The consultation process to develop arrangements in relation to establishing the ESC as
the economic regulatory of the Victorian water industry included the release of an Issues
Paper and a Proposals Paper for comment.

In summary, the following consultation documents were released during 2001 and 2002:

e Establishing the Essential Services Commission as the Economic Regulator of the
Victorian Water Industry, Issues Paper, November 2001.

o Establishing the Essential Services Commission as the Economic Regulator of the
Victorian Water Industry, Proposals Paper, April 2002.

e The Value of Water: A Guide to Water Trading in Victoria, July 2002.

o New Water for Victoria: Victoria’s Water Recycling Action Plan, October 2002.

e Planning for the Future of our Water Resources: Discussion Starter, June 2001.

o 21st Century Melbourne: A WaterSmart City, Strategy Directions Report, May 2002.

e 21st Century Melbourne: A WaterSmart City, Final Report, October 2002.

Extensive stakeholder and community engagement is required to ensure the successful
development of BEs, SFMPs, GMPs, river health plans and other integrated natural
resource management programs. Victoria is committed to ongoing consultation on these

initiatives to improve public awareness and ensure that the full benefits of the reforms are
understood and achieved by facilitating stakeholder input into the programs.

Education

Victoria has met its commitments to public education though the Melbourne Water
Resources Strategy initiative. A key feature of the initiative is the need to raise the general
awareness and understanding within the Melbourne area community of the need to change
prevailing attitudes to water. This change is necessary in the context of:

e climate variability (exemplified by Melbourne entering its seventh year of drought)

e an expanding city with a population projected to grow by 32 per cent over the next 50
years

o the realisation that securing new supplies has an unacceptable environmental and
social cost.

The Strategy sets out a blueprint for the sustainable management of greater Melbourne’s
water resources over the next 50 years, and sets out 23 recommendations aimed at
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ensuring that a safe and reliable supply of water is delivered to Melbourne in an
environmentally sustainable manner.

In view of the need to introduce measures that will help to save water now and raise
community awareness of the need to conserve water supplies, the Government has
committed to ten water smart initiatives to be implemented immediately. These initiatives
include:

e leading the development of national standards for efficiency labelling of water
appliances

e developing incentive packages for Victorians to use AAA rated shower roses and
AAAA rated washing machines

e determining an appropriate way to enforce minimum national standards

e ensuring that Melbourne’s retail water businesses and the Sustainable Energy
Authority of Victoria work closely to ensure consumers know the cost savings from
energy and water efficient appliances

e requiring Melbourne’s retail water businesses to conduct community education
campaigns providing information on water conservation and smart gardening practices

e requiring Melbourne’s retail water businesses to develop water management plans for
the 200 biggest industrial water users in Melbourne

e conducting targeted research into how to change water consumption behaviour in the
community

e implementing appropriate incentives to drive water efficient practices from the research
results

e banning the watering of gardens, except for that using hand held hoses, on days of
total fire ban. The use of sprinklers as part of a bushfire management strategy is
exempt

e taking appropriate measures to prevent excessive wastage of water (i.e. to prevent
hosing of paths).

A full Government response to the recommendations will be finalised and publicly released
in 2003.

Improved understanding of water conservation and broader resource issues also continues
to be addressed through a variety of public education programs, including National Water
Week and Waterwatch.

In addition, the Victorian Water Industry Association is assisting in making educational
material regarding water available to Victorian schools by cataloguing information
developed and held by Victorian water businesses.
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6. Forestry and fisheries

o Forestry Victoria was established in August 2000 as a departmental business unit with
a clear commercial focus and separate and transparent financial and reporting
arrangements. A further separation will occur with the establishment of VicForests as a
separate entity responsible for commercial performance.

e The Government policy announcement, Our Forests Our Future, made commitments
to a broad suite of reforms in the forest management and forest industries, particularly
in relation to establishing a more market-based pricing and allocation system. The
recent Forests and National Parks policy statement reaffirmed the Government’s
commitment to implementing these reforms.

e The Government response to the review of the Forests Act 1958 will be completed in
2003.

e The Government response to the review of the Fisheries Act 1995 was released in
December 2001. The Government considers that, through its acceptance of the main
recommendations of the review and through their continued implementation through
regulation and legislation, it has met its commitments in this area.

Overview of progress

The review of the Forests Act 1958 found that the Act and its regulations contain few
restrictions, but that the administration of the Act and the regulations could give rise to
restrictions. A revised response to the review reflecting the Government’s policy directions
will be completed in 2003.

Some of the recommendations of the review have already been implemented. Forestry
Victoria was established in 2000 as a departmental business unit with a clear commercial
focus and separate and transparent financial and reporting arrangements. A further
separation of commercial and regulatory functions will occur with the establishment of
VicForests as a separate entity to manage the commercial interface with industry.

Conduct of the Licence Renewal Project and the Timber Pricing Review have addressed
additional review recommendations. This work was incorporated in the Our Forests Our
Future (OFOF) policy statement released in February 2002 and currently being
implemented.

The Government’'s recent Forests and National Parks policy statement reaffirmed its
commitment to implementing the OFOF package of reforms, including the restructuring of
commercial forest operations to ensure that they are open and accountable and timber
harvesting is managed efficiently, competitively and in a sustainable manner.

The Government response to the review of the Fisheries Act 1995 was released in
December 2001. The Government has accepted all of the recommendations of the review
report, with the exception of the recommendation that annual Access Licences should be
granted for longer periods. These recommendations continue to be implemented through
the development of the Fisheries Management Plan, scheduled legislative amendments
and the commencement of the Bay and Inlets Management Process.
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The Government considers that, through its acceptance of the main recommendations
contained in the review report, and through ongoing implementation through regulation and
legislation, it has met its commitments in this area.

Forestry

A review of the Forests Act 1958 was completed in April 1998 and concluded that while the
Act and its regulations contain few restrictions, the administration of the Act and
regulations could give rise to restrictions. A revised response to the review is currently
being developed to reflect the Government’s policy directions and will be completed in
2003.

Some of the recommendations of the review have already been acted on, with the
establishment of Forestry Victoria in August 2000 as a departmental business unit with a
clear commercial focus, and separate and ftransparent financial and reporting
arrangements. In February 2002, the OFOF policy statement included a commitment to the
further separation of commercial activities from policy, monitoring and regulatory functions,
with the establishment in 2003 of VicForests—a separate and fully commercial entity to
manage the commercial interface with industry. Work is presently being undertaken to
determine the most appropriate form and means for establishment of VicForests. This
includes the incorporation of performance monitoring arrangements and community service
obligations. Other activity has addressed other selected recommendations and conclusions
of the review. The Licence Renewal Project included the development of a strategy for the
reissue of licences as well as the identification of appropriate sawlog volumes to ensure
resource sustainability.

The Timber Pricing Review addressed further recommendations, though these reports
were undertaken in the context of the current administered system—prior to the outcomes
of the Licence Renewal project and the announcement of the OFOF policy statement—and
examined price only. Based on the recommendations of these reports the Government has
subsequently made a commitment in OFOF to create a new licensing and pricing system,
with particular reference to market-based pricing. A new body of work on market-based
pricing of timber produce and allocation arrangements is giving effect to this commitment.

The Government’'s recent Forests and National Parks policy statement reaffirmed its
commitment to implementing the OFOF package of reforms, including the restructuring of
commercial forest operations to ensure that they are open and accountable and timber
harvesting is managed efficiently and competitively.

Fisheries

A review of the Fisheries Act 1995 was completed in July 1999, and the Government’s
response released in December 2001. This response accepted all but one of the review
recommendations regarding fisheries in general, which recommended that annual Access
Licences be granted for longer periods (for example, up to five years). The Government
considers that the current issuance of annual licences is an automatic renewal subject to
conditions and that the fee and levy structures are more efficiently managed under an
annual issuance regime. The implementation of Fisheries Management Plans underpin the
Fisheries Act 1995 and typically run for 4 to 5 years, ensuring a stable environment for
licence holders. Industry has also supported the notion of annual licence renewal and the
associated annual levy collection.

Further detail regarding accepted recommendations is provided in the March 2002 Report
for the Third Tranche Assessment of Victoria’s Implementation of the National Competition
Policy.
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For those reforms that require changes to the legislation, the Government plans to
continue to review and amend legislation as required following consultation and negotiation
with stakeholder groups.

The Government also supported the following review recommendations pertaining to
specific fisheries. The implementation of these recommendations is proceeding through the
management planning process.

Rock lobster and abalone fisheries

The Government accepted that moving from a system of input controls (pots) to output
controls (quota) was appropriate for these high value fisheries. An Individual Transferable
Quota system for rock lobster was introduced in November 2001. The removal of pot
numbers and the issue of minimum pot holdings in the rock lobster fishery is currently
being considered as part of the development of the Fishery Management Plan, due for
public release in mid 2003. The recommendation concerning the refinement of the
definition of a ‘fit and proper person’ in relation to licence ownership is due to be dealt with
in the legislative framework in 2003.

For abalone, the Government accepted that the Individual Transferable Quota system
should be retained, as no less restrictive alternative existed. The minimum quota holding is
to be reduced (to one unit of quota) and the maximum limit of a quota holding is to be
abolished, enabling licence holders to grow and to obtain scale and other economies. The
method for allocating new licences and quota in the abalone fishery is scheduled for
legislative amendments in mid 2003. The mechanisms associated with cost recovery and
royalties are currently being reviewed and will be implemented in 2004. Minimum and
maximum quota holding for the abalone fishery is scheduled for legislative amendments in
2003.

Scallop fishery

The Government supports the recommendation that current management arrangements
should be retained, as there is no feasible alternative that is less restrictive.

Bays and Inlets and Other fisheries

The Government accepted the recommendation that current control mechanisms should
be retained while foreshadowing evaluation of alternative output control mechanisms for
some species. The Bays and Inlet Management Planning process, to begin in June 2003,
will include fisheries management processes for investigating the efficacy of output control
mechanisms for some species such as black bream.
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7. Mining and petroleum

e The review of the Extractive Industries Development Act 1995 was completed in 2002
and the Government response will be completed in 2003.

e A national response to the review of the Petroleum (Submerged Lands) Act 1982 has
been made.

Overview of progress

The three key pieces of legislation in the Victorian minerals and petroleum sector are:
o the Mineral Resources Development Act 1990

e the Extractive Industries Development Act 1995

e the Petroleum (Submerged Lands) Act 1982.

The Mineral Resources Development Act has been reviewed and the Government has
responded to the review’s recommendations. The Government has developed Ministerial
guidelines for the application of fit and proper person provisions.

The review of the Extractive Industries Development Act 1995 was completed in 2002. The
Government response will be completed in 2003.

Mining Licences
The Mineral Resources Development Act 1990

The Mineral Resources Development Act vests ownership of minerals in the Crown. This
allows the State to establish a uniform system for access to land for mineral search and
development, management of the environmental consequences of these operations and
compensation to owners and occupiers of land on which mining industry activities are
conducted. The major restrictions on competition identified by the review relate to exclusive
rights to explore and mine, the granting of licences and permits to facilitate exploration of
minerals and the establishment and continuation of mining operations.

The review concluded that the majority of restrictions on competition contained in the
legislation were necessary to achieve the objectives of the legislation and are justified in
the public interest. The Government has accepted most recommendations of the review,
which have been implemented by amendments to the Act in Spring 2000 and through
progressive amendments to the policy and procedures that support the administration of
the Act. These amendments are expected to be completed during 2003. The amendments
to the policy and procedures have resulted in the development of Ministerial guidelines for
the application of fit and proper person provisions.
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Petroleum

The Petroleum (Submerged Lands) Act 1982

A national review of the Petroleum (Submerged Lands) Acts operating in Australia has
been conducted. A Ministerial Council comprising relevant State and Territory Ministers
considered the report of this review on 25 August 2000. The Ministerial Council concluded
that the mirror Commonwealth, State and Northern Territory legislation that governs
exploration and development of the nation’s offshore petroleum resources is essentially
pro-competitive. Where there are restrictions on competition these are necessary to protect
the interests of the community as a whole, and the benefits of the restrictions outweigh the
costs (for example, to reduce negative externalities).

The review report and response were released in 2001. A number of the recommendations
that are accepted by the Government will not require legislative change. For those
recommendations requiring legislative change, the Commonwealth has enacted the
Petroleum (Submerged Lands) Act 2002 (Commonwealth) and it is proposed that the
Victorian Government will amend the Petroleum (Submerged Lands) Act 1982 (Victoria) to
mirror the Federal amendments by 2004.

Pipelines Act 1967

The review of the Pipelines Act 1967 and the Government response was completed in
2002. The review did not identify any major restrictions on competition. The Pipelines Act is
currently the subject of a complete review that will develop a regulatory framework
contemporary with other forms of infrastructure. Recommendations from the National
Competition Policy review of the Pipelines Act will be taken into account as the draft
legislation is developed. It is expected that the new Act will be in operation by 2005.
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Part D:
Network infrastructure industries
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8. Electricity

e Victoria has met the objectives guiding the establishment of the National Electricity
Market (NEM). Through the NEM Ministers Forum, Victoria and other NEM
jurisdictions have continued to work to resolve matters of policy affecting the NEM.

e Victoria fully and actively participated in the COAG Energy Market Review and NEM
Ministers Forum.

e Around 5.6 per cent of customers have elected to change retailers over the twelve
months since retail contestability was introduced on 13 January 2002.

e Victoria has facilitated and overseen the 400 megawatt SNOVIC upgrade, and
provided planning approvals for the Basslink interconnector.

Overview of progress

The National Competition Council (NCC) identified the following key areas against which to
review Victoria’s performance in electricity reform:

e participation in the National Energy Market Review and the NEM Ministers Forum to
progress:

— refining the National Electricity Market (NEM) institutional framework so NEM
policy can be developed and implemented

— the development of transmission interconnection toward a national grid rather than
a series of regional networks

e development of the retail market

e removal of derogations from the National Electricity Code (NEC) and transitional
arrangements.

Victoria has met the structural reform objectives guiding the establishment of the NEM.

The NEM jurisdictions established the NEM Ministers Forum in June 2001 to settle a
framework for resolving issues affecting the NEM, which is now working to refine the
institutional framework.

Victoria has led the reform process for the introduction of contestability for electricity
consumers.

Along with many other transitional derogations, Victoria’s vesting contracts expired on
31 December 2000. Victoria still has some derogations from the NEC. Transitional
derogations were granted in August 2001 to enable FRC to be implemented in a timely and
effective manner. In addition, amendments to existing derogations that recognise the
unique split between transmission planning and asset ownership in Victoria were granted
interim approval by the Australian Competition and Consumer Commission (ACCC) in
December 2002. In general, Victoria has only used derogations as a last resort where
other mechanisms to deliver efficient regulatory arrangements have failed. The following
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sections discuss in more detail the progress and outcomes of jurisdictional legislative
reviews and reforms.

Participation in the National Electricity Market Review and
NEM Ministers Forum

Victoria has met the structural reform objectives guiding the establishment of the NEM.

Victoria supports further review of the NEM. However, it is important to recognise that NEM
jurisdictions are ultimately responsible for the National Electricity Code Administrator
(NECA) and National Electricity Market Management Company (NEMMCO) and that the
policy framework for further development of the NEM also lies with those jurisdictions. For
that reason, Victoria was instrumental in establishing the NEM Ministers Forum (the
Forum) in June 2001 to settle a framework for resolving issues affecting the NEM.

The role of the Forum is to provide a basis for efficiently resolving matters of policy
affecting the NEM and not to become involved in the day-to-day operation of the market.
The Forum has developed a work program to address a range of priority issues in the
NEM. The issues include the framework for connecting transmission networks between
regions in the NEM and the delineation of policy and operational functions in the NEM.

In July 2002, the Forum agreed to investigate the costs and benefits of establishing a
single NEM regulator. A consultation paper was distributed to major generator, retailer and
user groups, and NEM institutions in September 2002. The Forum is currently undertaking
further analysis of regulatory options including consideration of costs and benefits of
identified alternatives.

The Forum held its sixth meeting in November 2002. The main outcomes of the meeting
included:

o NEM Ministers resolved to examine whether any policy responses are required to add
to the depth and liquidity of contract market products

e NEM Ministers agreed to a Memorandum of Understanding between participating NEM
jurisdictions to set out the proposed powers to give effect to the NEM Ministers’ policy
role. Proposed legislation will formalise the current role of the Forum to issue policy
statements as well as create a new power for the Forum to issue binding directions on
NECA.

By June 2003, NEM Ministers intend to release a statement on the policy framework and
future directions for the transmission network. To this end, a workshop involving market
participants was held in November 2002 to identify key policy issues to guide the
development of a transmission policy framework.

In addition, Victoria has fully participated in the Council of Australian Government's
(COAG) Energy Market Review (the Review). Following their meeting in July 2002, NEM
Ministers referred two market development issues to the Review panel for consideration,
including:

e the role and structure of financial markets in supporting the development of an
effective demand side response

e the roles of locational pricing and integration of non-network options into network
planning in facilitating more effective demand side response.

The draft report of the Review was publicly released on 15 November 2002, with the final
report delivered on 20 December 2002. The Review has identified strategic issues for
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Australian energy markets and Government policies to generate the most significant
benefits, including the wider penetration and uptake of natural gas. The Victorian
Department of Infrastructure (which has responsibility for energy policy) responded to the
draft report of the Review in early December 2002. The Department concluded that the
draft report makes an important contribution to the debate on energy market reform. Many
of its recommendations are broadly consistent with the views publicly expressed by the
Victorian Government. However, the Department sought further clarification in the final
report on some recommendations such as the Panel's conclusion that substantial barriers
exist to competition in the NEM. The Department argued that this may be overstated in
some cases, but that greater national cohesion in policy development and regulation is
nevertheless essential to provide a stable but adaptive framework for the market.

There will not be a formal Victorian Government response to the Review. Victoria will
contribute to the development of a report to COAG in mid 2003 by the Ministerial Council
on Energy on energy reform, which will incorporate a response to the Energy Market
review.

Review of electricity related legislation to ensure
consistency with National Competition Policy objectives

Victoria has continued its review of legislative and regulatory barriers to free and fair trade
in electricity. The provisions of the Electricity Industry Act 2000 are consistent with NCP
principles. That is, they do not restrict competition, but rather underpin existing competition
and facilitate its introduction for domestic and small business customers.

A key provision of the Act is a safety net for domestic and small business customers to
ensure that no customer is disadvantaged during the transition to effective full retail
competition. Customers are protected during this transition period, as local retailers are
required to publish their price and service offers to all domestic and small business
customers. The published terms and conditions are subject to oversight by the Essential
Services Commission (ESC), and the Government may refer published tariffs to the
Commission for investigation. The safety net provisions are transitional and will expire on
31 December 2003. However, following an investigation by the ESC that found competition
is not yet fully effective, the Government has announced that it will legislate to extend the
safety net until at least December 2004.

National Transmission Grid Interconnection

In addition to its participation in the review of transmission development by the NEM
Ministers Forum, Victoria has actively contributed to inter-jurisdictional transmission
network interconnection.

In March 2002, the Victorian Energy Networks Corporation (VENCorp) released its report
analysing the costs and benefits of augmenting the SNOVIC interconnector between
Victoria and New South Wales. Victoria has subsequently overseen the 400 megawatt
SNOVIC upgrade, with VENCorp responsible for managing the project, including planning
and obtaining NEMMCO’s approval. The line works for the SNOVIC project were
completed in September 2002, and SNOVIC was commissioned in December 2002.

On 13 September 2002, the Victorian Government announced that it had approved the
Basslink transmission interconnection project between Victoria and Tasmania. Basslink will
be capable of supplying up to 600 megawatts to Victoria during peak conditions and will
enable Tasmania to become a member of the NEM.
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Development of the retail market

Around 112 000 or 5.6 per cent of small (<160 MW/annum) electricity consumers have
elected to change retailer in the 12 months since the final tranche of the contestable
electricity market opened on 13 January 2002. Interim business to business (B2B)
processes have been sufficient to manage the number of transfers in the market to date.
However, with the acceleration in transfer numbers, the Victorian and NSW Governments
are concerned that during 2003 the current B2B processes will become increasingly
inefficient for electricity businesses, imposing costs on businesses and ultimately
customers. Victoria and NSW are therefore keen to see the development of longer-term
alternatives with the prospect of greater efficiency. To this end, the Victorian and NSW
Governments are facilitating the development of national standards and the assessment of
a pilot proposal for a B2B service that could be quickly implemented using existing
infrastructure.

During 2002, the Victorian Government asked the ESC to investigate whether competition
in the electricity market had been effective for domestic and small business consumers
since market opening. The ESC concluded that competition is not yet fully effective, but the
building blocks are in place for the benefits of competition to flow to consumers over the
next few years. Also, further improvements are expected following the introduction of
competition in gas in October 2002-allowing consumers to consider 'dual fuel' offers to
purchase both gas and electricity from the one retailer. In addition, the ESC noted that the
market could work more effectively if customers had better access to clear and comparable
information on competing offers and packages. Based on the ESC’s advice that
competition is not yet effective, Victoria intends to extend its reserve power of price
regulation from August 2004 to the end of 2004, and review the need for its continuation in
that year.

Victoria’s goal is to have energy prices set by the market rather than regulation. However,
Victoria believes that it is premature to leave consumers, particularly low-income
consumers, with no price protection. Retail market power is a major issue at the outset of
full retail competition, when consumers are not confident to switch and alternative retail
offerings are not well developed.

The continuation of this reserve power does not mean, however, that it will automatically
be exercised to contain retailers’ standard prices. The Victorian Government has only
intervened where it has concluded that market power is being exercised. It is anticipated
that the need for price caps will diminish or end in the future once full retail competition is
fully effective.

The Victorian Government recently used its reserve pricing power to protect electricity
consumers by constraining price rises in standard contracts for 2003. These price
constraints explicitly took into account the market energy costs faced by retailers. The
acceleration of customer transfers in Victoria's energy markets does not support the view
that price caps have materially impeded competition. However, active marketing by
retailers is limited to high-income, high usage market segments so an appropriate safety
net is required to protect those users to whom the benefits of competition are yet to flow.

The Victorian Government exercised its reserve powers of price regulation to achieve a
balance between the objectives of protecting consumers in the transition to fully effective
competition while ensuring that competition becomes effective, price volatility is minimised,
the need for ongoing regulation is reduced, and the financial viability of retailing is not
compromised.

The Victorian Government will investigate the implementation of an independent consumer
information regime to compare offers from all retailers, developed in consultation with the
industry, consumer representatives and the ESC.
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Derogations from the National Electricity Code and
transitional arrangements

Along with many other transitional derogations, Victoria’s vesting contracts expired on 31
December 2000. Victoria still has some derogations from the National Electricity Code. In
general, derogations will only be used as a last resort.

The current regulatory framework provided by the Code, which has applied to transfers by
large customers, allows the flexibility for either the retailer or the distributor (as default
provider) to provide metering and data services to such customers. However, this flexibility
could create significant complexities in the mass market in terms of establishing systems
and processes to enable the transfer of small customers. Accordingly, derogations were
approved by the Australian Competition and Consumer Commission (ACCC) to enable a
simplified regime to apply in respect of the mass market for a transitional period to facilitate
the orderly introduction of full retail contestability (FRC).

Transitional derogations were granted in August 2001 to enable the implementation of FRC
in Victoria in a timely and effective manner. The derogations provide that distribution
businesses are exclusively responsible for the provision, maintenance and installation of all
manually read interval meters, basic meters and unmetered supply points until 1 July 2004.
During the transitional period, jurisdictional regulators are required by the Code to review
and make recommendations on issues including meter ownership.

Victoria has led the reform process to implement FRC in electricity in an effective and
timely manner. The take up rate in Victoria during the first year is one of the highest
compared with international experience in FRC. Retailers are also making market offers to
their high value customers, a further sign that competition in Victoria is taking effect.

In December 2002, the ACCC provided interim approval for amendments to existing
Victorian derogations for the regulation of transmission network services, as well as the
deletion of spent provisions and updating of definitional provisions in the derogations.
These derogations are necessary to reflect Victoria's unique separation of ownership and
planning of the high voltage transmission system. VENCorp is responsible for planning and
directing the augmentation of the electricity transmission system. The amendments to the
derogations ensure that an efficient and appropriate transmission regulatory framework is
put in place in Victoria for the long term. They ensure that appropriate recognition is given
to Victoria’s separation of transmission planning functions from asset ownership, and that
appropriate recognition is also given to VENCorp’s not-for-profit status.

The Government has also acted to reduce the transitional assistance provided to small
consumers following the introduction of full retail competition in the electricity industry. In
April 2002 the Government introduced a 12-month Special Power Payment (SPP) scheme
to facilitate in the transition to a fully effective FRC electricity market. The Government has
recently announced the replacement of the $118 million SPP scheme with a $57 million
Network Tariff Rebate (NTR) for 12 months from 1 April 2003 to provide assistance to
householders, small businesses, and farmers in outer suburban and regional and rural
areas.
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9. Gas

e Victoria introduced Full Retail Contestability on 1 October 2002.

e Around 43 000 (2.9 per cent) consumers elected to change their gas retailer over the
period October 2002 to January 2003.

Overview of progress

The National Competition Council (NCC) has indicated in its August 2002 assessment that
the key outstanding gas reform for Victoria is the implementation of Full Retail
Contestability (FRC).

Victoria introduced FRC for gas on 1 October 2002. This introduction of FRC was
facilitated through an industry-based project involving representatives of industry,
customers, VENCorp, Government and the Essential Services Commission (ESC).

Competition is not yet fully effective. Based on evidence that market power was being
exercised, the Victorian Government acted to protect gas consumers by using its reserve
pricing power to constrain price rises in standard contracts for 2003.

Introduction of Full Retail Contestability

The Gas Industry Act 2001 provided for the staged introduction of retail contestability in the
Victorian gas industry. The final stage of contestability, which involves some 1.5 million
domestic and small business customers, was scheduled to occur on 1 September 2001.
However, participant systems and processes necessary to manage customer transfers and
metering data were not adequately developed at that time. A further transitional period was
therefore enabled to allow for the orderly introduction of FRC on 1 October 2002.

Two key consultation forums oversaw the industry-wide activities and issues associated
with implementing FRC, including:

e the Victorian Gas Retail Rules Committee (VGRRC), established under the auspices of
VENCorp to develop and maintain the ‘retail gas market rules’ for the Principal
Transmission System, and to facilitate the development and implementation of the
common industry FRC tasks, such as market readiness and the development and
management of a business to business (B2B) system solution

e the Victorian Gas Contestability Forum (VGCF), established by Government to provide
a broad and direct consultation forum for stakeholder consultation in respect of system
wide Gas FRC project activities, such as Gas FRC structures and processes and the
overall project timeline.

A number of key outstanding tasks were successfully completed during 2002 including the
development and implementation of:

e customer transfer and metering systems to support FRC

e business to business communication system
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e industry tests and market readiness strategy
e ESC approval of retail market rules

e ESC decisions relating to cost recovery of FRC related expenditure for distributors and
VENCorp

e the ESC regulatory instruments, including the gas retail code, confidentiality and
explicit informed consent and marketing code of conduct

e customer information and education campaign.

The gas market opened to competition on 1 October 2002. Over the period October 2002
to January 2003, around 43 000, or 2.9 per cent of domestic and small business
customers, elected to change retailers.

Victoria’s goal is to have energy prices set by the market rather than regulation. However,
the Government believes that it is premature to leave consumers, particularly low-income
consumers, with no price protection. Retail market power is a major issue at the outset of
full retail competition, when consumers are not confident to switch and alternative retail
offerings are not well developed.

Based on evidence that market power was being exercised, Victoria acted to protect
consumers by using its reserve pricing power to constrain price rises sought by retailers in
standard gas contracts in 2003. Similar to electricity, the Victorian gas price constraints
explicitly take into account the market energy costs faced by retailers.

The Victorian Government exercised its reserve powers of price regulation to achieve a
balance between the objectives of protecting consumers in the transition to fully effective
competition while ensuring that competition becomes effective, price volatility is minimised,
the need for ongoing regulation is reduced, and the financial viability of retailing is not
compromised.

Similar to electricity, Victoria intends to extend its reserve power of gas price regulation
from August 2004 to the end of 2004, and review the need for its continuation in that year.
The continuation of this reserve power does not mean, however, that it will automatically
be exercised to constrain retailers’ standard prices. The Victorian Government has only
intervened where it has been concluded that market power is being exercised. It is
anticipated that the need for price caps will diminish or end in the future once full retail
competition is fully effective.

Gas quality regulations

Victoria’s Gas Quality Regulations are substantially consistent with the final draft version of
AS 4564/AG864. It is anticipated that Standards Australia will publish AS 4564/AG864
early in 2003. Once this occurs, Victoria, in consultation with industry, will amend its
regulations to ensure consistency with national quality standards.
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10. Other transport

e The Government has appointed a receiver for V/Line Passenger, M>Tram and
M>Train, after National Express withdrew from their Victorian operations. Investigation
of the options for future management of these franchises has commenced.

e The Review of Port Reform in Victoria has resulted in the Government adopting 22 key
actions to improve the effectiveness and efficiency of the ports.

Overview of progress

Victoria has been successful in the implementation of reforms in the road and rail transport
sector. With the implementation all of the reforms in the first and second heavy vehicle
reform packages and the declaration of the access regime applying to all the intrastate
tracks in Victoria used for the carriage of freight, Victoria has met in full its NCP
commitments for rail and road transport.

In its June 2001 assessment on the Marine Act 1988 and the Transport Act 1983
(Passenger Ferry Services), the NCC concluded that Victoria had met its NCP
commitments.

In 1998, Victoria completed a review of the Marine Act 1988. The review, which included
clarification of the responsibilities of harbour masters, recommended:

e licensing standards for harbour masters in commercial ports be reviewed
e proceeding with increased competition for ship pilotage services

e establishing performance based standards for ship crewing

e no change to the provisions for recreational vessels.

The NCC had requested that Victoria provide a progress report on the review of the Marine
Act. Specifically, information was to be provided on the review, completed reforms, and the
timetable for implementing any outstanding reforms. These matters were discussed in last
year’s report. Structural changes, which effectively clarify responsibility for the safe
management of local ports for local authorities, have been implemented through the
Marine (Further Amendment) Act 2001.

Train and tram services

As a result of the decision by National Express to cease providing financial support to its
three Victorian franchises (V/Line Passenger, M>Tram and M>Train) beyond
23 December 2002, the Government has appointed a receiver to manage the businesses
under the terms of the Franchise Agreement. The Government will meet the cost of
operating the three National Express franchises, intends to access performance bonds
secured as part of the franchise process and put public transport on a financially
sustainable footing with a view to the system remaining in private operation. Action has
commenced to investigate options for future management of these franchises.
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Freight network certification

In May 2001 Freight Australia applied to the NCC to have the main lines in the Freight
Network declared under Part IlIA of the Trade Practices Act.

In July 2001 Victoria applied to the NCC to have its access regime certified as effective
under that Part of the Act. In February 2002 the Commonwealth Minister accepted the
NCC’s recommendation and decided not to declare the Freight Network. Freight Australia
sought a review of this decision in the Australian Competition Tribunal and a hearing date
of 11 September 2002 was set.

However, in August 2002 (prior to the hearing), Freight Australia and Victoria entered into
an agreement under which Freight Australia withdrew its application for a review of the
declaration decision and Victoria withdrew its application for certification.

The parties agreed to consider whether agreement could be reached on access
arrangements that better met the parties’ objectives. Other stakeholders are being
consulted in this process. In the meantime, the Victorian rail access regime remains in
effect.

Port reform review

In early 2001 the Minister for Ports commissioned an independent inquiry into the port
reforms initiated in the mid 1990s. This review, aimed at improving the effectiveness and
efficiency of ports, featured very extensive public consultation, and was completed and
presented to the Minister for Ports in December 2001. The Minister publicly released the
report with a detailed Government response in July 2002. An implementation program
addressing 22 key actions has commenced, with major legislative amendments scheduled
for the Autumn and Spring 2003 Sessions of Parliament.

A key finding of the Russell Report, supported by the Government's response, was that the
splitting of the land and water side management of the commercial trading ports had
reduced their ability to manage their businesses strategically and efficiently across the
scope of port and port interface related activities. In particular, Russell argued that the lack
of a single, integrated strategic manager for the Port of Melbourne had detracted from its
ability to compete effectively with the other capital city ports which were working actively to
gain market share from Melbourne. He also argued that split responsibility for port
management had created gaps and lack of clarity in terms of responsibility for safety and
environmental management activities.

The Government response accepted Professor Russell's recommendation that a new,
single corporation with a broader charter, including the ability to manage both the land and
water assets of the port, should be established. It is proposed that legislation targeted for
Autumn 2003 will implement this initiative.

The proposed new structural arrangements have been assessed in terms of Competition
Policy objectives, and been found to be acceptable and, in some respects, more
pro-competitive than the current arrangements. The Victorian Essential Services
Commission (ESC) is currently conducting an ‘Inquiry into Port Channel Access in Victoria’
which, inter alia, will address the need for a new access regime, and its form if required, in
light of the new channel management arrangements. A draft of the report was released on
the 8 February 2002 for public comment.
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Rate of return for MPC and VCA

The rates of return on capital in 2000-01 for Melbourne Port Corporation (MPC) and the
Victorian Channels Authority (VCA) were below the 10-year Commonwealth bond rate of
5.8 per cent identified by the Productivity Commission for a number of reasons, including:

o the regulation of prices of prescribed services is under a Price Determination by the
Essential Services Commission, as noted in the Productivity Commission report.
Prescribed revenue represents 85-90 per cent of MPC’s and 90 per cent of VCA’s
total operating revenue

o the MPC had higher operating costs than were provided for in the revenue benchmark
model on which the Price Determination was based. This encompasses asset
maintenance and infrastructure management expenses at levels that the MPC Board
considers to be more sustainable than those assumed in the model. It also
encompasses higher levels of land tax incurred by MPC, and expenses associated
with MPC’s evolving strategic port management role.

e the MPC has significant holdings of land, held for future port development and as a
buffer in relation to adjoining non-port land uses (e.g. residential), that are not currently
earning revenue

e the Price Determination was based on revenue benchmarks that assume the channel
assets to have an economic value of zero. At 30 June 2001, the channels were valued
in the VCA’s accounts at $120.6 million, including the value of channels transferred to
the VCA from predecessor bodies ($78.1 million).
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Part E:
Agriculture, manufacturing and
services
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11. Agriculture and related
industries

o The Wheat Marketing Act 1989 has been repealed.

e The Victorian Government proposes to implement the joint response to the review of
the Murray Valley Citrus Marketing Act 1989 by reconstituting the Board under the
Agricultural Industry Development Act 1990 (AIDA) with extraterritorial operation in the
New South Wales production area.

e The National response to the review of Australia’s agricultural and veterinary (AgVet)
chemicals legislation, which Victoria has accepted, does not adopt two
recommendations, concerning efficacy in labelling and the removal of the requirement
for licensing of agricultural chemical manufacturers.

Overview of progress

Australian agriculture has traditionally been characterised by a regulatory environment,
which restricts price and supply of products, marketing and purchasing arrangements to
varying degrees. These restrictions can inhibit efficiencies in production processes, restrict
product and market development and impose costs on consumers and other users of
produce. Through implementation of reform across the agricultural industries, Victoria has
met its commitments in this area. Details of completed reforms can be found in previous
years reports.

Wheat

The Wheat Marketing Act 1989 was redundant and was inconsistent with the
Commonwealth legislation, which was reviewed in 2000. The Wheat Marketing Act 1989
was repealed under the Agriculture Legislation (Amendments and Repeals) Act 2002.

Poultry meat

Victoria has completed its review of the Broiler Chicken Industry Act 1978 and released its
response in 2002.

The independent review found that the legislated price determining arrangements imposed
a net cost on the community as a whole. The Act imposes restrictions on competition
through two mechanisms, the use of a prescribed contract, and the determination of a
standard growing fee. It also found that there is a strong argument to suggest that the
provisions of the Act are administrated in a way that exposes industry participants to
penalties for breaches of the Trade Practices Act 1974. It recommended that an
authorisation from the ACCC be sought to allow growers to collectively negotiate with
processors without the risk of prosecution.

Subsequently, the Victorian processors have obtained an Authorisation from the ACCC to
allow collective negotiation between grower groups and their individual processor in
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relation to chicken growing contracts and an associated Code of Conduct from
24 July 2001.

The Government notes the review’s findings and that the Authorisation signals a move
towards flexible contractual arrangements for broiler production.

The continuation of the Act is necessary to support the transition to negotiation of both
prices and contract terms and conditions through processor negotiation groups as
authorised by the ACCC. The transition involves the setting of a price by the Victorian
Broiler Chicken Negotiation Committee (VBINC) for the life of existing regulated contracts.
The final price setting was supported by the ACCC in its authorisation, which is subject to a
public benefit assessment, and therefore is consistent with the public interest test.

Beyond June 2002, the Minister has sought to retain the VBINC as a body that can advise
on developments within the industry. The Government has decided not to grant a
Section 51 exemption under the TPA and as a consequence the activities of participants in
the VBINC are subject to Part IV of the TPA.

Accordingly, at this stage, the Government has not moved to repeal the Broiler Chicken
Industry Act.

Although some standard contracts have rolled over for another three years, it appears that
the industry is now moving towards the ACCC authorised process for collective
negotiation. All processors are now negotiating with their processor negotiating groups and
in some cases new prices have been agreed. Some processors are also discussing new
contracts with their growers. Given the current demand for good broiler chicken growers,
the shift to new contract terms and conditions can be expected to accelerate and the
VBINC terms and conditions will become less relevant.

Citrus

The Victorian Government proposes to implement the joint response to the review of the
Murray Valley Citrus Marketing Act 1989 by reconstituting the Board under the Agricultural
Industry Development Act 1990 with extraterritorial operation in the New South Wales
production area, subject to the final approval of the Government of New South Wales.

The provisions for the extraterritorial arrangement and eventual repeal of the legislation
were introduced in the Autumn 2002 parliamentary sittings by amending the Agricultural
Industry Development Act 1990 of Victoria (AIDA). This Bill was passed through both
Houses in the Spring 2002 sittings. The Agricultural Industry Services Act 1998 of New
South Wales also achieved introduction and passage in the spring 2002 sittings of the
NSW Parliament. Subject to a poll of Victorian and NSW citrus producers in the Murray
Valley, the Board will be reconstituted, under the AIDA. Regardless of the outcome of this
poll, the Act provides for the repeal of the Murray Valley Citrus Marketing Act 1989 by
1 July 2004 (or earlier if the industry votes for reconstitution under the AIDA).

Agricultural and veterinary chemicals

The review of Australia’s agricultural and veterinary (AgVet) chemicals legislation adopted
a nationally coordinated review process. Victoria played a key role in facilitating,
co-ordinating and responding to the national review. Governments have responded to the
report and are examining implementation options.

The Standing Committee on Agriculture and Resource Management/Agriculture (SCARM)
and the Agriculture and Resource Management Council of Australia and New Zealand
(ARMCANZ) Signatories Working Group developed an intergovernmental response to

86 Department of Treasury and Finance

2003



National Competition Policy

most of the review’s recommendations that was supported by the COAG Committee for
Regulation Reform. An inter-jurisdictional Low Regulatory Activity Task Force has been
established by SCARM to examine how best to regulate low risk chemicals. The Low
Regulatory Activity Task Force has prepared a draft Bill to amend the AgVet Code. All
States and Territories are now awaiting national parliamentary approval processes to be
undertaken before the amendments become law.

The recommendation of the Signatories Working Group (established under the auspices of
SCARM/ARMCANZ) has agreed to the retention of the veterinary surgeon exemption in
the AgVet Code. No legislative amendments are necessary to implement this
recommendation.

The National response, which Victoria has accepted, does not adopt two
recommendations, which require further analysis of the cost and benefits of the regulation.
The first of these recommendations that is not supported is the recommendation that the
AgVet Code be amended to remove the present requirement for licensing of agricultural
chemical manufacturers until the case for such a provision is made. It is intended that the
provision should be retained in its ‘exempted state’ until the Commonwealth completes a
review of the need for the provision. Any activation would be conditional on satisfaction of
requirements of a thorough Regulatory Impact Assessment.

The second recommendation that is not accepted relates to efficacy in labelling. The
Government believes that there are strong public interest reasons for the decision not to
limit the efficacy review to whether labelling is true. Limiting the National Registration
Authority’s (NRA’s) consideration to ‘truth’ would mean that there was no direct
assessment by the NRA of any flow-on or induced effects resulting from the use of a
chemical with an efficacy level as determined only by the registrant. For this reason, the
current wider efficacy standard of truth and appropriateness is needed.

Limiting efficacy to truthfulness would negate the wider community considerations
regarding a product’s efficacy through induced risks to public health, risks to occupational
health and safety, and the adverse impact on the environment as explained below. In
assessing these risks, the NRA does so against standards it has established, many of
which are recognised internationally and practiced by several other nations, including
member countries of the Organisation for Economic Cooperation and Development.

Contributions to the public interest are made in the existing approach through:

e minimising the chemical residue risk to public health through providing scientific data
as the basis for establishing Australian maximum residue limits

e one objective of the AgVet scheme is to protect occupational health and safety. A
chemical with adequate efficacy (i.e. as determined by the NRA) has the effect of
minimising the quantity of chemical required to be used in a particular situation, thus
minimising worker exposure to that chemical

o the assessment of a chemical for its risks to human health and the environment is
necessarily incomplete. The use of chemicals with inadequate efficacy implies higher
application rates, or the unnecessary use of chemicals (because of the chemical’s
failure to control the pest or disease). Hence, there could be greater impacts on
non-target organisms and ecosystems, and unnecessary contamination of the
environment. This is a strong argument in favour of assessing efficacy in terms of
appropriateness

o the registration of non-efficacious agricultural and veterinary chemical products is
inconsistent with Australia’s commitment to international pesticide risk reduction
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e truth in labelling of a chemical product, under the Commonwealth Trade Practice Act,
is intended to provide an assurance to the community that a chemical will be effective
(i.e. efficacious) in its intended use.

e To help reduce the potential costs of the ‘appropriateness’ requirement, the
Signatories Working Group considers that the NRA should make as much information
available up front to chemical manufacturers regarding the levels of efficacy likely to be
required for a particular product or product type. This would allow chemical
manufacturers to establish in advance the level of efficacy they will need to
demonstrate.

The recommendations of the NCP review that impact on the national registration system
(NRS) are being addressed by the NRA and AFFA. Although Victoria has been consulted
regarding changes to Commonwealth legislation as required by the Ministerial agreement
which underpins the NRS, Victoria is not directly involved in the implementation of the
changes addressing.

e licensing of agricultural chemical manufacturers

e regulation of low risk chemicals

e contestability of chemical assessment services

e compensation for third party access to chemical assessment data.

The review recommendations which relate to aerial spraying are being addressed by the
AVCPC Aerial Spraying Licensing working group. This group has not yet finalised the draft
national requirements for licensing or aerial spraying pilots and businesses.

Veterinary services

The Government is satisfied that the veterinary registration board structure and
membership is appropriate and serves the public interest. The
Veterinary Practices Act 1997, enacted in 1998, follows a legislative model upon which the
regulation of the conduct of all health professionals including doctors, dentists and nurses
is based in Victoria.

The VPA introduced for the first time in Victoria significant non-veterinary membership of
the registration board. The nine-member board has three members who are not veterinary
practitioners. Of the veterinary members, one must be employed by the University of
Melbourne (in recognition of the important role of the board in approving pre-requisite
qualifications and accrediting courses of training for registration), and one must be
employed by the Crown (in recognition of the important role of State veterinarians in the
protection of animal health and welfare, public health, food safety and trade.) Only four of
the nine members are registered veterinary practitioners engaged in clinical practice. This
is necessary to ensure the board has expertise across the now numerous fields of
veterinary practice (companion animals, food producing animals, competition/racing
animals, veterinary specialists etc), required to fulfil its prescribed functions, including
setting appropriate standards of veterinary practice and veterinary facilities.

The Act further requires that any panel appointed by the Board for a hearing into the
professional conduct of a veterinary practitioner must include at least one person who is
not a veterinary practitioner.
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12. Taxis and tow trucks

The taxi and hire car reforms, announced by the Victorian Government in May 2002,
constitute the most substantial reforms of the Victorian taxi and hire car industry in
15 years.

These reforms:

will result in a 46 per cent cumulative increase (at a minimum) in the number of taxi
licences over the next twelve years. This is significantly higher than the estimated
increase in the population over this period.

— remove the public interest test on market entry for the hire car industry, and
broaden the nature of the vehicles that can qualify as hire cars

— empower the Essential Services Commission (ESC) to review the value of hire car
licences after two years

— introduce performance monitoring of taxi services, with additional 24-hour licences
to be issued if performance does not meet standards

— increase the transparency of taxi fare determination, with the ESC to provide an
independent and public evaluation of proposals to change fares

— establish a securities exchange to manage the market for taxi licence assignments
and licence transfers.

Implementation of the reform measures for the tow truck industry has commenced.
Following announcement by the Government of the reforms, implementation has
proceeded with legislation being enacted in the Autumn 2002 Session of Parliament.
The Implementation Working Party is overseeing implementation of those reforms that
do not require legislation.

Overview of progress

In May 2002, the Victorian Government announced a package of reforms for the taxi and
hire car industries. The key elements of the reform package are:

relaxation of entry into the taxi and hire car industries through a phased program of
additional taxi licence releases and removal of the public interest test for entry into the
hire car industry

greater transparency and input of economic expertise in taxi fare determination

improved quality of services

open and transparent mechanisms to signal Government policy information to market
participants

flexibility is built in to allow for further reforms.
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The expected outcomes of these reforms include:

lower industry cost structures

improved service quality for consumers

increased demand for taxi and hire car services, through lower real prices over time
fairer prices to consumers of taxi services

setting of taxi fares to be more transparent, with greater input of economic expertise
greater competition within, and between, the taxi and hire car industries

reforms that are fiscally responsible.

For those reforms requiring legislative change, legislation was passed in 2002. For other
reforms, implementation is underway. The first peak service taxis were on the road in
January 2003. Applications for the first 100 peak service taxi licences have been assessed
and licences are to be released at the rate of 25 per quarter over the first year of
implementation. In addition, nine taxi licences in non-metropolitan Victoria have been
issued.

Reforms in the tow truck industry centre on:

clear objectives. The legislation has been amended to clearly specify the objectives.

open and transparent fee establishment process. The Minister for Transport is to
establish fees, following an independent assessment by the ESC. The ESC
assessment is to be made public.

towing area boundaries. The towing boundaries have been extended from
1 December 2002.

increased transparency of the allocation system. The zonal structure has been
reviewed with the aim of making it operate more efficiently. Following extensive
modelling of accident data, it was established by the Implementation Working Party
that a radial method of allocation would be less efficient and not distribute allocations
to towing depots as equitably as the existing system. To increase transparency of the
existing system, all allocation data will be published monthly on a website accessible to
towing companies.

consumer choice. The cooling off period for repairs is to be extended to allow accident
victims additional time to make an informed choice about whether crash repairs should
be undertaken by the repairer to which their vehicle has been towed. An Accreditation
and Code of Practice package has been developed, with legislation to allow the
accreditation to be introduced in the Autumn 2003 Session of Parliament.
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Taxis
Taxis are regulated by the Department of Infrastructure under the Transport Act 1983.

In May 2002, the Government announced a blueprint of reforms for the regulation of
taxicabs and other small passenger vehicles in Victoria.

The reform package produced a range of initiatives to deliver a better quality of services for
passengers, create a more sustainable and competitive industry, and improve industry
opportunities for drivers and operators. For taxi operations these include:

e release of 600 peak taxi licences over six years (100 per year) to increase the number
of taxis on the road. Industry performance monitoring will determine whether there is a
need to increase the number of licences.

e at least half of these peak service licences will convert to 24-hour licences. Conversion
will occur on the sixth anniversary of the licence issue date. Those licences that
convert will be replaced by an equivalent number of peak service licences.

o the release of 11 new licences in regional Victoria to better service those areas
currently under-serviced by taxis

e establishment of performance standards and reporting and publication of performance.
Additional 24-hour taxi licences are to be issued if performance does not meet
standards.

e a 20 per cent tariff to apply to taxi fares between 1am to 6am, payable entirely to
drivers to encourage more taxis onto the roads during this difficult and demanding shift

e annual reporting to Parliament of the number of taxi and hire car licences issued
e determination of taxi fares by the Minister for Transport, following evaluation by the
Director of Public Transport and an independent assessment by the ESC. The

assessment by the ESC is to be made public.

e introduction of a new customer service charter for taxis and hire cars, to explain what
passengers can expect from drivers and booking depots

e introduction of accreditation for all areas of the industry, to improve and ensure
consistency in service levels and quality

e independently managed trading of taxi licences for assignment or transfer, ensuring a
more transparent exchange mechanism

e improved driver training to improve driver knowledge of locations, map reading and
driving skills.

In addition, the Government also announced:

o the relaxation of hire car vehicle standards to allow for a wider range of vehicles to
operate in the industry, while maintaining a distinction between taxi and hire car
standards

e changes to the entry process for the hire car industry, with the introduction of a fixed
price licence fee

e the immediate removal of the public interest test for entry into the hire car industry, to
facilitate greater competition and new opportunities
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removal of the restriction on taxis operating regular route services

retention of the existing taxi zones, with two reviews (one of the country zone structure
to ensure that it meets current and future customer needs, and another of the
outer-metropolitan taxi zones).

Since the May 2002 announcement;

implementation Working Parties with industry representation have been established to
guide implementation of the reforms

where necessary, legislation has been amended

applications for the issue of the first 100 Peak Service Taxi-cab licences have been
invited and assessed. The first Peak Service taxis commenced operation in January
2003. The selection process for the first 100 licences is continuing with the second
group of 25 Peak Service Taxis to be on the road by 31 March, the third group by
30 June and the last 25 by 30 September 2003. A similar licence issue program will
apply for each 100 Peak Service Taxi licences in subsequent years.

taxi operator accreditation standards are being developed and a taxi operator training
program (for new industry entrants) has been approved and implemented

taxi driver training has been reviewed and a re-accredited training program which
emphasises driver knowledge and customer service is being implemented. The new
program extends training from the current 40 hours to 90 hours and will commence
before June 2003.

the Bendigo Stock Exchange (BSE) has been appointed to accredit brokers who trade
in taxi licences and to manage a public register of prices paid for licence transfer and
assignment transactions. The BSE arrangements will be introduced in June 2003,
shortly after implementation of taxi operator accreditation.

The approach that is being taken to reform incorporates four key elements:

a phased transition to reform. The reforms allow the transition along the continuum
from a highly regulated industry to a more lightly regulated one. There has been a lack
of action from previous governments in opening up entry into the taxi and hire car
industries. The phased approach that is being adopted is fiscally responsible, as well
as lessening adjustment costs with the pre-announcement of policy measures.

an equitable approach. The reforms do not allow for further windfall gains by those in
the industry. Rather, there should be a gradual reduction in licence values. The annual
fee payable on each additional taxi licence is set at a level that makes these licences
an attractive substitute to existing perpetual licences, as well as to return revenue to
taxpayers, thus contributing to government costs of overseeing and monitoring the
industry.

a realistic approach. The package encapsulates substantial reform, with an approach
that can be feasibly implemented over the next twelve years. The package is viewed
as an effective one to meet the government’s objectives for the industry and the
community.

these reforms do not represent the end point of reform. It is expected that further
reforms may be required over time. The package builds in flexibility to allow for further
reform where, over time, the reforms do not sufficiently address existing problems. For
example, the collection and publication of performance of the industry against
standards will allow on-going assessment of whether further measures are needed to
improve the attainment of objectives. Additional 24-hour taxi licences are to be issued
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if performance does not meet standards. In addition, there is the assessment of the
level of the market-based hire car licence fee by the ESC by May 2004.

In Victoria’s view, the reform measures meet the following NCC assessment criteria:
Improvement in relative supply balance

In the metropolitan area, there will be a 46 per cent cumulative increase in the number of
taxi licences from June 2002 to June 2014, the twelve-year period of the licence programg.
This increase is clearly sufficient to bring about an improvement in the supply-demand
balance, when compared with estimates of the increase in the population. Over the same
twelve-year period, relative to the 46 per cent increase in taxi licences, the ABS estimates
that there will be an 8 per cent cumulative increase in the population in Victoria'®.

Therefore, the planned release of additional taxi licences is substantially greater than the
projected increase in population11 and is expected to bring about a gradual reduction in
licence values. Coupled with policies to relax entry into the hire car industry, which are also
based on a gradual approach to allow for the transitional impacts, there is expected to be a
substantial improvement in the supply-demand balance over this period.

There are many factors that affect taxi licence values however we note that, following the
announcement of the reforms and commencement of implementation, the value of taxi
licences in Melbourne has fallen from an average of $330 000 in May 2002 (just prior to the
announcement of the reform measures) to an average of $301 000 in January 2003, with
individual licence plates as low as $280 000 in the intervening period.

The selection process for the first 100 peak licences is ongoing. The first of the peak taxis
commenced service in January 2003, and all 100 are due to be on the road by the end of
September 2003. The late release of the new model Ford Falcon 'taxi-pack' has caused
some initial delay in the take up of approved licences.

Commitment to independent monitoring and review

The reforms provide for monitoring of industry performance standards, and will form the
basis for the release of taxi licences in numbers greater than currently programmed should
performance standards not be met. The results of performance monitoring and any
variation above or below the programmed annual licence release, together with reasons for
such variation, will be reported annually to the Victorian Parliament. There is to be a review
by the ESC of the market-based hire car licence fee to ensure that it is not a significant

® The increase is 3 per cent per year (from the base number of 3273 in June 2002) for the first six years; this rises
in the ensuing six years as at least 50 per cent of peak service licences that reach the end of their six-year term
convert to 24-hour licences. Those licences that convert are to be replaced with additional peak service licences.

' ABS, Series 2 estimates, Catalogue No. 3222.0. The ABS also provides estimates based on lower and higher
assumptions for population growth. The cumulative population increase in Victoria over the same twelve-year
period for the lower growth series was 8 per cent, and 9 per cent for the higher growth series.

" Growth in population is considered to be a reliable indicator of the growth in demand for taxi services. Some
could argue that this measure could understate demand, by not capturing some demand components (for
example, growth in tourism demand and growth in income). Even if allowance were made for such factors, the
growth in licence numbers is still considered to be substantially greater than the expected growth in future
demand. In addition, this approach assumes that there is no increase in productivity of the taxi fleet. To the extent
that there are productivity improvements over the period (for example, through improvements in communications
systems) this would assist in using the fleet more effectively to meet increased demand for taxi services.
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barrier to entry. There are to be reviews of outer metropolitan taxi zones, and of country
taxi zones to ensure service levels are appropriate to demand. These reviews will be
supported by the results of industry performance monitoring and will form the basis for the
release of additional licences where service shortfalls are identified in local areas.

The independent assessment role of the ESC will improve the transparency of taxi fare
determination.

Reform in the hire car industry

The public interest test for entry to the hire car industry has been removed and the vehicle
standards have been relaxed. The ESC is to review the hire car licence fee within two
years of the announcement of the reforms. This will include consideration of whether the
licence fee constitutes a significant barrier to entry.

Strong commitment to delivery of phased licence releases

There is a strong commitment to implement the announced program of licence releases

over the next twelve years. The expectations of the community and the industry of this
announced program will ensure that the phased licence releases are delivered.

Tow truck services

The following reforms were passed through the Autumn Session of Parliament 2002:

regulation of accident towing fees in the allocated control area in consultation with the
ESC. The ESC assessment is to be made public

e extension of the cooling off period for repairs from 48 to 72 hours to allow accident
victims to consult with others and possibly change their mind about having crash
repairs undertaken by the repairer to which they have had their vehicle towed from an
accident site

o that the objectives be clearly specified in the legislation

e the de-regulation of trade (non-accident) towing of motorcycles

increased police power to remove people from accident scenes.

The Implementation Working Party reviewed other reforms not requiring legislative
changes. Resolutions are:

o extension of the existing allocation boundary to include Mornington Peninsula,
Cranbourne, Pakenham, Whittlesea and Melton. Following extensive consultation with
the towing and insurance industries, police and other authorities, the extended
boundary was introduced on 1 December 2002.

e boundaries of individual towing depots were reviewed with the intention of introducing
a revised zonal structure and to increase the transparency of the allocation system.
Following extensive modelling and testing, the Working Party agreed that a zonal
allocation system was less efficient and created a greater disparity of the towing work
available to the industry. As an alternative, measures are in place to make the existing
system more transparent by publishing all individual allocation boundaries and monthly
allocation results on a website which is accessible to the towing industry and others.
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an Accreditation and Code of Practice package has been developed by the Working
Party in consultation with the towing and insurance industries, police and others. The
draft package was ratified by the Working Party in January 2003 and implementation is
now proceeding. Legislation allowing accreditation will be introduced in the
Autumn 2003 Session of Parliament.
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13.Health and pharmaceutical
services

e The Final Report of the National Competition Policy Review of the Pharmacy Act was
released in February 2000. Victoria released a discussion paper in August 2002
addressing the implications of implementing the National review recommendations and
submissions have been received.

e The Report considered legislative restrictions on the ownership and operation of
community pharmacies as well as registration of pharmacists across all jurisdictions.

e A formal Council of Australian Governments (COAG) Senior Officials Working Group
response to the National review was released in August 2002.

e Reviews and reforms of the eight core health profession acts have been completed.

Overview of progress

Progress with implementation of NCP reforms to the Pharmacists Act 1974 in Victoria has
been slowed by delays arising from the National Review process.

The Pharmacists Act is the only Victorian health practitioner registration Act for which NCP
reforms have not been implemented. A Victorian NCP review commenced in 1997 but was
put on hold in 1998, when all jurisdictions agreed to a National Review of pharmacy
legislation.

The National Review considered legislative restrictions on the ownership and operation of
community pharmacies as well as registration of pharmacists across all jurisdictions and
the final Report was tabled in February 2000.

COAG established a Senior Officials’ Working Group to advise on the Report's
recommendations. The Working Group’s Report was released in August 2002.

Victoria has prepared a discussion paper following the National Review and COAG Senior
Officials response. The paper has focused upon implementation of recommendations
arising from the National Review process, rather than re-examination of those issues
considered at a national level. This review also examined any restrictions on competition
within the Victorian Act that were not considered by the National Review, along with any
new proposals for regulation that might restrict competition if implemented.

In making its recommendations at a national level, the COAG Senior Officials’ Working
Group noted that while jurisdictions may agree in principle on proposed NCP reforms to
pharmacy legislation arising from the National Review, a State’s desire to have a
consistent approach to the regulation of all registered health professions may influence
how such reforms are implemented (Commonwealth of Australia 2002A, pp 24-25). This is
particularly relevant in Victoria, where implementation of the recommendations of the
National Review is part of a review process that will also update pharmacy legislation to
make it consistent with the Victorian model for health practitioner regulation applied to
other registered health professions.
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While it is anticipated that the review will form the basis for updating Victorian pharmacy
legislation to reflect the Victorian model of health practitioner regulation, it is recognised
that aspects of the pharmacy profession differ from other health professions and unique
regulatory solutions may be required.

In addition to meeting Victoria’'s NCP obligations and updating pharmacy legislation to
achieve consistency with the Victorian model for health practitioner registration, the review
has provided an opportunity for interested parties to make comment on evolving issues
directly related to the pharmacy profession, such as:

e regulation of dispensary assistants
e proposals for a national registration scheme
e access to rural and remote pharmacy services.

Submissions to the Discussion Paper have now been received and are subject to
consideration in the making of recommendations to the Minister for Health for preparation
of a new Pharmacists Registration Bill.

The Victorian Legislation Review Timetable (1996) listed eight core health profession acts
for which reviews and reforms have been completed. Amendments passed during the
Autumn 2002 sittings include amendments to the advertising guideline provision in a
number of Acts.

Pharmaceutical services

National review of pharmacy
The key recommendations of the National Review include:

e Legislative restrictions on who may own and operate community pharmacies should be
retained with existing exceptions, the ownership and control of community pharmacies
continue to be confined to registered pharmacists.

o Friendly societies should continue to be able to operate pharmacies (subject to certain
conditions).

e Pharmacy ownership structures permitted by various State and Territory pharmacy
acts should be retained as being consistent with the defined principle of pharmacist
ownership and effective control of pharmacy businesses. However pharmacy acts
should, in addition to sole trading pharmacists and pharmacist partnerships, recognise
corporations with shareholders who are all registered pharmacists and registered
pharmacists and prescribed relatives of those pharmacists.

e State and Territory restrictions on the number of pharmacies that a person may own,
or in which they may have an interest, should be lifted.

e Any statutory prohibition on natural persons or bodies corporate, not being a registered
pharmacist, or other permitted entity, having a direct proprietary interest in community
pharmacies should be retained, but in certain instances non-pharmacists may be
permitted to hold a pecuniary interest in the operation of pharmacies

e Requirements for the registration/approval of pharmacy premises should be removed,
subject to certain conditions, on the basis that pharmacists are already registered in
each State and Territory, and that business registration is not connected to the safe
and competent practice of pharmacy.
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At this time, it is Victoria's intention to implement the recommendations that are endorsed
by COAG.

August 2001 review

In anticipation of the COAG response to the National Review, a Victorian review of the Act
commenced in August 2001 for the purposes of:

e implementing those recommendations of the National review endorsed by COAG

e assessing outstanding restrictions on competition not considered by the National
review

e updating the Act to establish consistency with other Victorian health practitioner
registration acts

e examining additional issues raised by key stakeholders.

Whilst the National Review recommendations provide a broad framework, there are a
range of options available for their implementation. Given these complexities a discussion
paper for public consultation was released as part of the Victorian review. This provided an
opportunity for:

e review of the few outstanding restrictions on competition contained within the Act. For
example, Victoria is the only jurisdiction in which there are statutory provisions around
ownership of pharmacy departments in private and privately owned hospital
dispensaries.

e updating the Act's structure to bring it into line with other Victorian health practitioner
legislation

e consideration of any emerging issues impacting the practice of pharmacy.

In Victoria, meetings are being held with key stakeholders, an internal reference group has
been established and a public discussion paper has been developed.

National Review response

The COAG Senior Officials Working Group’s response has been released. Victoria has
now prepared a discussion paper, met with key stakeholders, has analysed submissions to
the discussion paper, and is now preparing policy advice as a basis for drafting new
legislation.

Pathology

A review of the Pathology Services Accreditation Act 1984 has been completed and the
Government is currently considering its response.

The Pathology Services Accreditation Act and its regulations govern the conduct of
pathology testing in Victoria through a state-based accreditation system and establish the
Pathology Services Accreditation Board (PSAB) to administer the legislation on behalf of
the Minister for Health.

NCP obligations led to the commissioning of a review of the Act, conducted by a panel
chaired by Mr Don Nardella MP. The matters considered by the review panel were not
strictly limited to the issue of restrictions on competition. This approach reflects the fact that
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boundaries between competition and other regulatory issues are often indistinct, together
with the fact that the legislation was passed 18 years ago, suggesting a substantive review
of all of its provisions is warranted.

A discussion paper was published in May 2001 that provided background information
about the legislation and identified provisions that may impede competition. The paper also
described the roles of the PSAB and that of the Commonwealth Government in the
regulation of the pathology services industry. Twenty-six submissions were received in
response to the paper. The review panel has analysed each of the submissions and, has
drafted a final report that, inter alia, summarises respondents’ views on each of the five
reform options presented in the discussion paper.

The final report has been submitted to the Minister for Health for her consideration. The
Department of Human Services is preparing a government response. It is anticipated that
the release of the final report and government response will coincide.

Health profession acts

The Victorian Legislation Review Timetable (1996) listed eight core health profession acts
for which reviews and reforms have been completed. The nature of these reforms were
detailed in Victoria’'s March 2001 Report to the NCC. Proposed amendments introduced
during the Autumn 2002 sittings include the following:

Advertising guideline provisions

In response to concerns raised by the NCC, amendments have been made to the
advertising guideline provisions in five acts (Medical Practice Act 1994, Nurses Act 1993,
Dental  Practice Act 1999, Psychologists  Registration Act 2000 and
Chinese Medicine Registration Act 2000) to provide for Ministerial approval of advertising
guidelines.

Medical Practice Act 1994

Amendments to the Medical Practice Act 1994 were passed in 2002 which:

e create a negative licensing scheme for the purposes of regulating corporate owners of
medical practice who direct or incite medical practitioners to engage in unprofessional
conduct

e establish powers for the Medical Practitioners Board to manage poorly performing
medical practitioners.

Reforms to the Nurses Act 1993

Legislative changes to the Nurses Act 1993 passed in 2002 session established a form of
negative licensing to allow regulation of those nurses agents who pressure nurses to
engage in what the Nurses Board of Victoria would regard as 'unprofessional conduct', and
thus place the health and safety of the public at risk. This parallels the amendments to the
Medical Practice Act regarding regulation of corporately owned medical practices.
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Drugs, poisons and controlled substances legislation

The Final Report of the National Competition Review of National Drugs, Poisons and
Controlled Substances Legislation was submitted to COAG in January 2001. COAG
referred the Report through the Australian Health Ministers Conference and the Australian
Health Ministers Advisory Council (AHMAC) to an AHMAC Working Party, comprised of
representatives from the Commonwealth, NSW and Western Australia. The Working Party
sought comments from jurisdictions and stakeholders and was due to report by the end of
2001, however the report has not been provided to date. The Victorian Government
continues to await the outcome of the national deliberations.
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14.Legal services

e The 2001 NCP assessment reported that Victoria had met its CPA clause 5 obligations
in relation to legislation regulating legal practitioners, with the exception of the statutory
monopoly over legal professional indemnity insurance.

e In a response released in November 2000, the Government accepted the
recommendation of the 1998 Legal Practice Board Report that the monopoly scheme
be retained on the basis that existing arrangements yielded a net benefit to the
community.

e Following public consultations a Supplementary Report on Professional Indemnity
Insurance for Solicitors in Victoria was prepared and provided to the
National Competition Council (NCC) in June 2001. This report confirmed the
Government’s decision to retain the monopoly arrangement.

Overview of progress

Legal services are regulated in Victoria by the Legal Practice Act 1996. The Act followed a
1996 review of legal practitioner regulation and was assessed against the public interest
test by the previous government. The 2001 NCP assessment confirmed that Victoria had
met its CPA clause 5 obligations in relation to legislation regulating legal practitioners, with
the exception of the statutory monopoly over legal professional indemnity insurance.

In a response released in November 2000, the Government accepted the recommendation
of the 1998 Legal Practice Board Report that the monopoly scheme be retained on the
basis that existing arrangements yielded a net benefit to the community. Following public
consultation, this decision was reaffirmed in the Supplementary Report on Professional
Indemnity Insurance for Solicitors in Victoria provided to the NCC in June 2001.

Legal professional indemnity insurance

The Legal Practice Act 1996 provided for competition in legal profession indemnity
insurance to be introduced from 1999. However, the Act provided for a further review
before implementation. In June 1998 a review of legal professional indemnity insurance by
the Legal Practice Board recommended that the monopoly continue. The Parliament then
amended the Legal Practice Act to revert to monopoly provision.

In November 2000 the Government released the report of the Legal Practice Board review,
together with a draft response accepting the recommendation that the monopoly scheme
be retained on the basis that existing arrangements yielded a net benefit to the community.

In June 2001, following public consultations, the Government confirmed the decision to
retain the monopoly arrangement in the Victorian Government Response: Supplementary
Report on Professional Indemnity Insurance for Solicitors in Victoria. Further comments
confirming this response were provided to the NCC on 5 June 2002.

Comment is provided below on issues raised by the NCC in the 2002 Assessment and
2003 Assessment framework.
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Coverage of all registered practitioners

The level of claims against legal practitioners is not great, suggesting that insurance
companies would be attracted to participating in this market under competitive
arrangements.

It is not the level of claims that attracts or deters commercial insurers. Rather it is the
opportunity to obtain a significant premium pool for risk which is not volatile, such that the
profitability of the portfolio of business can be predicted with reasonable confidence.

The premium pool for solicitors in Victoria is very modest—in the order of $14 million for
2002-03. The underlying risk is highly volatile in that a practitioner or firm who pays a
premium of only a few thousand dollars can incur multiple claims of $1.5 million each in the
one policy year. In order to 'smooth out' this volatility, and to cover all of the costs of risk
acquisition (preparing and marketing products, brokerage, acquiring and maintaining
specialist expertise for the portfolio of business and the like), a commercial insurer would
need to be satisfied that it was likely to achieve a substantial market share before it could
contemplate entry to the market. Although no econometric study has been done to
Victoria's knowledge, it is thought likely that indemnity insurance for solicitors could not
support multiple competing insurers and would be likely to end up as a monopoly one way
or another.

This approach has been highlighted by the recent crisis in the global insurance market.
Underwriting capacity has contracted, most notably in areas where portfolio premium pools
are low and underlying risk is volatile. Cover is still readily available at competitive prices
for covers like life insurance and property damage, but is either not available, or only
available at substantially increased prices, where premium pools are small and volatility is
high.

This is further illustrated by the recent difficulty experienced by the Victorian Bar in
obtaining insurance. Despite barristers being a very low claims risk in comparison to
solicitors (primarily because of their immunity for court-related work), the Bar struggled to
find an insurer for the current financial year (2002-03) which would provide adequate
cover. Only two insurance companies gave serious consideration to joining the market to
provide insurance to barristers and one eventually withdrew as it was not provided with a
monopoly. Not only did premiums and the cost of top-up cover increase significantly but
insurance companies were unwilling to provide the minimum level of cover and run-off
cover specified by the Legal Practice Board. (See Victorian Government Response
Supplementary Report, submitted in June 2001, pp. 16-17)

Although it is recognised that there are significant differences between the professional
indemnity insurance market and the public liability insurance market, it is noted that the
opposite to the Council’'s assertion has occurred in the current public liability insurance
market. Many small enterprises have been offered premiums that have priced them out of
the market (for example, a 1500 per cent increase in premium from 2001-02 to 2002-03
for a street festival), where in many cases no claims have ever been made against their
insurance policy. The insurance market also does not individually risk assess not-for-profit
organisations and some specific small businesses, such as adventure tourism.

Victoria’s view that this assertion is not reflective of current practice was reflected in the
Government’s Supplementary Report (see page 7: ‘Re availability of insurance’) and based
on advice from the world’s largest insurance brokers, Marsh and McLennan. To restate this
advice:

e 'lt is unlikely that all Victorian solicitors will be able to obtain insurance in an open
commercial market.
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e This is based on the fact that decisions by commercial insurers as to whether or not to
insure a solicitor, and how much premium to charge, will be based on commercial
underwriting considerations and not on an assessment of the professionalism,
competence or merit of a practitioner. Competent solicitors can and will be denied
insurance for reasons unrelated to their professional performance, in circumstances
where the bodies with the actual legal responsibility for removing incompetent or
dishonest solicitors have no concerns about the professional competence of those
solicitors.

e This difficulty in obtaining insurance will be greater for small firms and for country firms.
This will reduce the access of consumers of legal services to the economical and
locally provided services from lawyers in country and regional areas, and sole and
small legal practices generally.

e This demonstrates a market failure by the commercial insurance market. Insurance is
written on a per-firm, not a per-lawyer, basis. Marketing, administration, risk
assessment and other overhead cost items are carried out and allocated by insurers
on a per firm basis. However, while a large firm's annual insurance premium will be
easily $100 000 or even more, the premium income received by an insurer from a sole
practitioner will be only a few thousand dollars. In the eyes of a commercial insurer, the
income received from a large firm will justify the cost of a thorough risk assessment but
that of a small firm will not.

e Accordingly, information asymmetry-driven transaction costs flow from the fact that it is
costly for insurers to judge the individual risk of each potential customer. This leads
insurers to regularly use arbitrary risk indicators (e.g. if the lawyer has had one claim,
he or she will probably have another—but the insurer does not analyse the merit of the
previous claim) and to deny product to those potential customers that fail these risk
indicators, rather than to attempt to properly price-in risk. This can also lead insurers to
price their insurance premiums too highly for the actual risk, rather than incur the
transaction cost of properly assessing and pricing the real level of risk. Smaller sized
practices and practices with limited risk experiences are clearly more exposed to this
insurer behaviour than medium-to-large practices.'

The New Zealand experience suggests that all or most lawyers would be covered under
competitive arrangements.

New Zealand has an open market for insurance for lawyers because, unlike Australia, New
Zealand has not made professional indemnity insurance compulsory. Practitioners unable
to obtain insurance are not forced out of legal practice. It is therefore not an appropriate
jurisdiction for comparison with Victoria.

Further, there is no provision in New Zealand for providing run-off cover for insolvent,
disgraced or deceased solicitors, who will not take out such cover themselves. Accordingly,
and in contrast to Victoria, clients of former solicitors without run-off cover, or of solicitors
who choose not to take out (or are unable to obtain) insurance while in practice, have no
protection. They do in Victoria.

The average level of insurance cover given to each solicitor in New Zealand is also less
than that offered by the Legal Practitioners' Liability Committee (LPLC) in Victoria. The
most extensive data on premium price in New Zealand appears to be the data collected by
the University of Waitako Management Research Centre for the New Zealand Law Society
Business Performance Comparison Report. This shows that the average premium in the
open market in New Zealand varies and is sometimes similar to that charged in Victoria
and sometimes considerably higher. It is not, however, cheaper. This is so even though the
insurance cover provided in New Zealand is less than is provided by the LPLC in Victoria.
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Ultimately, as insurance for lawyers is not compulsory in New Zealand, the way in which its
insurance system works is of little relevance to Australian conditions and requirements,
and does not provide any evidence that an open market would work in Victoria.

It could also be argued that those lawyers most likely to experience several claims should
be faced with appropriately higher premiums, which would be the likely result under
competitive arrangements.

This is correct. This principle applies under the LPLC scheme: Due to the risk rating of its
premiums, solicitors' firms with a good claims record pay a lower premium than those with
a bad record.

Because the LPLC has a fixed, predictable number of customers each year, (that is, all the
solicitors of Victoria), and it has historical claims data which yields reliable risk profiles, it is
able to determine the fair and appropriate level for loading bad risks. The loading provides
a positive incentive to the individual practitioner or firm to improve their risk management,
while at the same time it does not undermine the fundamental purpose of insurance, which
is to spread and share risk.

It has been suggested that rural and regional practitioners and sole practitioners generate
greater claims costs for the LPLC and that they should not be subsidised by other
practitioners in the scheme. This suggestion is not borne out by statistics relating to claims
handled by the LPLC. Sole practitioners comprise 50 per cent of the pool of local Victorian
practices. In dollar terms, sole practitioners have incurred 31.8 per cent of the total costs of
claims averaged over the last 9 years. In respect of country practices, 16.8 per cent of
practitioners in local Victorian firms come from country practices. On average over the last
9 years, they have incurred 12.3 per cent of the dollar cost of incurred claims.

Multiple provision may result in more certainty about coverage than monopoly provision,
because the failure of a monopoly provider would affect the insurance coverage of all
solicitors.

Victoria believes that this proposition is misconceived in a number of respects.

In a competitive market, information about underlying risk is incomplete. Poor risk
assessment can lead to significant underpricing. Although the report of the Royal
Commission into the collapse of HIH is not yet available, it seems likely that the
Commission will conclude that HIH was badly under provisioned in many areas of its
business. HIH was the leading professional indemnity insurer in Australia at the time of its
collapse and commercial insurers in competition with it had to set their premiums at a level
that was competitive with HIH's or else continue to lose market share. As a result, there
was significant risk of provider failure which ultimately materialised in its worst form and on
a substantial scale with the collapse of HIH. That affected not only the buyers of its
professional indemnity insurance products, but created considerable hardship for business
interests and the wider community.

Similarly, it is likely that one of the major causes of the collapse of United Medical
Protection Limited (UMP) and the resultant crisis in indemnity insurance for doctors was
sustained under pricing of underlying risk. UMP was in competition with other mutual funds
and commercial insurers for the business of insuring medical practitioners, particularly in
New South Wales. It evidently priced at premium levels appropriate to attract and maintain
business, rather than to prudently cover underlying risk.

There is substantially less risk of failure of a compulsory monopoly provider. If its claims
liabilities or other costs increase, it can increase its premiums without risking the loss of
any business. Although some may see this as a vice of a monopoly scheme, it is clearly a
very substantial safeguard against insolvency.
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In the case of the LPLC, the risk of failure appears particularly remote. Not only can it
increase its prices from year to year to cover emerging increases in liabilities and
expenses, it also has the specific power to levy practitioners if it appears that the fund
would have insufficient assets to meet its liabilities. Further, the LPLC meets the Australian
Prudential Regulation Authority capital adequacy requirements threefold and it is
considered unlikely that it would run into difficulty. The LPLC also takes out substantial
reinsurance cover to protect it against any unforeseen increase in claims.

Cost-effective coverage

The NCC requests jurisdictions to provide data which supports claims that monopoly
providers are more cost-effective (Victoria has already presented such data), and to
indicate why they believe competition among insurers would not drive premium costs
down.

The Council notes that ‘Victoria provided actuarial evidence that its monopoly fund offers
30 per cent lower premiums in the long term compared with those premiums offered by
commercial insurance firms’. The Council further acknowledges that ‘the mutual fund does
not have to pay advertising, brokerage and commissions. Further, as a non-profit-making
entity, the mutual fund does not need to include a profit margin in its premium rates
(Trowbridge cited in the LPB, 1998)". Not noted here however, is the integral role of the
extensive and systematic risk management services offered to the profession by the
mutual monopoly—which commercial insurers do not offer—in the lower premiums
available in Victoria. Because the LPLC insures all solicitors rather than just a part of the
market, it is able to identify and analyse emerging trends within the profession more quickly
and with much greater accuracy. (For a fuller discussion see the Victorian Government
Response Supplementary Report).

Monopoly mutual funds also offer more stable premiums which enhance their medium to
long term cost effectiveness. In the case of the LPLC, it is able to predict its likely claim
liabilities and with actuarial advice calculate the premium pool it requires with reasonable
confidence.

On the other hand, setting premium levels with such a level of confidence is much more
difficult for a commercial participant in an open competitive market. The number of clients
(and therefore the amount of premium income that will be received) each year for a
commercial insurer cannot be forecast with certainty and will continually change depending
on external market forces. Additional margins therefore have to be built into commercial
premiums to allow for this uncertainty.

In fact, mutual funds around the world have proved far more resilient than master policy
schemes or commercial markets in providing stable, reliable and affordable insurance in
volatile insurance industry circumstances (for example, see, the experience of mutual
funds in all provinces of Canada, Hong Kong, Singapore, and Oregon).

Delivery of run-off cover

The NCC requests jurisdictions to provide information on why run-off cover would not be
available under competitive arrangements. Why, for example, would private insurers not
set appropriate premiums using actuarial evidence, and thus offer run-off cover?

There are a number of reasons why run-off cover is an unattractive product for commercial
insurers to provide. The most fundamental is that the premium pool for the product is likely
to be relatively small, but highly volatile. Practitioners in retirement or the estates of
deceased practitioners are not an attractive customer base able to afford significant
premiums from business cash flows.
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In a commercial insurance market, unless additional run-off insurance cover is (a) readily
available at an affordable price from insurers, and (b) regularly purchased by the former
practitioner (or the practitioner's estate if death was the reason for ceasing practice) for
each year after ceasing practice (or disbanding a practice); then any claim for negligence
made against a former professional will not be covered by insurance and both former
professionals and their clients will be left exposed.

It is highly undesirable, from the consumer protection perspective, for clients of retired,
deceased or disgraced practitioners or disbanded firms to be dependent upon whether
they were still buying (and able to buy) run-off cover at the time that the client's claim is
made. Where they fail to, or are unable to, obtain cover, the client's claim may be
uninsured. This gap in coverage can be fully covered by a monopoly provider, but is
complex and problematical to cover in a multiple provider scheme.

The experience of the Victorian Bar has been that commercial insurers are unlikely to offer
run-off cover to practitioners whom they have not previously insured. Accordingly, those
who have already retired, died, become insolvent or been struck-off may not receive
insurance. Ex-barristers, including some who have been appointed to the judiciary, who
sought run-off cover in this insurance year (2002-03) had to apply and were not
guaranteed coverage. At this stage, only the LPLC is able to provide ongoing run-off cover
to barristers. Most insurers in the commercial market provide run-off cover on restricted
terms only and mostly on a year-by-year basis.

Experience with other professions shows that the commercial insurance industry will
generally resist providing extensive run-off cover (even if limited to one year) to all
practitioners. (see Victorian Government Response Supplementary Report pp.8—11).

The LPLC cannot refuse to offer run-off cover particularly to insolvent, deceased or retired
practitioners or withdraw from the market so, unlike the commercial insurers, it must
ensure that it has a stable premium pool to cover claims into the future. This requires that it
be compulsory that solicitors insure with them. Unlike the commercial insurance market,
the LPLC provides run-off cover for an unlimited period to all former solicitors in Victoria for
no additional premium. Consumers of legal services are not dependent on whether the
former practitioner has chosen to take out run-off insurance year after year or on the
commercial availability of run-off insurance. As explained above, the LPLC can use
actuarial advice to fix future premiums very accurately and also to adjust premiums to
ensure sufficient funds will be available to cover ongoing exposure to claims. Setting
premium levels with such a level of accuracy is much more difficult for a commercial
participant in an open competitive market for whom the number of clients (and therefore
the amount of premium income that will be received) each year cannot be forecast with
certainty and will continually change depending on external market forces.

Cross subsidisation and the delivery of run-off cover

The cost of 'claims made' cover of necessity reflects past claims history. The premiums
which solicitors pay (and which are one of the overheads of their businesses which they
might seek to pass on to the consumers of their services, but can only do so to the extent
that market forces allow) reflect the premium pool required to meet the claims anticipated
in the policy period. This includes not only claims against practitioners and firms which
remain in practice, but claims against practitioners who are no longer practising and firms
which have disbanded. The estimation of the requisition premium pool is based upon the
claims history of the scheme adjusted for any emerging trends.

This is not to say that successive generations of consumers cross-subsidise one another.
All that is occurring, as is inherently contemplated by any insurance arrangement, is that
the cost of episodic, individual losses currently suffered by consumers of legal services
(whether those services were provided today, yesterday or ten years ago) are spread
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across the community of legal services through the medium of professional indemnity
insurance premiums paid by solicitors.

Even if there was thought to be some degree of cross-subsidization in relation to run-off, it
would be of a significantly lower scale than the cross-subsidization inherent in general
'claims made' cover, and the public benefits of both providing run-off cover and arranging
professional indemnity insurance on a 'claims made' basis significantly outweigh any 'cost'
of cross-subsidization.

Prudential supervision

The NCC requests those jurisdictions that believe that statutory monopoly schemes
provide greater prudential certainty to explain why this is the case and indicate the extent
to which they believe certainty is enhanced.

There are a number of aspects of statutory monopoly schemes which provide greater
prudential certainty.

The first is that they price so as to reflect underlying risk. They have good quality
information about the underlying risk because that information is not dispersed among
multiple providers. There is no temptation to price to meet the market—the sole focus is on
managing the portfolio risk and making adequate provisions to cover anticipated liabilities
and expenses.

Secondly, statutory monopoly schemes are single purpose operations. Their exposure to
risk is focussed, so they are not vulnerable to extraneous risks (e.g. natural disasters,
terrorism etc).

Thirdly, because they insure the whole of the local pool, they are well attuned to
established and emerging causes of claims. They have every incentive to manage risk
effectively.

Finally, there is the potential for greater transparency. The LPLC publishes comprehensive
accounts and its premium rating structure is fully disclosed. For reasons of commercial
confidentiality, there is little transparency in multiple provider schemes. The prudential
regulator and the insured profession cannot as easily see the key elements of the financial
security of multiple providers as for a statutory provider such as the LPLC.

Risk management

The NCC requests the views of jurisdictions on [risk management under competitive
arrangements], and any evidence that they may have (perhaps from other insurance areas
where there is competitive provision) about the risk management services by competing
insurance companies.

It is the experience of the Victorian Bar in a competitive, commercial market that claims
history records have been poorly maintained by commercial insurers and that the only risk
management undertaken has been by the Bar Council—the professional association for
barristers—and not by the insurance companies. Insurance companies have shown little
interest in recent history in risk management or even in keeping an accurate and detailed
claims history. HIH kept a poor claims history and took no interest in risk management
strategies. The Bar's current insurer, Suncorp Metway, has failed to keep claims
information up-to-date and failed to include some information provided to them in the
previous year. Moreover, Suncorp Metway did nothing in the 2001-02 year by way of risk
management and, according to the Bar, did not see risk management as part of their
function.
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Unlike the LPLC, commercial insurers do not provide any substantial risk management to
their insured. There is little commercial incentive for a commercial insurer in an open
market to instigate risk management initiatives which may ultimately benefit its competitors
if the insured person changes insurers. Indeed, in the long run, a scheme with many claims
will command a higher premium pool with potentially lower volatility.

Reduced risk management means that more consumers will suffer losses, the cost of
insurance will go up and will then be passed on to consumers of legal services through
increased costs of legal services.

As noted above, the Council acknowledges that premiums in Victorian are 30 per cent
lower and appears to attribute this to the lack of a need to pay for advertising, brokerage
and commissions, as well as no need to include a profit margin in premium rates. The
LPLC already offers an extensive and systematic risk management service not commonly
provided by commercial insurers. Commercial insurers in a competitive market could never
offer the same level of risk management services as the LPLC because a commercial
insurer would only ever insure a part of the market.

Effective risk management is in the public interest because it reduces the amount and
number of financial and other losses suffered by consumers of legal services across
Victoria as a result of solicitors’ negligence. It also prevents claims from happening in the
first place and so reduces the cost of insurance. It therefore both reduces the overall cost
of actual legal services to the community and reduces the amount of financial losses
suffered by the community as a result of any negligent delivery of legal services.

The LPLC provides extensive and systematic risk management services to the profession.
Commercial insurers do not. Further, because it insures all solicitors rather than just a part
of the market, the LPLC is able to identify and analyse emerging trends within the
profession more quickly and with much greater accuracy. This also allows the LPLC to
provide a more targeted and effective response to emerging areas of risk for the profession
than a commercial insurer could, presuming that the insurer wished to provide risk
management services, which is not common.

Apart from ongoing seminars, publications, audits and general telephone advice services,
the LPLC also targets specific issues as they emerge. One example of the real savings to
the community that this can bring about is shown by the emergence of ‘Amadio’ claims as
a significant new class of claims in the early 1990s. In 1994, the cost of Amadio claims in
Victoria rose to $2.61 million. The LPLC targeted these claims and their causes. As a result
of various risk management strategies introduced by the LPLC, the cost of Amadio claims
dropped to $0.58 million in 1995 and had dropped to $0.11 million by 1997. This resulted in
a concrete saving of several million dollars to Victorian consumers of legal services in
relation to this class of claims alone. Commercial insurers in a competitive market would
not have taken the same steps. Accordingly, those savings to the Victorian community
(and the further savings that have resulted from many other targeted LPLC risk
management strategies) would not have occurred if the profession had obtained its
professional indemnity insurance on the open commercial insurance market.

There have been several other major examples of targeted risk management by the LPLC
since the Department of Justice review in 1998. The most significant relates to the
introduction of the GST. At the end of 1999, the LPLC set up an ongoing free help line
specifically for Victorian solicitors to obtain oral or written advice on GST issues affecting
their clients. This has resulted in over three thousand calls by October 2000 from the
profession, potentially avoiding many future claims against Victorian solicitors and financial
losses by their clients. In addition, significant questions and answers about GST are
regularly publicised in bulletins sent out by the LPLC to the profession. By contrast,
accountants obtain their professional indemnity insurance from the commercial insurance
market. Although accountants have an even greater demand from their clients for GST
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advice than solicitors, the commercial insurers who cover the accounting profession have
provided no risk management assistance to accountants in relation to GST.

Other successful major risk management campaigns by the LPLC have involved both Y2K
and WorkCover (workers’ compensation) issues. The Y2K issue is a particularly interesting
example. As the millennium approached, not only did none of the commercial insurers take
any comparable risk management action to reduce the risk of Y2K claims but the
commercial market's most common reaction to the approach of Y2K was to amend their
insurance policies to exclude any liability for Y2K claims and so leave their policyholders
uninsured for such claims. Unlike the commercial market, the LPLC did not exclude Y2K
claims from its policy.

The LPLC is now insurer to the great majority of the large national firms. Practitioners in
these firms are significant in number. The LPLC, in conjunction with Streeton Consulting,
has commenced a large firms claims study to look at patterns of risk and assist firms in
further developing their own existing risk management strategies.

In addition to the risk management services outlined above, practitioners are also subject
to premium increases based on their risk rating. Those practitioners who incur claims are
charged a higher premium by the LPLC and must pay an excess. Thus there is a monetary
incentive for internal risk management systems to be put in place by practitioners.

Further specific information sought from Victoria

What impact, if any, does Victoria believe that its recent civil liability reforms will have on
legal professional liability insurance?

Will there be a flow-on to the number and size of claims in this insurance area?
If so, would this alter Victoria's views about multiple provision of this type of insurance?

The recent reforms in Victoria were aimed at addressing problems associated with the
withdrawal of insurance for particular groups or activities, especially in the area of public
liability insurance for not-for-profit community groups and pony clubs, or for the building
and adventure tourism sectors. Therefore, it is not anticipated that these reforms will
impact on legal professional indemnity insurance and the questions raised are not pertinent
to professional indemnity insurance for solicitors. Furthermore, as noted previously,
commercial insurers are not interested in multiple provision of this type of insurance given
the smallness of the Victorian market, and as evidenced by the recent experience of the
Victorian Bar.

Other reviews of legal practice legislation

There are a number of other reviews of legal profession regulation that, while not required
under the NCP, consider issues that may influence the level of competition in legal
services.

The Report of the Review of the Legal Practice Act, Regulation of the Victorian Legal
Profession made a number of recommendations relating to the regulatory structure of the
profession and was released for stakeholder comment in November 2001. The
consultation process has now been concluded and options have been developed for the
consideration of the Attorney-General.

In addition, the Standing Committee of Attorneys-General is presently developing
proposals (and in some cases model provisions) for national legal profession regulation,
and is separately considering the question of incorporated legal practice and
multi-disciplinary practice.
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15. Other professional
occupational and business
licensing

e Victoria has implemented recommendations from the Vocational Education,
Employment and Training Committee (VEETAC) National Working Party, May 1993, in
relation to deregulation of some partially registered occupations. Where
recommendations had not been fully addressed, the relevant legislation was included
in the National Competition Policy (NCP) legislation review timetable in 1996.

Private agents

A review of the Private Agents Act 1966, which included the release of a public discussion
paper in July 2000 and targeted consultation, has been completed. It is intended to seek
Cabinet approval to introduce legislative reform in the Spring 2003 Parliamentary Sittings.

Estate agents

The review of the Estate Agents Act 1980 recommended retention of regulation to protect
against defalcation and of full licensing for residential property sales, but with less
restrictive experience and education requirements. The review recommended a less
restrictive form of licensing for agents not engaged in residential sales, the abolition of any
requirement for corporate agencies to have licensed directors, the removal of the
prohibition on commission sharing and relaxation of some other provisions.

The report was released for consultation and the Estate Agents and Sale of Land Acts
(Amendment) Bill introduced in the Spring 2002 Parliamentary session included
amendments stemming from the review. The Bill lapsed with the dissolution of Parliament
on 5 November 2002.

Auctioneers

After review, the Auction Sales Act 1958 has been repealed by the Auction Sales (Repeal)
Act 2001 with effect from 1 January 2003, thus removing the requirement for auctioneers of
goods and livestock to be licensed.

Travel agents

A report was submitted to the Ministerial Council on Consumer Affairs (MCCA) in 2000 and
subsequently released for stakeholder comment. In November 2002, MCCA agreed on a
response to the national review (not yet announced), prepared with advice from the COAG
Committee on Regulatory Reform.
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16. Fair trading and consumer
legislation

e Victoria has met its commitments in relation to fair trading.

e The report on the national review of Consumer Credit Code legislation was released
for comment, after which the Ministerial Council on Consumer Affairs accepted its
recommendations.

e A scoping study into the national scheme for uniform trade measurement legislation
has been completed and the interstate review committee oversighting the review has
prepared its response to the scoping paper. A draft Public Benefit Test report on the
restriction on the sale of non-prepacked meat has been completed. The scoping paper
and the PBT report are currently being circulated for public comment. Victoria has
been meeting its requirements for the review and is currently awaiting the completion
of the national process before it can implement any reforms.

Fair Trading Act

The Fair Trading Act 1999 repealed the Fair Trading Act 1985. The 1999 Act was
assessed against the NCP guiding legislative principle at the time it was introduced. The
assessment found some restrictions on competition. Details of these restrictions and their
justification were provided in the March 2001 Report to the NCC for the Third Tranche
assessment. Victoria has met its NCP commitments in relation to its fair trading legislation.

Consumer credit code

State and Territory Governments have jointly undertaken a national review of Consumer
Credit Code legislation. The report was accepted by the COAG Committee on Regulatory
Reform as adequate and released for comment. The Ministerial Council on Consumer
Affairs subsequently accepted the report’s recommendations.

Trade measurement legislation

A scoping paper, which essentially found the Trade Measurement Act 1995 legislation to
be consistent with NCP principles, was completed in August 2001. A public benefit test
was also prepared in regards to requirements on how meat can be sold. These papers are
being circulated for public comment prior to the full report being finally considered by the
COAG Committee for Regulatory Reform and subsequently the Ministerial Council on
Consumer Affairs.

As a result of extended public consultation on the scoping paper and the public benefit test,
the review of the scheme for uniform trade measurement legislation is now expected by
June 2003. The review is being considered in a national context, with Queensland the lead
State for the review. Victoria has been meeting its requirements for the review and is
currently awaiting the national response before it can implement any reforms.
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17.Finance, insurance and
superannuation

e Reviews of workers’ compensation arrangements and transport accident
compensation arrangements were released in February 2001 together with draft
Government responses. The reviews found that the WorkCover and transport accident
compensation schemes have features of a welfare scheme that are uncommon in
insurance products, including the competitive products offered in other States. These
features entail a significant public interest.

e The Government's draft responses accepted the recommendations to retain the single
manager for each scheme and to establish independent price reviews of premiums set
for the schemes and other measures to enhance competition and efficiency.

Overview of progress

In December 2000, Victoria completed separate reviews of workers compensation and
transport accident compensation arrangements. The Government released the reports,
and a draft response to each report, in February 2001. These reviews recommended
retention of the core compulsion to insure and monopoly over insurance in both schemes.
The reviews however recommended independent review of insurance premiums for both
schemes and, in the case of WorkCover, review of arrangements for self-insurance.

The reviews followed earlier reviews, conducted in 1998, of workers’ compensation and
third party compulsory insurance arrangements. The former Victorian Government rejected
recommendations to remove the Transport Accident Commission (TAC) monopoly and to
withdraw Victorian WorkCover Authority (VWA) from providing insurance. In its second
tranche assessment, the National Competition Council (NCC) questioned Victoria's
progress in these areas and proposed that jurisdictions consider a national review of
existing compensation arrangements. The former Victorian Government supported the
national reviews, but they did not proceed.

2000-01 reviews of legislation

The review of workers’ compensation arrangements covered the Victorian workplace
accident compensation legislation and associated regulations as follows:

e the Accident Compensation Act 1985
o the Accident Compensation (WorkCover Insurance) Act 1993
o the Accident Compensation Regulations 1990

Together these form Victoria’s workplace accident compensation scheme, administered by
the VWA (and known in Victoria as WorkCover).

The review of the Victorian transport accident compensation legislation covered the
following Acts and associated regulations:
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e the Transport Accident Act 1986

e the Transport Accident (Charges) Regulations 1986

o the Transport Accident Regulations 1996

o the Transport Accident (Impairment) Regulations 1999.

Together these form Victoria’s transport accident compensation scheme. The scheme is
sometimes referred to as third party personal insurance or compulsory third party (CTP).

Both the workplace accident compensation and the transport accident schemes have some
features of an insurance product. However the schemes also have ‘non-insurance’
features, which are deemed to be in the public interest and display properties of a welfare
scheme, and hence should not be viewed as simple insurance products.

The reviews identified key restrictions on competition arising from the legislation. A public
interest test of each restriction on competition, including an assessment of one or more
alternative approaches was conducted as part of the review. The alternatives examined
included ways of introducing more competition, either by abolishing or modifying the
existing restriction on competition. The final recommendation in each case is the one that
provides the greatest potential public benefit.

The restrictions on competition, the review recommendations and the Government’s draft
response are summarised in Table 21.1 (WorkCover) and Table 21.2 (TAC).

Public interest test

As a consequence of the legislated benefits in Victoria, and common law provisions, both
the VWA and TAC schemes are not standard insurance products, with maximum defined
benefits. The availability of no fault statutory benefits under the schemes makes it similar to
a system of welfare benefits.

One of the main objectives of both schemes is to ensure that injured persons are properly
compensated and that the burden of the cost of injury is met by the schemes and reflects
the full cost of the injury.

The Victorian schemes offer benefits not available in other jurisdictions with private
underwriters, and are therefore not directly comparable with such schemes. In particular,
the Victorian schemes are designed to provide no fault benefits to injured persons, which in
some cases generates a significantly longer tail.

Jurisdictions with competitive schemes tend to have dollar caps to limit the size of the tail
and traditionally, private insurers have managed liabilities by commuting long-term
benefits. Schemes that provide options to minimise long-term liabilities exert greater
pressure on other sources of assistance (e.g. social security payments and health care
benefits), as the benefit may be expended in a short period of time.

Evidence from other jurisdictions suggests that private insurers attempt to undercut
competitors, discounting premiums in order to attract business. This fierce price
competition usually continues until the point where collected premiums are insufficient to
fund scheme liabilities and premiums are then sharply increased. The premium charged
under competition tends to fluctuate rather than being smoothed over time, as is the case
with a public underwriter.

The current reviews have been thorough in their cost-benefit assessment to retain the
single management structure. While the reviews support the retention of the single
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manager for each scheme, the exercise highlighted certain costs that the Government
intends to address, in order to improve the functioning of the schemes. Accordingly, the
Government will review the functions performed by the VWA and TAC to identify if there is
scope for greater contestability to be introduced.

Further, the Government’'s draft responses support the review recommendations for an
independent review of VWA’s and TAC’s proposed premiums, including the consideration
of risk reflective pricing, prior to making a premium order or seeking Ministerial approval. In
2002 the Parliament amended the Essential Services Commission Act 2001 to provide for
advice from the ESC on proposed premiums. A reference to the ESC is expected to be
made for the 2003—04 premium orders that are normally made in May of each year.

With respect to workers compensation, the Government will also consider broadening the
scope for self-insurance arrangements, with a view to moving towards performance-based

premiums.

Table 2: WorkCover review findings and draft Government response

Restriction on competition

1. A compulsion exists for
employers to obtain WorkCover
insurance in respect of their
liability to pay compensation
and common law damages to
employees.

2. The VWA is the single
manager of workers’
compensation insurance.

3. Centralised premium setting
(regulated price).

4. Approval of occupational
rehabilitation service providers.

Review recommendation

The charge should remain
compulsory in the interests of
achieving the social policy objectives
of the Act.

The single manager arrangement
should be maintained at this time, as
it provides the greatest net public
benefit. However, the Victorian
Government may wish to consider the
scope for improved market testing of
some of the services provided.

The premium setting responsibility
should remain with the VWA.
However, an independent third party
should review the premiums and
associated rationale for setting the
premiums. The independent review
should be made public prior to the
approval of the new premiums. This
will provide greater transparency in
the review setting process.

The ability to approve occupational
rehabilitation service providers should
be retained to ensure that service
providers are suitably qualified to
perform the tasks required of them.

Government
response

Accepted

Accepted

Accepted

Accept
recommendation of a
third party review of

premium — however
further work will be
undertaken to

determine how the
mechanism will work
in practice (e.g. the
appropriate party,
timing of independent
advice).

Accepted
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Restriction on competition

5. Eligibility requirements for
self-insurers.

Review recommendation

Self-insurance requirements should
be adjusted to increase flexibility and
promote the expansion of
self-insurance as it allows greater
emphasis to be placed on innovative
occupational heath and safety
outcomes rather than the insurance
product.

Table 3: TAC review findings and draft Government response

Restriction on competition

1. There is a compulsion for all
registered vehicle owners in
Victoria to pay a transport
accident charge.

2. TAC is the single manager of
the transport accident
compensation scheme in
Victoria. This is, in effect, a
legislated monopoly

3. Centralised premium setting
(regulated price).

Review recommendation

The charge should remain
compulsory in the interests of
achieving the social policy objectives
of the Act.

The single manager arrangement
should be maintained for CTP
personal insurance in Victoria at this
time, as it provides the greatest net
public benefit. However, the Victorian
Government may wish to consider the
scope for improved market testing of
some of the services provided.

The premium setting responsibility
should remain with the TAC.
However, an independent third party

review of the TAC’s proposed
premiums should occur prior to
Ministerial approval. The review

should be made public prior to the
Minister's decision and it should
examine and report on the premium
methodology, and the cross subsidies
that exist within the premium
structure. This would provide greater
transparency in the review setting
process.

Government
response

Accepted

The VWA will be
asked to assess the
prospect of increasing
self-insurance  type
arrangements.

Government
response

Accepted

Accepted

Accepted

Accept
recommendation of a
third party review of

premium — however
further work will be
undertaken to

determine how the
mechanism will work
in practice (e.g. the
appropriate party,
timing of independent
advice).

Developments in insurance markets

Since the independent report was undertaken in Victoria, there have been a number of
developments in the international and Australian insurance markets. The most significant
of these have been the losses from the 11 September 2001 terrorism attacks in the United
States and the collapse of the HIH Insurance Group.
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The collapse of the HIH Insurance Group has resulted in those State Governments with
privatised schemes being required to meet liabilities arising from this collapse as follows:

e New South Wales and Queensland in relation to liabilities for CTP motor vehicle
accident compensation (approximate estimate is $400 million for each State).

o Western Australia and Tasmania in relation to workplace accident compensation.

Further, the insurance industry has been withdrawing from the provision of those products
it considers to be high risk and those products with long tails. This is evidenced by the
difficulty currently being faced in Victoria to attract companies into the builder warranty
market, which has a tail of only seven years, and the attempts to introduce tort reform to
the public liability segment of the market to curb escalating prices in that segment.

Choice in public sector superannuation

Over the past few years the Government has progressively withdrawn from the direct
provision of superannuation for public sector employees. All Victorian public sector
employees who commenced employment after 1 January 1994, (apart from a small
number of emergency services personnel), have become members of private sector
superannuation funds regulated by the Commonwealth’s Superannuation Industry
(Supervision) Act 1993.

Of necessity, the Government is still closely involved with the Emergency Services
Superannuation Scheme and the (now closed) State Superannuation Fund as both have
substantial unfunded liabilities that directly impacts on the State’s finances. Both funds are
administered by independent trustee Boards.

Most departments and agencies now provide employees with at least some degree of
choice regarding the fund into which employer contributions are paid. Several departments
offer an unlimited choice of funds. Further policy work on the issue of choice in
superannuation in public sector employment has been frustrated by the delays in the
passage of the Commonwealth’s own choice of fund legislation.
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18. Retail

e Following completion of the March 2000 review of liquor licensing and extensive
consultation with industry, in January 2001 the Government announced a phase-out of
the 8 per cent cap on packaged liquor licences from the end of 2003. An earlier phase
out would be subject to agreement between the Government and the industry.

e Following the announcement, discussions between the Government and the industry
commenced on developing new arrangements for the packaged liquor industry. In May
2001, the Government announced that agreement on new arrangements had been
reached.

e A key element of the agreement was the introduction of legislation that led to the
commencement of the phase out of the 8 per cent rule from June 2002.

Overview of progress

In January 2001, the Government announced a phase-out of the 8 per cent limit from the
end of 2003. This decision was reached following the March 2000 review and extensive
consultations with the industry and built in flexibility to enable the commencement of the
phase-out to be earlier subject to agreement with the industry.

Following this announcement, the Government engaged in industry discussions that
sought to develop new arrangements for the sale of packaged liquor. In May 2002, the
Government announced that industry agreement had been reached on a reform package
that contained the following key elements:

e a phase out of the 8 per cent limit on packaged liquor licence holdings, commencing in
June 2002 (18 months earlier than originally scheduled), with the limit to be finally
abolished at the end of 2005

e transitional arrangements whereby the major chains will generally only be able to
obtain licences by purchasing existing licences up to the set limits

e the establishment of a $3 million Packaged Liquor Industry Development Trust Fund to
improve the competitiveness of independent liquor stores.

In June 2002, the Government introduced the Liquor Control Reform (Packaged Liquor
Licences) Act 2002, which implemented the legislative aspects of the new arrangements. It
provided for the phasing out of the 8 per cent rule in accordance with the following
schedule:

Upon Royal Assent 1 July 2003 1 July 2004 1 January 2006
(18 June 2002)
10% 11% 12% Removal of cap

The Government’s decision to phase out the 8 per cent limit from June 2002 has enabled
Victoria to meet its NCP commitments with minimal disruption to the liquor industry.
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19. Gaming

e The Victorian Government has made considerable progress in reforming gambling
legislation and regulations to ensure they are consistent with the public interest.

e The Government has introduced a range of reforms, especially of public lotteries
legislation that has provided scope for competition following the expiry of the current
sole licence arrangements in 2004. In accordance with the legislation, the Government
entered into negotiations with Tattersall’'s regarding 2004—07 licence arrangements in
2002.

e The Government has broadly accepted in principle the recommendations of the review
of the Gaming Machine Control Act 1991 to increase competition in the gaming
industry.

e The Government has significantly amended racing and betting legislation to support
more competitive practices in Victoria

Overview of progress

The Victorian Government has made considerable progress in reforming gambling
legislation and regulations, particularly with regard to public lotteries legislation and the
implementation of harm minimisation measures for problem gambling.

In balancing the social benefits and costs of gambling the Government has held that
success is dependent upon some key principles in gambling policy. These include:

o efficient regulation of the industry
e adequate and appropriate probity
e better protection of consumers’ rights, problem gamblers and the wider community.

Harm minimisation has featured prominently in the Government’'s gambling strategy. These
reforms have been based on research, national initiatives agreed to by the Council of
Australian Governments on 3 November 2000, and extensive consultation with community,
industry and other stakeholders.

In July 2001 the Government’s response to the review of the Gaming Machine Control Act
1991 accepted in principle the recommendations to increase competition in the gaming
industry.

The Government has continued implementation of these reforms, with recent
developments outlined below. Previous progress has been detailed in the Report for the
Third Tranche Assessment on Victoria’s Implementation of the National Competition Policy
March 2002.

Lotteries legislation

Legislative reform in this area was completed with the introduction of the Public Lotteries
Act 2000 (replacing the Tattersall Consultations Act 1958). The Act removes the existing
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legislative monopoly on the conduct of lotteries at the end of the current licence. This
licence extends to 30 June 2007, but does not provide a guarantee of exclusivity—the
Government may issue one or more lottery licences from 1 July 2004.

In accordance with the legislation, the Government entered into negotiations with
Tattersall's regarding 2004—-07 license arrangements. The Minister for Gaming agreed to a
premium payment of $3 million by Tattersall's in exchange for a continued exclusive
licence from 1 July 2004 to 30 June 2007. The continuation of Tattersall's exclusive license
will result in Victorian and New South Wales lottery licences maturing at the same time,
creating an opportunity for a national lotto competition.

The extended licence was granted on the basis that as part of the negotiations Tattersall’s
accepted the Government’s push for greater openness and transparency in the gaming
sector. Tattersall’s will agree on a format with the Gaming Minister that discloses the costs
of operating its gaming related licences in Victoria, creating greater transparency in
financial reporting.

Enhancing probity

The Victorian Government has previously implemented a range of measures to enhance
probity in the gaming industry, notably the introduction of the Gambling Legislation
(Miscellaneous Amendments) Act 2000. The recent Gaming Machine Control
(Amendment) Act 2002 further amended the gaming legislation to make a series of
regulatory changes that will streamline regulatory processes. The Act establishes Victoria's
participation in a national system of casino exclusions and protects the community from
unscrupulous raffle organisers by providing the Victorian Casino and Gaming Authority with
the power to suspend a raffle in the public interest until it is satisfied that the raffle should
continue or the raffle permit should be revoked.

Gaming machine legislation

A review of the Gaming Machine Control Act 1991 and other relevant legislation was
completed in late 2000 and the Government response released in July 2001. The
Government accepted, in principle, the review’'s recommendations to increase competition
in the gaming industry and committed to review the duopoly and profit-sharing
arrangements prior to the expiration of the contractual agreements between the
Government and Tattersall's and Tabcorp in 2012. A summary of other major review
findings, the Government’s response and past reform progress is provided in the Report for
the Third Tranche Assessment on Victoria’s Implementation of the National Competition
Policy March 2002.

In recent progress, the Gaming Machine Control (Amendment) Act 2002 has implemented
further reform in relation to the recommendation that there be an end to ‘quasi clubs’,
requiring clubs demonstrate they have contributed the equivalent of the hotel tax rates for
community purposes.

Responsible gaming legislation

Following comprehensive public consultation, the Gambling Legislation (Responsible
Gambling) Act 2000 introduced a range of key reforms to help combat problem gambling.
These reforms have been detailed in previous reports, and included restrictions on gaming
machine numbers, 24-hour trading, regional caps on gaming machines and provision for
advertising restrictions.

Further responsible gambling measures were introduced as part of the Gaming Machine
Control (Amendment) Act 2002. Harm minimisation measures included modifying game
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and gaming machine design, restricting cash accessibility in gaming venues, regulating
player loyalty programs, and enabling more stringent advertising restrictions to be
introduced.

The gaming machine design measures include banning $100-note acceptors on machines;
prohibiting the reduction of machine spin rates below the current fastest level of 2.14
seconds; banning autoplay facilities and clarifying the Minister's power to set bet limits on
gaming machines in approved venues and the casino—this power has been used to set
the maximum bet limit at $10. Gaming venues will be able to apply for exemptions from this
and other machine design measures for some of their machines, but only if they meet strict
new rules on player protection.

The cash accessibility measures include limiting access to ATM and EFTPOS facilities at
venues to $200 per transaction; prohibiting cash withdrawals from credit accounts from
ATM and EFTPOS facilities at a gaming venue; requiring winnings or accumulated credits
in excess of $2000 to be paid by cheque, with optional payment by cheque of such
winnings or credits below $2000; and prohibiting venues from cashing cheques issued by
the venue.

The providers of loyalty schemes will be required to provide participants with activity
statements at least once per year and provide participants with information regarding the
risks associated with problem gambling. Consumers will be able to set limits on their
gaming losses and the maximum time they wish to spend playing gaming machines.
Loyalty club providers will also be required to enable members to opt out of the scheme,
and loyalty club members will have an ongoing right of access to information held by
providers about their use of gaming machines.

All clubs and hotels will now be required to provide an annual community benefit statement
to the Victorian Casino and Gaming Authority outlining their contributions to the
community. Each of these statements will be published by the authority, providing a
tangible means of showing the public how and in what ways gaming machines provide a
community benefit. Clubs will be required to show that they have contributed the equivalent
of the hotel tax rate back into their community.

Review of the Club Keno legislation

The Club Keno Act 1993 was reviewed and a report submitted to the Treasurer in
September 1997. The Government is now finalising a response to this review, to be
released in 2003. The Club Keno legislation will be additionally reviewed as part of the
review of the post-2012 electronic gaming machine industry structure, which is to
commence in the current term of Government. The 2003 review is intended to focus on
reforming the Government's gaming regulatory structures and processes, rather than
reforming the gaming machine and Club Keno industry structures. These structural issues
will be the focus of the Government's review of the post-2012 industry structure.

Review of racing and betting legislation

Racing and betting legislation was reviewed in 1998, and the Government’'s response
released in August 2000. The Government’s response to the review recommendations and
subsequent reform process are detailed in the Report for the Third Tranche Assessment
on Victoria’s Implementation of the National Competition Policy March 2002. Recent
progress is detailed below.
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Minimum telephone bet limits

The Government continues to implement a phased reduction of minimum telephone bet
limits initiated in July 2001. The limits will be reduced on an annual basis until totally
abolished by July 2004.

Incorporation and partnerships

A joint Government-racing industry working party was convened to examine
implementation options for the removal of legislative impediments to forming partnerships
and incorporation of bookmakers and released a public discussion paper in
November 2001. The working party submitted its final report to the Government, which
subsequently accepted all of its recommendations. During 2002, amendments to relevant
legislation were passed allowing individually registered bookmakers to form partnerships
subject to approval by the Bookmakers and Bookmakers’ Clerks Registration Committee
(BBCRC) and licensing requirements of the controlling bodies. The amendments also allow
individually registered bookmakers to form restricted corporations where only bookmakers
may serve as directors or hold shares, and for the operation of such corporations to be
subject to approval by the BBCRC and licensing requirements of controlling bodies.

24-hour internet trading for race betting

The Government is willing to remove restrictions on 24-hour trading on race meetings for
appropriately monitored telephone or Internet betting. The Government has retained the
requirement that bookmakers operate from licensed racecourses. Trading hours have been
varied to allow betting from ‘scratching time’ (usually 8.00am) until three hours after the last
race held at the venue on the day.

Internet betting may be approved by the Minister once the racing industry and the
bookmaking profession develop a whole-of-industry system and an associated body of
rules that will safeguard the interests of punters and the racing industry.
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20.Planning, construction and
development services

e The review of the Planning and Environment Act 1987 found that the main restrictions
in planning legislation were in the public interest.

e The community derived a net benefit from restrictive provisions in the Architects Act.

e The entry barrier to the profession identified in the review of the Surveyors Act 1978
provided a net benefit to the community.

Overview of progress

The review of the Planning and Environment Act 1987 in 2001 found that, in the main,
Victoria’s planning legislation achieved its objectives in an effective and efficient manner
and that the restrictions identified were in the public interest.

The review of the Architects Act 1991 in 1998-99 found that the community derived a net
benefit from these restrictive provisions, primarily through consumer protection, and
recommended their retention.

The review of the Surveyors Act 1978 in 1997 identified that the entry barrier to the
profession provided a net benefit to the community and recommended its retention, but
recommended the removal of other restrictions such as the removal of barriers to interstate
registration and increasing the number of non-surveyors on the registration board.

Planning and building approvals

The Victorian review of the Planning and Environment Act 1987 and its subordinate
legislation was completed in early 2001. Planning Legislation may restrict competition both
in the market for the use and development of Victorian land, and the markets for the
provision of the range of goods and services, which may be produced or provided using
land. This encompasses most businesses.

The review found that, in the main, Victoria’s planning legislation achieved its objectives in
an effective and efficient manner and that the restrictions identified were in the public
interest. The review made a series of recommendations aimed primarily at improving the
manner in which the Act is administered to ensure that effectiveness and efficiency is
improved and maintained. These recommendations are not just consistent with NCP
principles and objectives, but also consistent with principles of good regulatory design.

The Government is currently considering its response to the review's recommendations.
The maijority of the report's recommendations will be implemented by way of amendments
to planning schemes and administrative arrangements; only very minor legislative
amendments are required, which will be included in the next amendment to the Planning
and Environment Act 1987, anticipated for the Spring 2003 Session of Parliament.
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Architects

The Productivity Commission (PC) completed a national review of legislation regulating
architects. Victoria did not participate in the PC review, having already subjected the
Architects Act and subordinate legislation made under that Act to independent NCP review
in 1998-99. The review undertaken in 1998-99 also addressed Victoria’s Building Act
1993 and its subordinate legislation, in part, to enable consideration of any opportunities to
integrate Victoria’s building and architectural legislation. When the Government has
decided its response, implementation of the joint Architects and Building legislation review
will be undertaken concurrently.

National responses to the NCP reviews have taken place via an Intergovernmental
Working Group sponsored by the NSW Government, and, more recently, a Government
and industry working group initiated by the Australian Procurement and Construction
Ministerial Council. Each of these processes has produced a position statement that is
consistent with the proposed Victorian Government response.

Legislative amendments are planned for the Spring 2003 Session of Parliament, with
related regulation changes to follow.
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Appendix to 5:
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Progress on agreed Second Tranche
Implementation Program

Water allocation and trading framework

Bulk Entitlement Program

Table 4: Bulk Entitlements finalised and granted

Supply Systems Year Finalised
Goulburn 1995
Moorabool 1995
Latrobe 1996
Otway rivers—urban supplies 1997-98
Glenelg region—urban supplies 1997
East Gippsland rivers—urban supplies 1997
South Gippsland rivers—urban supplies 1997
Central Gippsland rivers—urban supplies 1997-98
Werribee 1997
Kiewa/Rubicon (Southern Hydro) 1997
North East region—urban supplies 1995-99
Central Highlands region—urban supplies (part) 1998
Murray 1999
Campaspe 1999-00
Maribyrnong 2000-01
Thomson/Macalister 2001
Barwon 2002
Central Highlands—major urbans 2002
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Table 5 — Bulk Entitlements commenced but not finalised

Supply System Comment

Melbourne Awaiting review of approach to conversion — environmental assessment
complete.

Tarago system Closely tied to Melbourne system and subject to resolution of Melbourne

conversion approach — environmental assessment complete.

Ovens Final stages of negotiation.

Broken Process complete, order being drafted.
Wimmera-Mallee Process commenced late 2000 and continuing.
Grampians urban Part of Wimmera-Mallee process.

Loddon Process commenced 2002 and continuing.

Bulk Entitlement Conversion Process not yet commenced

Birch Creek
Management of unregulated rivers
Streamflow Management Plans (SFMPs)

Criteria for setting priorities for SFMPs

In the context of the work program for the development of SFMPs, the following criteria
were used to set priorities:

¢ level of consumptive use (i.e. ecological impact due to changed flow regimes)

e conservation value

e demand for new licences

o frequency of rosters/restrictions

e history of management problems

e recreational value

e community expectations of the need for a SFMP.
Three year work program
Progress against the agreed second tranche implementation program is set out in table 7.3
below (milestone numbers below are used in the table). The current status of each SFMP

is presented in terms of the key milestones:

e development of background report from collation of existing information on
environmental values, hydrology and water use

e commencement of environmental flow study

316 Department of Treasury and Finance
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e establishment of a steering committee from key water use, environmental and
recreational stakeholders

e development of hydrologic model
e development of draft plan

o release of draft plan for public comment

submission of final plan to Government.
Delays experienced in the preparation of SFMPs are mainly due to:

e the environmental flow methodology requires a reasonable range of flows during
survey periods. The 1998 to 2000 drought resulted in delays of more than a year in
obtaining survey results. A new methodology, currently under development,
reduces the dependence on flow surveys. This will benefit SFMPs yet to be
initiated

e many of these high priority SFMPs are over-allocated. In these cases, more time
needs to be devoted to the consultation process. Providing better environmental
flows would have a significant impact on reliability of supply for existing users, and
therefore, the consequences in terms of farm viability are likely to be extreme. The
approach to dealing with this is to negotiate an interim environmental flow with a
timeframe for meeting the target minimum environmental flow. Negotiating the
interim environmental flow takes a considerable time.

Table 6:Progress on Streamflow Management Plans Program

Second Tranche River

Current status

Revised date of

Estimated Timing (Milestones completion
completion date achieved)
SFMPs completed and under operation
Dec 1999 Merri River (draft plan prepared) All June 2001
Dec 1999 Upper Latrobe River All Dec 1999
Dec 1999 Gellibrand  River (draft plan All June 2001
prepared)
SFMPs commenced but not finalised
Avon/Valencia/ Freestone Creeks 1,2,3,4,5 June 2003
(restarted)
Barwon/Leigh Rivers 1,2 June 2003
Hopkins River 1 June 2003
Mitchell River 1 June 2003
June 2000 Moorabool River 1,2,3,4,5,6 Dec 2003
(operating under
interim rules)
June 2000 Upper Maribyrnong River 1,2,3,4,5 June 2003

Department of Treasury and Finance
2003
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SFMPs commenced but not finalised

Mar 2001
Mar 2001

Kiewa River

Hoddles Creek

Morwell River

Tarra River

Ovens River above Myrtleford
Yea River

King Parrot Creek

Seven Creeks

Nariel Creek

Loddon above Cairn Curran
Diamond Creek

Plenty River

Worri Yallock Creek

Watts River

Stringy Bark Creek

Little Yarra

Pauls Steel and Dixon Creek
Olinda

Upper Wimmera

Avoca River

Mt William Creek

Avon Richardson River

SFMPs not yet commenced

Narracan Creek
Snowy River

Tambo River
Bunyip/Tarago River
Moe River

Albert River
Dandenong Creek
Fitzroy River
Delatite River
Badgers Creek
Wandon Yallock Creek

Source: Department of Sustainability and Environment

1,2,3,4,5,6,7 June 2003
1,2,3,4,5,6 June 2003
1 June 2004
1 June 2004
1,2,3,4,5 Dec 2003
1,2,3,4,5,6,7 June 2003
1,2,3,4,5,6,7 June 2003
1,2 June 2004
1,2 June 2004
1 June 2004
1,2,3,4,5,6 June 2003
1,2,3,4,5 Dec 2003
1,2 June 2004
1,2 June 2004
1,2 June 2004
1,2 June 2004
1,2 June 2004
1,2 June 2004
1,2,3,4,5 June 2004
1,2 June 2004
1,2 June 2004
1,2 June 2004
Rescheduled to
commence in
2003
1,2,3 Under review (part

of Melbourne
Water bulk
entitlement —
Schedule to be
determined).

June 2004
June 2004
June 2004
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Management of stressed rivers

Regional River Health Strategies

Table 7 — Status report Regional River Health Strategies January 2003

Catchment Management

Authority

East Gippsland

Glenelg-Hopkins

North Central

Goulburn-Broken

Port Phillip and

Westernport

Mallee

North East

Corangamite

West Gippsland

Current status

Public draft completed; DSE comments proceeding

Population of data complete and high value river reaches
prioritised.

Population of data complete and high value river reaches
prioritised

85% of data (Triple Bottom Line values) completed.
Prioritisation of high value reaches to commence shortly.

Undertaken jointly with Melbourne Water; 60% of data
populated in the ‘gap’ area.

Data populated (as part of a previous project). Further
work to be progressed in February 2003.

All available data (30% overall) populated; further work is
proceeding to collate balance data.

Work has commenced with 5% data populated.

To start in March 2003.

Wimmera To start in February 2003

Table 8 — Status report of flow rehabilitation plans for priority stressed rivers
January 2003

Thomson and Macalister Rivers Flow Rehabilitation Plans

The Thomson and Macalister flow rehabilitation plans, which are being developed separately, will
be completed by June 2003

Any proposed actions will be formulated and assessed together. Implications for water users in
both catchments as well as in Melbourne will need to be considered because the water supply
system in the Thomson, Macalister and Yarra catchments are integrated. Therefore, alterations to
water management in either river have the potential to affect the security of supply of all water
users.

A Ministerial Taskforce has been established to consider the recommendations of both the
Thomson and Macalister River flow rehabilitation plans in conjunction with the social and
economic implications of changing the current Bulk Entitlement provisions. The Taskforce will
report their recommendations to the Minister towards the end of 2003.

Maribyrnong River Flow Rehabilitation Plan

The flow rehabilitation plan is complete.
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Maribyrnong River Flow Rehabilitation Plan

The Port Phillip and Westernport Catchment Management Authority will assess the report in light
of their Regional Catchment Strategy, which is currently being developed, and their Regional River
Health Plan. Based on this assessment, the Authority will decide whether to apply for funds to
implement the recommended actions.

Lerderderg River Flow Rehabilitation Plan

The flow rehabilitation plan will be completed by March 2003.

The environmental flow assessment is complete and a draft flow rehabilitation plan has been
released for comment.

Badger Creek Flow Rehabilitation Plan

A brief report, identifying the flow issues, the expected solutions and Melbourne Water’'s work
program, has been completed.

A report rather than a flow rehabilitation plan has been prepared because the cause of and the
solution to the flow stress are well understood. The flow stress is caused by extractions to supply
water to Healesville and to provide the recommended flows will unacceptably impact on the town’s
water supply. The solution is to connect Healesville to an alternate water supply (Melbourne). An
upgrade that will achieve this is scheduled for 2010. In the interim Melbourne Water has identified
a range of works to improve the health of Badgers Creek.

Avoca Flow Rehabilitation Plan

The flow rehabilitation plan is due by December 2003.

The Stream Flow Management Plan is under way and the environmental flow assessment
component of the plan is complete. The Lower Avoca Wetland Management study has also
commenced.

Broken Creek Rehabilitation Plan

The flow rehabilitation plan is due by December 2003.

The Bulk Entitlement Conversion is not complete. However the environmental flow assessment
component of the plan is complete and in principle agreement has been given to providing the
recommended flows.

Wimmera Flow Rehabilitation Plan

The flow rehabilitation plan is due by December 2003.

The Wimmera/Glenelg Bulk Entitlement Conversion and the Upper Wimmera Stream Flow
Management Plan are under way. The environmental flow assessment component of the plans is
complete.

The expectation is that the bulk entitlement conversion will be completed in the second half of
2003. This will impact on the ability to develop a flow rehabilitation plan by December 2003.

An additional consideration is the proposal to pipeline the remainder of the Wimmera Mallee
domestic and stock system with a predicted return to the environment of 80,000ml of water. Given
the significance of this project, the flow rehabilitation plan may need reconsideration to ensure that
it is developed in conjunction with the pipeline project.
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Glenelg Flow Rehabilitation Plan

The flow rehabilitation plan is due by December 2003.

The Wimmera/Glenelg Bulk Entitlement Conversion and the environmental flow assessment
component of the plan are complete. The Wannon Stream Flow Management Plan will not
commence until late 2003 or early 2004.

The expectation is that the bulk entitlement conversion will be completed in the second half of
2003. A rehabilitation plan can probably progress without the completion of the Wannon Stream
Flow Management Plan but the delay in completing the bulk entitlement will delay the development
of the rehabilitation plan.

An additional consideration is the proposal to pipeline the remainder of the Wimmera Mallee
domestic and stock system with a predicted return to the environment of 80,000ml of water. Given
the significance of this project, the flow rehabilitation plan may need reconsideration to ensure that
it is developed in conjunction with the pipeline project.

Loddon Flow Rehabilitation Plan

The flow rehabilitation plan is due by December 2004.

The bulk entitlement conversion process is under way and the environmental flow assessment
component of the plan is complete.

Snowy River Rescue Plan

The Snowy River Rescue Plan involves the return of 21% of the flow (212,000 ML) to the river over
10 years. The plan is proceeding to the design phase. Overall there has been a slight delay in the
project due to the prolonged community consultation process.

Source: Department of Sustainability and Environment

Groundwater Management

Groundwater Management Plans

When allocations reach 70 per cent of Permissible Annual Volume (PAV), a mechanism to
establish a Groundwater Supply Protection Area (GSPA) is triggered and a Groundwater
Management Plan developed. A consultative committee comprised mainly of farmers, but
representing all relevant interests, is responsible for developing the management plan. The
management plan must address issues such as metering and monitoring, allocation
arrangements including transferable water entitlements, and costs associated with
implementing the plan.

Progress to date

Progress against the agreed second tranche implementation program and revised targets
and timetables is set out in Tables 7.6 and 7.7.
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Table 9 — Declared Groundwater Supply Protection Areas

Groundwater Declared Consultative Management  Current status Revised
Supply committee plan (Target) targets
Protection
Areas
Completed
Koo Wee Rup @ Long Task In place Completed NA
— Dalmore established = completed
Shepparton Sept 1985 | Task In place Completed NA
Irrigation Area completed
Murrayville Dec 1998 Task In place Completed NA
completed
Neuarpur Feb 1999 Task In place Completed NA
completed
Yangery Feb 1999 Task In place Completed NA
completed
Nullawarre Feb 1999 Task In place Completed NA
completed
Spring Hill Dec 1998 Task In place Completed NA
completed
Underway
Denison Nov 1998 Established Dec 2001 Draft plan April 2003
submitted to
Minister for
approval
Campaspe Dec 1998 Established Dec 2001 Draft plan Mar 2003
Deep Lead submitted to
Minister for
approval
Katunga Dec 1998 Established Dec 2001 Draft plan May 2002
submitted to
Minister for
approval
Sale Apr 1999 Established Dec 2001 Draft plan April 2003
submitted to
Minister for
approval
Wy Yung May 1999 Established Dec 2001 Draft plan Mar 2003
submitted to
Minister for
approval
Deutgam Jan 2000 Established Dec 2002 Draft plan Mar 2003
submitted to
Minister for
approval
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Underway
Warrion Aug 2000 Established Dec 2002 Draft plan Mar 2003
submitted to
Minister for
approval
Telopea Jan 2001 Established Jun 2003 Initial meetings of = NA
Downs Committee held
Condah June 2001 = Established Jun 2003 Initial meetings of = NA
Committee held
Bungaree Apr 2001 Established Jun 2003 Initial meetings of = NA
Committee held
Wandin Apr 2001 Established Jun 2003 Initial meetings of =~ NA
Yallock Committee held
Apsley In progress = To be Jun 2004 Minister’s NA
established declaration sought
Upper Loddon | In progress = To be Jun 2004 Minister’s NA
established declaration sought
Mid Loddon In progress = To be Jun 2004 Minister’s NA
established declaration sought
Yarram In progress = To be Jun 2004 Minister’s NA
established declaration sought

Source: Department of Sustainability and Environment

Table 10: Three-year program for new Groundwater Supply Protection Areas

Groundwater Management Area Current status

Murmungee Data Collection Phase
Nagambie Data Collection Phase
Kinglake New proposal
Wa De Lock New proposal
Lake Mundi New proposal
Rosedale New proposal

Source: Department of Sustainability and Environment
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Abbreviations

ABARE
ABB
ABS
ACCC
AFFA
AFISC
AgVet
AHMAC
AHMC
AIDA
AIEF
ALRM
ALS
AMES
ANZECC
APRA
ARMCANZ
ARPANSA
ARTC
ATC
ATT
AVCPC
AVA
B2B
BAW
BBCRC
BE
BMP
BPB
BRLE
BSA
BSE
CALP

Australian Bureau of Agricultural and Resource Economics
Australian Barley Board

Australian Bureau of Statistics

Australian Competition and Consumer Commission
Department of Agriculture, Fisheries and Forestry Australia
Australian Food Industry Science Centre

Agricultural and Veterinary

Australian Health Ministers Advisory Council

Australian Health Ministers’ Conference

Agricultural Industry Development Act 1990

Australian International Education Foundation

Alpine Resorts Management Boards

Accredited Licensee Scheme

Adult Multicultural Education Services

Australian and New Zealand Environment and Conservation Council
Australian Professional Rodeo Association

Agriculture and Resources Management Council of Australia and New Zealand
Australian Radiation Protection and Nuclear Safety Authority
Australian Rail Track Corporation

Australian Transport Council

Advanced Technical Transfer

Agricultural and Veterinary Chemicals Policy Committee
Agriculture Victoria Services Pty Ltd

Business to Business

Bureau of Animal Welfare

Bookmakers and Bookmarkers’ Clerks Registration Committee
Bulk Entitlements

Basic Meter Profiling

Building Practitioners Board

Bairnsdale Regional Livestock Exchange

Building Services Agency

Bendigo Stock Exchange

Catchment and Land Protection
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CATS Customer Administration and Transfer Systems
CCA Conduct Code Agreement

CCT Compulsory Competitive Tendering

CFA Country Fire Authority

CIE Centre for International Economics

CIS Customer Information Systems

CMAs Catchment Management Authorities

CN Competitive Neutrality

CNU Competitive Neutrality Unit

COAG Council of Australian Governments

CPA Competition Principles Agreement

CPI Consumer Price Index

CRICOS Commonwealth Register of Institutions and Courses for Overseas Students
CSHA Commonwealth/State Housing Agreement
CSOs Community Service Obligations

CUAC Consumer Utilities Advocacy Centre

DAB Domestic Animal Business

DB Distribution Businesses

DE&T Department of Education and Training

DFSV Dairy Food Safety Victoria

DHS Department of Human Services

DIIRD Department of Innovation, Industry and Regional Development
DNRE Department of Natural Resources and Environment
DOl Department of Infrastructure

DOJ Department of Justice

DPC Department of Premier and Cabinet

DPI Department of Primary Industry

DSE Department of Sustainability and Environment
DTF Department of Treasury and Finance

DTLC Don Tatnell Leisure Centre

DvC Department of Victorian Communities

EAGF Estate Agents Guarantee Fund

EMG Energy Markets Group

EPA Environment Protection Authority

EPP Environmental Protection Policies

ESC Essential Services Commission

EWQV Energy and Water Ombudsman Victoria
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FDR
FRC
FSA
GBEs
GMPs
GPAC
GRP
GRV
GSO
GSPA
GST
HPHC
HRV
IDC
ISC
ITQ
IWMP
LDC
LGA
LPLC
LPPF
MAV
MCCA
MCET
MDBC
MFB
MIRN
ML
MMA
MPC
MPV
MRA
MSATS
MSAC
MVCMB
MVWGIDC
NAP

Farm Dams Review

Full Retail Contestability

Food Science Australia

Government Business Enterprises
Groundwater Management Plans
Geelong Performing Acts Centre Trust
Gaming Research Panel

Greyhound Racing Victoria
Government Superannuation Office
Groundwater Supply Protection Area
Goods and Services Tax

Hastings Port Holdings Corporation
Harness Racing Victoria

Industry Development Council

Index of Stream Condition

Individual Transferable Quota

Industrial Waste Management Policies
Livestock Disease Control

Local Government Area

Legal Practice Liability Committee
Local Planning Policy Framework
Municipal Association of Victoria
Ministerial Council on Consumer Affairs
Melbourne Convention and Exhibition Trust
Murray Darling Basin Commission
Metropolitan Fire Brigade

Meter Identification Registration Number
Megalitres

Melbourne Market Authority

Melbourne Port Corporation

Minerals Petroleum Victoria

Mutual Recognition Agreement

Market Settlement and Transfer System
Melbourne Sports and Aquatic Centre
Murray Valley Citrus Marketing Board
Murray Valley Wine Grape Industry Development Committee

National Action Plan
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NCC National Competition Council

NCP National Competition Policy

NEC National Electricity Code

NECA National Electricity Code Administrator

NEM National Electricity Market

NEMMCO National Electricity Market Management Company
NHT National Heritage Trust

NMU Non-Metropolitan Urban

NRA National Registration Authority

NRMC Natural Resource Management Council

NRS National Registration System

NTR Network Tariff Rebate

NWQMS National Water Quality Management Strategy
NVFTIDC Northern Victorian Fresh Tomato Industry Development Committee
NVWE Northern Victorian Water Exchange

OFOF Our Forests Our Future

ORG Office of the Regulator-General

ORR Office of Regulation Review

PAV Permissible Annual Volume

PBS Pharmaceutical Benefits Scheme

PBT Public Benefit Test

PC Productivity Commission

PINP Phillip Island Nature Park

PPS Profile Preparation Services

PSAB Pathology Services Accreditation Board
PSLA Petroleum (Submerged Lands) Act

PTC Public Transport Corporation

QMS Quota Management System

RACV Royal Automobile Club of Victoria

RCSs Regional Catchment Strategies

RIS Regulatory Impact Statement

RMPs Regional Management Plans

RMW River Murray Water

RRPs River Restoration Plans

RSBANZ Reciprocal Surveys Boards of Australia and New Zealand
RWAs Rural Water Authorities

RWMG Regional Waste Management Groups
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SCARM
SEAV
SEPP
SFMPs
SGVP
SPP
SPPF
SRSs
SSSA
TERs
TAC
TAFE
TAP
TCF

TJ
TPA
UMP
URLC
VBINC
VCA
VCAT
VCGA
VDIA
VEETAC
VENCorp
VET
VGCF
VGRRC
VGSO
VICSES
Vic Track
VMA
VMC
VML
VPA
VPC
VRHS

Standing Committee on Agriculture and Resource Management/Agriculture
Sustainable Energy Authority Victoria

State Environment Protection Policy
Streamflow Management Plans

State Government Vehicle Pool
Special Power Payment

State Planning Policy Framework
Supportive Residential Services

Spencer Street Station Authority

Tax Equivalent Regimes

Transport Accident Commission
Technical and Further Education
Technical Audit Panel

Travel Compensation Fund

Terajoule

Trade Practices Act 1974 (Commonwealth)
United Medical Protection Limited

Urban Regional and Land Corporation
Victorian Broiler Industry Negotiation Committee
Victorian Channels Authority

Victorian Civil and Administrative Tribunal
Victorian Casino and Gaming Authority
Victorian Dairy Industry Authority
Vocational Education, Employment and Training Committee
Victorian Energy Network Corporation
Vocational Education and Training
Victorian Gas Contestability Forum
Victorian Gas Retail Rules Committee
Victorian Government Solicitor’s Office
Victorian State Emergency Services
Victorian Rail Track Corporation

Victorian Meat Authority

Victorian Medical Consortium Pty Ltd
Victorian Fleet Management and Leasing
Veterinary Practices Act

Victorian Plantations Corporation

Victorian River Health Strategy
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VSIDC Victorian Strawberry Industry Development Committee
Vic Track Victorian Rail Track Corporation

VWIA Victorian Water Industry Association

VWA Victorian WorkCover Authority

WACC Weighted Average Cost of Capital

WSAA Water Services Association of Australia

WSC Water Services Committees

WTO World Trade Organisation

ZPGB Zoological Parks and Gardens Board
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