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Opportunity for further comment

The Commission thanks all participants for their contributions to the inquiry and now seeks
additional input for the final report.

You are invited to examine this draft report and comment on it by making a written
submission by Wednesday 24 March 2021. Further information on how to provide a
submission is included on the inquiry website: www.pc.gov.au/inquiries/current/water-
reform-2020/make-submission#lodge.

The final report will be prepared after further submissions have been received, and will be
submitted to the Australian Government by the end of June 2021.

Public hearing dates and details

In response to COVID-19, the Commission is holding hearings remotely using a video and
teleconference service. Please contact us if you are unable to participate remotely; there will
be limited availability for an in-person appearance in Melbourne or Canberra.

Dates How to register

Monday 29 March 2021 Please visit the inquiry website to register your
Tuesday 30 March 2021 interest in participating in a hearing:
Wednesday 31 March 2021 WWW.pc.gov.au/water-hearings

Please note, public hearings are subject to interest and the number of dates may increase or
decrease as a result. Check the link above for the latest information. Alternatively, call
Marianna Olding on 03 9653 2194,

Commissioners

For the purposes of this inquiry and draft report, in accordance with section 40 of the
Productivity Commission Act 1998 the powers of the Productivity Commission have been
exercised by:

Jane Doolan Commissioner

Drew Collins Associate Commissioner
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Executive summary

Water is critical to the wellbeing of Australian communities, the economy and the
environment. But our highly variable rainfall patterns, coupled with frequent droughts and
floods, make it a challenging resource to manage. Since the mid-1990s, governments have
implemented a program of national water reform, with the most recent agreement — the
National Water Initiative (NWI) — signed in 2004.

In May 2019, in response to the Productivity Commission’s 2017 inquiry on national water
reform, the Australian Government agreed to renew the NWI and, in partnership with State
and Territory Governments, has commenced the process of policy renewal.

This inquiry responds to the Australian Government’s request for the Commission to
undertake its second triennial assessment of jurisdictions’ progress towards achieving the
objectives and outcomes of the NWI, and to provide practical advice on future national water
reform directions. Both the assessment and the Commission’s advice — aimed at providing
detailed input for consideration in the policy renewal process — are summarised in this report.!

Jurisdictions have made good progress against the reform agenda

The NWI1 is now seventeen years old and most jurisdictions have largely achieved their 2004
NWI commitments. All, except Western Australia and the Northern Territory, have enacted
legislation to create secure, NWI-consistent water access entitlements for consumptive uses.
Water planning arrangements have been established for all areas of intensive water use, and
environmental sustainability has been supported by formal provisions of water for the
environment. Water markets have been created, allowing water to be traded to higher-value
uses. And water accounting is generally providing practical, credible and reliable
information, however most States and Territories are still in the process of implementing
non-urban metering policies.

Moreover, drinking water quality generally meets existing guidelines. But issues remain,
particularly in some regional and remote communities and especially during drought. And
economic regulation and urban service providers’ pricing processes generally meet NWI
requirements, but Queensland, Western Australia and the Northern Territory do not have
adequate independent economic regulation in place.

1 The full assessment report and more extensive supporting papers that underlie the report’s chapters are
available at www.pc.gov.au/inquiries/current/water-reform-2020.
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Finally, all jurisdictions have sought to improve the scale and quality of their engagement
with communities and Aboriginal and Torres Strait Islander people. That said, concerns have
been expressed about the adequacy and effectiveness of some engagement efforts,
particularly within the NSW part of the Murray—Darling Basin (MDB).

National water reforms have contributed to material benefits ...
... through improvements in water resource management

Adoption of NWI-consistent water planning and entitlement frameworks has created the
foundations for efficient and sustainable resource management. Water planning has
established transparent processes for deciding how the water in a system is shared between
consumptive users (people and businesses) and the environment. Creation of water
entitlements, separate from land, has provided clear and secure long-term property rights for
both consumptive users and the environment. And together, these developments have
provided the essential prerequisites for water markets and trading, and have established
pathways to a more sustainable balance between consumptive and environmental use.

Material benefits have flowed from these reforms — lower average use by households, more
efficient use by industry, more water for the environment and better adaptation to uncertainty.

Water entitlements have become a valuable asset — estimates put their value in the southern
MDB at more than $26 billion. This value, coupled with their legal backing and the
development of water markets, means entitlements can now be used as collateral for loans.

Water trading has become a sizeable economic activity. In 2018-19, turnover was estimated
at $5.2 billion. Studies of the economic benefits of this activity, although dated, point to
substantial value. For example, regional GDP in the southern MDB was estimated to be
$4.3 billion higher over the 5 years to 2010-11 than it would have been without trading.

Water trading and markets have created a valuable business management tool for irrigators,
enabling more certainty in decision making, providing flexibility in dealing with changing
market conditions and opening up new opportunities. Trade has seen water move to higher
value uses and price signals have encouraged on-farm efficiency, freeing up water for other
uses. These benefits have been particularly apparent during drought. Irrigators with flexible
demands (such as rice and cotton growers) have been able to sell water to those with
inflexible demands (such as horticulturalists with perennial crops). And entitlements holders
have been able to sell water allocations to manage debt and realise income. Trading has
allowed Australia’s gross value of irrigated agricultural production to increase in most years
over the past decade despite considerable variation in water use between wet and dry years.

Benefits are starting to be seen from water provisions for the environment including:
improved native vegetation and wetland condition; protection of rare and threatened
biodiversity such as in groundwater-dependent ecosystems; and the migration and breeding
of native fish, frogs and waterbirds. Creation of refuges has been particularly important in
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maintaining breeding grounds during drought, supporting ecosystem resilience until rain
returned. Provisions have also helped to avoid even more widespread environmental
degradation that would have otherwise occurred during the severe drought and bushfires of
recent years.

Environmental water provision can also deliver a range of other public benefits including
cultural outcomes for Aboriginal and Torres Strait Islander people, and economic and social
outcomes for recreational and commercial fishers and the tourism industry. And, although
difficult to quantify, healthy rivers, lakes and wetlands provide pleasure for those who use
or view them.

... and through improvements in water service delivery

Reforms to institutional arrangements have brought significant benefits to water users and
the broader community.

Widespread adoption of cost-reflective and consumption-based pricing in the urban water
sector (along with restrictions and awareness campaigns during drought) have contributed
to changes in water users’ behaviour, supporting more efficient water use, better signalling
of investment needs and a more financially sustainable sector. Household water use, for
example, has fallen over the past two decades from an national annual average of
280 kilolitres in 2000 to about 190 kilolitres in 2019, while the average size of households
has not changed. And most service providers now generate enough revenue from user
charges for long-term financially sustainable operations without government subsidies,
removing a burden on taxpayers.

Institutional separation of policy making, service delivery and regulation has improved
accountability and transparency. Corporatisation of utilities has encouraged commercial
behaviour, promoting efficient investment and lower prices for the benefit of water users.
Independent economic regulation has supported more rigorous scrutiny of utilities’
operational and investment decisions and reduced the risk of political interference in price
setting and infrastructure investment processes. Benchmarking and reporting of urban water
pricing and service outcomes enable customers to compare their provider with
others — promoting questioning that can prompt improved outcomes.

Reform efforts have also led to improvements in water quality in many parts of the country.

For the irrigation sector, pricing, economic regulation and local ownership or management
(especially by irrigators) of rural water service providers have improved the accountability,
productivity, efficiency and responsiveness of these businesses to the needs of their clients.
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But there is a compelling case for continued reform

Overall, the NWI has served Australia well, and reforms have been widely supported by the
water sector, industry and stakeholders. But for reform to continue to be effective it needs to
be adaptive — reflecting lessons learnt from experience, evolving as the broader policy
context changes and proactively dealing with anticipated challenges.

Seventeen years of NWI implementation has provided a wealth of experience and knowledge.

Extensive and often contentious reform in the MDB offers insights into both best practice
and areas where doing things differently could allay community concerns and mistrust.
Instances of non-compliance with water licence conditions and concerns about the
transparency of water management decisions in the MDB have undermined public
confidence in how Australia’s water resources are being managed.

Water managers have also had to deal with extreme and prolonged droughts. Australia
experienced the worst years of the Millennium Drought after the NWI was signed in 2004,
followed by large-scale flooding in several areas. Drought conditions re-emerged across
southern Australia from mid-2017. By the end of 2019, many communities were living with
record-breaking dry conditions. Agricultural production and incomes in affected regions fell.
There were devastating environmental consequences including a number of fish death
events, most notably in the Lower Darling River. Drought also forced towns and major cities
to introduce water restrictions, with some regional areas having to cart in water as potable
sources dried up. Additionally, there were record highs in fire danger weather.

Severe droughts and extreme water shortages fit with the signs of a changing climate —
higher temperatures, more extreme events, changing rainfall patterns and reduced water
availability. Long-term reductions in average rainfall have led to declining streamflows
across many parts of southern Australia. Average inflows to Perth dams over the past decade
were 75 per cent below the level of much of the 1900s. And records of River Murray inflows
stretching back 125 years show median annual inflows over the past 20 years have been
about half the level of the preceding century, with drier years much more frequent.

Changing expectations of Australian communities are adding further pressure. Urban water
users’ expectations of water service providers have extended beyond clean, reliable and
affordable water and wastewater services to the role of water in creating urban amenity.
Understanding of and support for Aboriginal and Torres Strait Islander people’s aspirations
for greater access to, and control over, water resources has grown. The importance of water
to Aboriginal and Torres Strait Islander people has been recognised and commitments made
in the 2020 National Agreement on Closing the Gap and the United Nations Declaration on
the Rights of Indigenous Peoples.

Looking to the future, water resource management and service provision will have to
respond to these changing demands within the context of a growing population and the
effects of climate change. Capital city populations are projected to increase by 11 million
people by 2050. And climate projections point to hotter, drier and more extreme weather
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— particularly in southern Australia. This will likely mean material reductions in water
availability for most of the country and an increase in the frequency and severity of
droughts and floods across the nation. And it will accelerate change in irrigated agricultural
production. The droughts and water scarcity experienced during the past 20 years are likely
to be a harbinger of things to come.

The reality is that Australians will need to become even more adept at dealing with drought,
and communities, industries and the environment will have to adapt to lower water
availability and more uncertainty. This will be a dominating factor for water management in
the future — water managers will need to be forward-looking, adaptive and agile in how
they manage water resources to meet the community’s changing needs.

These lessons, changes and challenges provide a compelling case for continuing reform
effort. Australia’s reform record provides confidence that governments, working together,
can provide a forward-looking water policy framework to assist communities, industries and
the environment to meet these challenges. And NWI, renewed and refocused, could form the
basis for this effort.

Draft reform advice on NWI renewal

Much of the intent and framework of the current NWI remains relevant and should be
retained. With some new content, reframing in some areas and refocusing overall to deal
with future challenges, an agreement fit for the next 10 to 15 years could be created. This
report provides detailed, practical advice on:

« modernisation of the goal, overarching principles, objectives and elements of the NWI
« governance arrangements for a renewed agreement

« for each of the proposed policy elements, the major issues to be considered, lessons
learnt, best practice and potential policy directions.

Suggestions to modernise the agreement

The overarching goal for the NWI remains sound. The parties agreed to implement reforms:

... in recognition of the continuing national imperative to increase the productivity and efficiency
of Australia’s water use, the need to service rural and urban communities, and to ensure the health
of river and groundwater systems by establishing clear pathways to return all systems to
environmentally sustainable levels of extraction. (paragraph 5)

But, reflecting changes in the reform context, the renewed NWI should also reference the
need to adapt to a changing climate and recognise the importance of water in the lives of
Aboriginal and Torres Strait Islander people.

Experiences over the past 17 years suggest six overarching reform principles should be
embedded in all policy areas: strong capacity to deal with droughts, floods and shocks and
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to adapt to a changing climate; fit-for-purpose management and regulation; use of the best
available information in decision making; innovation and adaptive management; effective
community engagement; and information provision that enables that engagement.

The current NWI has a strong focus on water resource management. But reform in aspects
of water service provision (water supply, wastewater and stormwater services) will be
equally important to successfully navigating the challenges ahead. A renewed NWI1 should
reflect the importance of both sustainable water resource management and effective,
equitable and efficient water service provision — a more detailed set of objectives covering
both spheres of policy focus is proposed (figure 1).

Figure 1 Summary view of suggested new NWI objectivesap

Influence for Traditional Owners

@ Yvellow colouring represents new objectives. b The Commission’s advice includes additional detail for most
of the current NWI water resource management objectives.

All eight elements of the current NWI remain highly relevant and should be retained (box 1).

Significant enhancements should be made to both the water accounting element, to build
trust and confidence in water management (or system integrity); and the environmental
management element, to reflect the need for more adaptive management that is integrated
with waterway and catchment management, and to be responsive to a drying and more
variable climate. And much more comprehensive treatment of urban water service provision
Is warranted.

Two new elements are proposed — one to recognise the interests of Aboriginal and Torres
Strait Islander people in water resource management, the other to add a framework for major
water infrastructure developments.
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Box 1 Proposed elements of a renewed agreement

The overall goal and objectives of a renewed NWI should be delivered through the
following elements:

Water resource management

Water access entitlement and planning frameworks

Water trading and markets

Environmental management&

Aboriginal and Torres Strait Islander people’s interests in waterP

o bk w0 DbdPRE

System integrity@

Water services provision

6. Pricing and institutional arrangements

7. Urban water services

8. New infrastructure developmentP
Supporting arrangements

9. Community engagement, and adjustment

10. Knowledge, capacity and capability building
a significantly enhanced element. b New element.

Effective governance arrangements for a renewed NWI

The governance arrangements established for the NWI were key to progress in the early
years of the agreement, but have been significantly eroded over recent years. The relevant
Ministerial Council has been disbanded, the National Water Commission has been closed
and states no longer prepare rolling implementation plans. A strengthened architecture that:
emphasises the importance of government leadership on, and commitment to, national water
policy; builds confidence in reform effort; and supports interjurisdictional cooperation needs
to be included in a renewed NWI. This should include:

water ministers convening periodically to oversee development of a renewed NWI and
to consider and act upon advice that comes out of periodic reviews

the preparation of three-year rolling implementation programs by jurisdictions describing
how they aim to achieve the outcomes set out in the renewed agreement

independent triennial assessments and reporting on the adequacy of and progress against
these work programs, as well as the effectiveness of the broader agreement

a comprehensive independent policy review of the agreement every 10 years

on-going supervision of the agreement by the multi-jurisdictional National Water Reform
Committee including joint work on issues of collective interest.
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Detailed guidance for each policy element

The following discussion outlines the Commission’s advice on major policy directions for
each of the proposed elements of a renewed NWI. A compilation of the detailed advice is
available in a companion document, and summaries of draft findings and recommendations
and information requests, and NWI renewal advice are presented in tables1 and 2,
respectively, at the end of this executive summary.

Water entitlements and planning

The fundamental components of the NWI framework are largely in place. However, water
entitlement frameworks need to consider all key water uses, including mineral and petroleum
industries and interception activities (for example, farm dams and bores, floodplain
harvesting and plantation forestry), and all water sources, including alternatives such as
stormwater and recycled water.

Water planning processes need to be upgraded to best practice. And they need to have a
strong focus on dealing with climate change. This should include provisions in water plans
to deal with water scarcity arising from drought, incorporating priorities for water sharing
and actions relating to meeting critical human and environmental needs. In relatively
undeveloped and developing water systems, there is an opportunity to set consumptive and
environmental shares in ways that manage the risk of future resource reductions. And in
highly developed systems, triggers could be identified that indicate when there is a
demonstrable need to rebalance environmental and consumptive uses.

Water trading and markets

Water trading and markets will become increasingly important in enabling entitlement
holders to adapt to seasonal variability and climate change. The addition of principles that
support best-practice governance, regulatory, operational and informational arrangements
through NWI renewal would build on the 30 years of trading experience in the MDB,
providing stronger foundations for developing markets elsewhere in Australia.

Environmental management

The NWI continued a reform agenda focused on establishing the environment as a legitimate
water user, providing statutory environmental water provisions and improving the balance
in overallocated systems. Although further work on rebalancing overallocated systems is
required, significant progress has been achieved. The next phase of reform should provide
the policy principles and institutional arrangements to make the best use of environmental
water to achieve agreed (and where possible, better) environmental outcomes. This includes
clearly specifying environmental objectives and outcomes; ensuring adequate low-flow
provisions; integrating environmental water management with waterway and catchment
management; identifying institutional responsibility for waterway management; creating
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adaptive monitoring programs; and developing clear processes to adapt environmental
management objectives as changes in climate necessitate.

Securing Aboriginal and Torres Strait Islander people’s interests in water

Jurisdictions have been slow in implementing their NWI commitments. And, as noted above,
there have been significant changes in the policy context for Aboriginal and Torres Strait
Islander people’s aspirations for access to water since 2004. A new NWI element should be
developed by the recently formed Committee on Aboriginal Water Interests. To give issues
associated with Aboriginal and Torres Strait Islander people’s interests in water the status in
policy making implied by the National Agreement on Closing the Gap, the committee should
report directly to water ministers overseeing the development of the renewed NWI. The new
element should include advice on water management measures to achieve cultural and
economic outcomes for Aboriginal and Torres Strait Islander people and the inland waters
and service delivery targets in the 2020 National Agreement on Closing the Gap. The
Commission has provided some views on these issues for consideration by the committee.

Ensuring the integrity of water resource management

Recent experience in the MDB has shown the importance of developing and maintaining
community trust in water management. This requires more than water accounting. The
current element of the NWI needs to be broadened to support the provision of credible and
reliable information and institutional processes. It should provide assurance that:

« entitlement holders are operating in line with their rights and water use is consistent with
established rights and water plans — this requires metering and measuring of water take,
reporting through fit-for-purpose water registers, and effective compliance and
enforcement systems

« Wwater systems are being managed to best effect for all users, including the provision of
credible and accessible information and transparency of operations.

Urban water services

Urban water reform was the focus of an earlier COAG agreement, with the NWI maintaining
but not greatly advancing those reforms. The joint pressures of climate change and
population growth mean this needs to change. There needs to be greater focus on the
provision of safe and reliable drinking water across the country. A renewed NW!I could also
establish a standard for best-practice urban water system planning, including adoption of
integrated management of water supply, wastewater and stormwater. This would provide for
community-driven objectives for water security, service standards, urban amenity and the
environment. There also needs to be clear roles and responsibilities for decision making, and
processes and incentives to facilitate collaboration between water utilities, governments,
regulators, developers and land planners in planning. Small utilities can face unique
challenges — specific guidelines for system and contingency planning are needed for them.
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Best-practice pricing and institutional arrangements

Many of the relevant principles in the NWI remain sound — particularly, cost-reflective
pricing and institutional separation. However, there is scope to expand their coverage to
guide best-practice outcomes. Greater commitment to independent economic regulation
(including national principles) is needed, along with enhancements to pricing principles
(including stormwater management, developer charges and the role of community service
obligations) and recommitment to monitoring, reporting and benchmarking. For small
utilities, guidance could be provided to improve governance and government support (in the
form of community service obligation payments).

New infrastructure development

Under the NWI, new and refurbished water infrastructure needs to be both economically
viable and ecologically sustainable, with costs recovered from users in most cases. This
principle should be retained, and the Commission has provided advice on criteria to assess
compliance with these requirements. Feedback is sought on whether a third headline
requirement — that planning processes for new infrastructure are culturally responsive —
should be added to reflect requirements for deep consultation with Traditional Owners and
protection of cultural assets.

From time to time, governments will seek to invest in water infrastructure to meet broader
strategic objectives. When this occurs, good project selection is critical to ensure that these
investments: are the best means of achieving those broader objectives; provide value for
taxpayer funds; and avoid liabilities for future water users. Criteria are proposed for inclusion
in the renewed NWI to achieve these outcomes. The remit of current national water
investment programs should be broadened to allow funding for all major projects where there
is a public good rationale for government involvement, such as on equity grounds in
high-cost regional town water supply. Finally, consideration should also be given to
reserving a share of entitlements from new infrastructure for Traditional Owners.

Community engagement and adjustment

Effective, thorough and well-informed community engagement is needed to support reform
in all aspects of water resource management and water services provision. This is recognised
in the current NWI. However, adaptation to a likely drier and more variable water future will
require difficult decisions by governments, communities and individual entitlement holders.
Given this, the commitment to community engagement should be enhanced in a renewed
agreement with additional guidance on effective processes and quality. Commitment to the
regular provision of accessible and comprehensible water information is also needed.

Clarity will be required on who bears the risk of climate change. The current NWI states that
entitlement holders bear the risks of changes to the quantity or reliability of water allocations
as a result of seasonal or long-term changes in climate and natural events such as bushfire
and drought. This principle should be retained to provide certainty.
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Inclusion of guiding principles in a renewed NWI would clarify how governments can best
respond to any significant adjustment pressures faced by rural communities as a result of
reform-induced reductions in water availability. These should point first to the generally
available measures that target the welfare and skills of individuals, and to regional
development planning to leverage community-level capabilities and competitive advantages.
These are usually the best responses to adjustment pressures. Where specific assistance is
warranted, governments should support change by focusing any direct assistance on building
adaptive capacity in affected communities and securing employment or business
opportunities for the most vulnerable individuals.

Knowledge, capacity and capability building

Knowledge generation has been integral to water reform achievements under the NW1, and
will underpin the success of future water reform efforts. It provides a foundation for
evidence-based decision making, innovation and continuous improvement in water
management and service provision. The relevant principle should be recommitted to in a
renewed NWI, with processes to: enable efficient government investment in relevant public
good research; set research priorities and coordinate outcomes; and ensure that water utilities
are able to invest in knowledge generation and application to support improved practices.
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Table 1 Draft findings and recommendations, and information requests
Brackets present the numbers used to denote each item in the report

Findings

e Governance arrangements established for the National Water Initiative have been significantly eroded
over recent years. A strengthened governance architecture that reflects the presence of national water
policy leadership and ensures confidence in reform effort, needs to be included in a renewed
agreement. (4.1)

e The Murray—Darling Basin demonstrates that, in highly developed systems, water trade monitoring
ought to be integrated into system level resource management. By taking a broader and longer term
system level view of water trade and operational risk within the water resource management context,
jurisdictions can more proactively anticipate and identify emerging issues and be advised on regulatory
responses where warranted. (7.1)

e Much more needs to be done to include Traditional Owners’ interests in water in jurisdictional planning
and the management of water. Slow progress against commitments made in the 2004 National Water
Initiative, coupled with the contemporary context including the National Agreement on Closing the Gap
and wide support for action, warrants inclusion of both a dedicated objective and new element in a
renewed National Water Initiative. (9.1)

e The National Performance Report is not fit for purpose in benchmarking service quality, as envisioned
under the National Water Initiative (NWI), nor is it adequate to assess progress against NWI
commitments. The only measure for cost recovery, the economic real rate of return, is inconsistent with
the NWI and the NWI Pricing Principles. The current review of the National Performance Report
indicators is well placed to address these inadequacies. (11.1)

Recommendations

e Water ministers should meet periodically to oversee development of a renewed NWI and to receive,
consider and act upon advice that comes out of any periodic review of the new agreement. (4.1)

o Natural resource management programs should give priority to the key environmental assets identified
in water planning processes, provide funding and undertake the required works to protect those assets.
During periods of water scarcity, natural resource management should focus on the protection of
reserves and refuges and making sure that their regenerative capacity is protected. (8.1)

¢ State and Territory Governments, through the National Performance Report, should require urban
water service providers to report a financial return metric consistent with the National Water Initiative
Pricing Principles, alongside the existing economic real rate of return metric. This should include: an
income measure that excludes developer charges and contributed assets; an asset base measure
determined by a methodology consistent with the National Water Initiative Pricing Principles. (11.1)

¢ Australian Government investment in major water infrastructure should neither prioritise a particular
sector or class of water user, nor be limited to providing water for primary industry. The National Water
Grid Authority should broaden its Investment Policy Framework to allow funding for all projects where
government involvement may be warranted, including supporting access to essential town water
supplies. (13.1)

Information requests

e The Commission seeks feedback on suitable triggers for rebalancing environmental and consumptive
shares in the context of climate change. What are the advantages and disadvantages of the different
approaches? How could continuous adjustment be implemented in practice? Are there any other
potential triggers that could be used? (6.1)

e How could a refreshed National Water Initiative ensure that major water infrastructure investments
most effectively promote the aspirations of Traditional Owners and protect Aboriginal and Torres Strait
Islander people’s heritage and cultural values? Should the principle guiding new infrastructure be
amended to ensure that planning processes for developments are culturally responsive (in addition to
those developments being environmentally sustainable and economically viable)? (13.1)
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Table 2 Draft NWI renewal advice: high-level summary by area
Brackets present the numbers of the boxes containing the detailed advice?

A refreshed intent

e Modernise the NWI goal by including references to climate change and Traditional Owners. (3.1)

¢ Increase emphasis on water service provision, provide more detail for water resource management
and refer to cultural outcomes in NWI objectives. (3.2, 3.3)

e Embed six overarching principles in all policy areas. (3.4)

¢ Develop new elements covering Aboriginal and Torres Strait Islander people’s interests in water and
new infrastructure development. Significantly enhance the environmental management and water
accounting (system integrity) elements. (3.5)

e Update the paragraph covering interactions with other key initiatives. (3.6)

Governance of the agreement

e Water ministers should convene periodically to oversee development of a renewed NWI.

e The renewed NWI should link desired outcomes to objectives and limit prescriptive actions, instead
setting out principles for best-practice, fit-for-purpose approaches.

Jurisdictions should prepare 3-year rolling work programs, with progress independently assessed on a
triennial basis.

There should be a comprehensive policy review every 10 years.
The National Water Reform Committee should provide on-going oversight of the agreement. (4.1)

Water entitlements and planning

¢ Remove exemptions for mineral and petroleum industries; establish a process to determine whether
alternative water sources can be incorporated into water access entitlement frameworks; and recommit
to a risk-based approach to managing significant interception activities. (6.1)

e Enhance water planning provisions to better reflect current best practice and include processes to
better account for climate change, including risk allocation. (6.2)

Trading and markets
¢ Emphasise that the purpose of water trading and markets is as a tool within a water resource
management framework to increase efficiency, manage scarcity and be fit-for-purpose. (7.1)

¢ Reshape principles covering governance, regulatory and operational arrangements for water trading
and markets to provide leading practice foundations for developing markets. (7.2)

¢ Develop information to support efficient water markets. (7.3)

Environmental management

e Adopt best-practice development of environmental objectives and agreed environmental outcomes. (8.1)
¢ Integrate management of environmental water and complementary natural resource management. (8.2)

e Where not in place, establish a formal institutional oversight responsibility for wetland and waterway
management. (8.3)

e Establish clear processes for reviewing progress on environmental outcomes. (8.4)

e Embed criteria for prioritising environmental watering, and objectives for environmental watering under
different climate scenarios. (8.5)

e Ensure environmental water holders’ trade strategies are in place and transparent. (8.6)

e Environmental water holders should pursue innovative market approaches. (8.7)

¢ Enable environmental water holders to vary their entittement portfolio over time. (8.8)

¢ Actively pursue public benefit outcomes where they do not compromise environmental outcomes. (8.9)
¢ Independently audit the adequacy and use of environmental water entitlements every three years. (8.10)
¢ Obligate system managers to use their best endeavours to achieve agreed outcomes. (8.11)

e Commit to adaptive management. (8.12)

(continued next page)
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Table 2 (continued)

Aboriginal and Torres Strait Islander people’s interests in water

¢ Co-design a new NWI element dedicated to Aboriginal and Torres Strait Islander people’s interests in
water and involvement in water management. (9.1)

e Improve cultural outcomes using existing frameworks. (9.2)

e Improve access to water for economic development. (9.3)

System integrity

¢ Build system integrity through a renewed element. (10.1)

e Ensure system integrity through metering and measurement, registers and effective compliance and
enforcement systems. (10.2)

¢ Ensure the integrity of water system management via effective information provision. (10.3)
¢ Ensure information on the broader water context aligns with users’ needs. (10.4)

Pricing and institutional arrangements

¢ Improve pricing and service outcomes through guiding frameworks on the use of economic oversight. (11.3)
¢ Maintain the core principle of cost-reflective pricing and update the NWI Pricing Principles. (11.4)

Urban water services

e Update the National Water Urban Planning Principles and embed them in the NWI. (11.1)
e Include principles for best-practice economic regulation. (11.2)
¢ Subject all urban water service providers to monitoring and reporting. (11.5)

e Commit to ensuring access to at least a basic level of safe and reliable drinking water for all
Australians. (11.6)

¢ Include principles for governance of regional and remote water services where local governments
retain ownership of utilities. (11.7)

¢ Monitor and report on water quality and service outcomes in remote Aboriginal and Torres Strait
Islander communities. (11.8)

New infrastructure development

¢ Develop an element to guide investment in water infrastructure. (13.1)

e Agree to criteria to demonstrate project adherence to the NWI requirements for infrastructure. (13.2)

« Clarify institutional roles and responsibilities underpinning the framework for government investment. (13.3)
Community engagement, and adjustment

e Include guiding principles clarifying how governments can respond to any significant community
adjustment pressures resulting from policy-induced reductions in water availability. (12.1)

e Recommit to best-practice, cost-effective engagement with communities on all water matters. (14.1)

Knowledge, capacity and capability building

e Commit to a culture of evidence-based decision making, innovation and continuous improvement to
underpin successful implementation. (15.1)

& This table is a very high-level summary of the detailed policy advice presented in the report.
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1  About the inquiry

In May 2020, the Australian Government requested that the Productivity Commission
undertake its second triennial assessment of jurisdictions’ progress towards achieving the
objectives and outcomes of the National Water Initiative (NWI), and provide practical advice
on future national water reform directions.! This report summarises the assessment and the
Commission’s advice.

1.1 Context for the inquiry

Water presents significant policy challenges

Water is a particularly precious and challenging resource. Much of the Australian continent
is very dry. Rainfall patterns tend to be highly variable. Recurrent and prolonged droughts
and large floods are the norm. And in some catchments, water is heavily used (figure 1.1).

Water has to be stored, distributed as needed and carefully managed. Water infrastructure
has been essential to meeting the needs of growing urban populations and expanding
agricultural output, and water in landscapes is integral to the health of people and the
environment (box 1.1).

Figure 1.1  Water is a challenging resource for Australia
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Source: Prosser (2011).

1 The terms of reference are presented in appendix A.
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Box 1.1 Key facts about the water sector

In 2018-19, there were 39 124 GL of entitlements on issue. Entitlements govern the amount
of water available for use (including agricultural, industrial, urban and environmental uses)
(BOM 2020a, p. 14).

In 2018-19, 20 per cent of total water abstractions was supplied for urban use and 70 per cent
was supplied for agricultural and 10 per cent industrial uses (BOM 2020e).

Expenditure on services provided by the water sector was about $10.1 billion in 2018-19.
About 60 per cent of this expenditure was by households, and about 30 per cent by industry
and agriculture (ABS 2020c).

Urban water services

The urban water sector provides Australian cities and towns with potable (drinking quality)
water, wastewater services and stormwater management.

In 2018-19, the median typical residential water supply and sewerage bill was $1460, with
residential properties being supplied an average of 192 kilolitres of water (BOM 2020d,
pp. 27, 32).

The urban water sector is capital intensive — investment in water and wastewater assets was
$4.3 billion in 2018-19 (BOM 2020d, p. 37).

Water services for agriculture

Expenditure on rural distribution services was over $719 million in 2018-19 (ABS 2020c).

These services contributed to irrigated agriculture production worth $16.4 billion in 2018-19
(ABS 2020c), comprising 27 per cent of total agricultural production (based on ABS (2020a)).

In 2018-19, the value of entitlements on issue in the southern Murray—Darling Basin was at
least $26 billion (Aither 2020).

Water for the environment

Governments have provided water for the environment through water plans (‘planned
environmental water’) and have also acquired entitlements that are managed for
environmental benefit (‘held environmental water’).

In the Murray—Darling Basin, the total volume of held environmental water entitlements (of
varying reliabilities) in 2018-19 was 4635 GL, or 23 per cent of all entittlements on issue
(BOM 2020b; MDBA 2020b, pp. 128, 135).

The Commonwealth environmental water holdings total 2876 GL of registered entitlements as
at 30 November 2020, with a long-term average annual yield of 1989 GL (CEWO 2020a).

Recent shocks have put significant pressure on Australia’s water systems and communities.

After the NWI was agreed in 2004, Australia experienced the worst years of the Millennium
Drought, followed by large-scale flooding in several areas. And then, from mid-2017,
drought conditions re-emerged across much of New South Wales and parts of Victoria,
Queensland, South Australia and Western Australia. By the end of 2019, many communities
were facing their largest rainfall deficiencies on record. Agricultural production and incomes
in affected regions fell (ABARES 2020), and there were devastating environmental
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consequences including a number of fish death events throughout Australia, most notably in
the lower-Darling River (DP1 (NSW) 2020; Vertessy et al. 2019). Drought also forced towns
and major cities to introduce water restrictions, with some regional areas having to cart in
water as potable sources dried up.

Allegations of non-compliance with water licence conditions (in the ABC Four Corners
program, Pumped, July 2017), and concerns about the transparency of water management
decisions in the Murray—Darling Basin have further undermined public confidence in how
Australia’s water resources are being managed. And extreme bushfires, as well as the
COVID-19 pandemic, stretched the resources of the agencies responsible for maintaining
water supply and water quality, and exposed a number of communities to severe water
restrictions and service disruptions.

These challenges have shed light on aspects of the nation’s water resource management and
water service provision frameworks that could be enhanced to increase the Australian water
sector’s readiness to deal with extreme and unanticipated events.

Looking ahead, climate change and population growth present significant risks to the
security of Australia’s water resources. Drought conditions are likely to become more
frequent, severe and prolonged in some regions. Higher anticipated demand from a growing
population, alongside reductions in supply, will increase water scarcity and put further
pressure on all users (including the environment).

Communities will need the capacity to deal with droughts, floods and shocks, and to adapt
to the effects of climate change, and significant investments will be made in the next few
decades. Decisions made today in response to the current and future risks to Australia’s water
security will have lasting effects on future generations.

Water has been a focus of significant reform effort

Reflecting the importance of water to the wellbeing of Australian communities, the economy
and the environment, governments have implemented significant reforms since the
mid-1980s. COAG’s 1994 Water Reform Framework, the 2004 NWI, the Water Act 2007
(Cth) and the 2012 Murray—Darling Basin Plan have been key milestones.

The 2004 National Water Initiative

In signing the NWI, jurisdictions set out to establish greater certainty for investment and the
environment through clearly specified water access entitlements (perpetual water rights),
addressing overallocated water systems, and improving the economic efficiency and
environmental sustainability of water management for both rural and urban water systems.

Independent, regular reviews of progress are a key requirement of the agreement. Initial
reviews were undertaken by the former National Water Commission, with responsibility for
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three-yearly reviews transferred to the Productivity Commission in 2015 under the Water
Act. The Productivity Commission is also responsible for inquiring into the effectiveness of
the implementation of the Murray—Darling Basin Plan on a five-yearly basis. The timing of
the Commission’s inquiries is shown in figure 1.2.

In its first inquiry on national water reform conducted in 2017, the Commission
recommended that the NWI be renewed with a focus on maintaining the key foundations,
revising some policy settings to ensure contemporary and enhanced policy settings for urban
water, environmental management and new infrastructure investment. In April 2019, the
Australian Government accepted this recommendation and commenced the process of policy
review and renewal.

Figure 1.2  Timeline for Productivity Commission water inquiries

2017 2018 2019 2020 2021 2022 2023
O 0 0 O
National ~ Murray-Darling National National Water
Water Basin Plan Water Reform and
Reform  Implementation Reform Murray-Darling Basin
Inquiry Inquiry Inquiry Plan Implementation
Inquiries

1.2 The Commission’s task
In May 2020, the Australian Government asked the Commission to undertake its second
inquiry on national water reform to assess the:

« progress of jurisdictions in adopting the principles, objectives and key outcomes set out
in the NWI and any impacts where progress has not been made

« outcomes of reform efforts
« extent to which the NWI reforms are adequate to support government responses to
challenges such as climate change.

The Australian Government also asked the Commission to provide practical advice to
support jurisdictions in implementing a renewed NWI and on ways in which the agreement
could be improved to support better social, economic and environmental outcomes.

The terms of reference also requested the Commission to consider:

« the interaction of water policy with other policy areas (such as climate, energy,
agriculture, forestry, land use planning and urban development)

18 NATIONAL WATER REFORM 2020
DRAFT REPORT



« the policy ramifications of climate change on water resources

« the provision of reliable water services to regional, rural and remote communities

« the principles to be satisfied for any government investment in major water infrastructure
« issues identified in the Commission’s 2017 National Water Reform inquiry report

« international experiences and examples.

In undertaking this inquiry, the Commission is avoiding duplication with:

 its 2018 inquiry into the effectiveness of the implementation of the Basin Plan (PC 2018).
Murray—Darling Basin matters are only addressed where they relate to nationally relevant
water policy issues

« the Australian Competition and Consumer Commission’s Murray—Darling Basin Water
Markets inquiry (ACCC 2020).

1.3 The Commission’s approach

In addressing its task, the Commission has drawn on inputs from inquiry participants
(section 1.4), responses from the Australian, State and Territory Governments to requests
for information, published reports and publicly available data. Qualitative assessments
inform the advice where quantitative information was not available.

In line with the terms of reference, the Commission’s conclusions are primarily presented as
practical advice on NWI renewal, rather than findings and recommendations. This is aimed
at providing detailed policy input for consideration in the current process being undertaken
by jurisdictional governments on NWI renewal. To that end, the report:

« summarises progress against the NWI and the benefits of reform, and lays out the case
for further reform through NWI renewal (chapter 2)

o proposes revisions to the NWI’s vision — the agreement’s goals, objectives and key
reform elements (chapter 3)

« suggests arrangements for governance and implementation of a renewed NWI (chapter 4)

o presents a framework for water resource management that accounts for the diverse
characteristics of water sources (chapter 5)

« identifies content for each suggested element of a renewed NWI. In doing so, the report
summarises analysis contained in a suite of supporting papers (SPs):

— SP A Water entitlements and planning (chapter 6)

— SP B Water trading and markets (chapter 7)

— SP C Environmental management (chapter 8)

— SP D Securing Aboriginal and Torres Strait Islander interests in water (chapter 9)
— SP E Ensuring the integrity of water resource management (chapter 10)
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— SPF  Urban water services (chapter 11)
— SP G Urban water services: regional and remote communities (chapter 11)
— SPH Water reform in rural Australia (chapter 12)
— SP 1  Government investment in major water infrastructure (chapter 13)
— SPJ Community engagement (chapter 14)
— SP K Knowledge, capacity and capability building (chapter 15).
The Commission’s assessment of progress against the NWI is detailed in Assessment. And

a compilation of the advice in this report is presented in a companion document (Findings,
recommendations and renewal advice).

Water terminology can vary from place to place, which can cause confusion. A glossary at
appendix B defines some key terms.

1.4 Conduct of the inquiry

Terms of reference for the inquiry were received on 22 May 2020, and an issues paper was
released on 26 May 2020, outlining topics on which the Commission was seeking feedback.
The Commission also consulted widely in preparing this draft report, and:

« received 109 submissions in response to the issues paper

« held nearly 60 meetings with participants including government agencies, peak bodies,
academics and representatives of Aboriginal and Torres Strait Islander communities

« met twice with a stakeholder working group, established as required under the Water Act
as a forum to exchange information and views on issues relevant to the inquiry

« convened two roundtables, which addressed issues relating to access to water for
Aboriginal and Torres Strait Islander people and water quality in remote communities

« received responses to detailed information requests on progress towards achieving the
objectives and outcomes of the NWI from Australian, State and Territory Governments.

Submission authors, meeting attendees, stakeholder working group members and roundtable
participants are listed in appendix C.

The Commission thanks all participants for their contributions to the inquiry to date.
Submissions on this draft report are sought by Wednesday 24 March 2021.
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2

Progress against the NWI and the
case for continuing reform

Key points

The National Water Initiative (NWI) established reform objectives and outcomes with the overall
aim of supporting a nationally-compatible market, regulatory and planning based system of
managing water resources that optimised economic, social and environmental outcomes.

Jurisdictions have made good progress against the reform agenda. Most have largely
achieved their commitments. And the NWI has served Australia well. Reforms have been
widely supported by the water sector, industry and stakeholders, and have contributed to
sizeable benefits.

— Water planning and entitlements frameworks together with environmental provisions have
provided the foundations for sustainable resource management.

— Secure and tradeable water access entitlements enabled the introduction of water trading
which encouraged more efficient use of water, and moved it towards its highest value use.

— Improved pricing and institutional arrangements have strengthened the incentives for
efficient resource development and service provision.

— Widespread adoption of cost-reflective and consumption-based pricing have provided
better market signals, changing water user behaviour (which has led to more efficient water
use) and facilitating a more financially sustainable sector.

But there is some unfinished business and scope for improvement where reforms have been
implemented.

Lessons from 17 years of NWI implementation highlight opportunities to better steward
Australia’s water resources. The case for renewed reform effort is further underscored by:

— severe droughts, which have caused extensive pain in Australian communities and are
expected to become longer, deeper and more frequent as the climate warms

— climate change, which will likely reduce the amount of water available for consumptive and
environmental uses over the long term

— projected population growth, with accompanying increases in the demand for water

— changing community expectations regarding the management of water, including support for
greater recognition of the interests of Aboriginal and Torres Strait Islander people and
realisation of the contribution that water makes to the amenity and liveability of communities.

With best-practice policy settings, governments, water resource managers and water service
providers will be as well placed as they can be to ensure that Australia’s precious water
resources are conserved and used to best effect.
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2.1 Overview of the NWI reform agenda

The reform agenda established through the National Water Initiative (NWI) built on the work
of its predecessor, the COAG Water Reform Framework (1994), with the aim of supporting
a nationally compatible market, regulatory and planning based system of managing water
resources that optimised economic, social and environmental outcomes. Ten objectives
consistent with this aim were established (box 2.1). And agreed outcomes and commitments
to specific actions were set out in eight reform areas or ‘elements’ (box 2.2).

Box 2.1 Objectives of the National Water Initiative

Jurisdictions agreed to work towards ten objectives through the National Water Initiative. These
are:

e clear and nationally-compatible characteristics for secure water access entitlements
e transparent, statutory-based water planning

e statutory provision for environmental and other public benefit outcomes, and improved
environmental management practices

e complete the return of all currently overallocated or overused systems to environmentally
sustainable levels of extraction

e progressive removal of barriers to trade in water and meeting other requirements to facilitate
the broadening and deepening of the water market, with an open trading market to be in place

o clarity around the assignment of risk arising from future changes in the availability of water for
the consumptive pool

e water accounting which is able to meet the information needs of different water systems in
respect to planning, monitoring, trading, environmental management and on-farm
management

e policy settings which facilitate water use efficiency and innovation in urban and rural areas
e addressing future adjustment issues that may impact on water users and communities

e recognition of the connectivity between surface and groundwater resources and connected
systems managed as a single resource.

Source: NWI paragraph 23.
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Box 2.2 Elements of the National Water Initiative

Jurisdictions agreed to pursue the objectives (box 2.1) through reform actions in eight key areas.
Water access entitlements and planning frameworks

Water markets and trading

Best-practice water pricing and institutional arrangements

Integrated management of water for environmental and other public benefit outcomes

Water resource accounting

Urban water reform

Knowledge and capacity building

© N o g 0w D

Community partnerships and adjustment.
Source: NWI paragraph 24.

2.2 Summary of progress against the agreement

Jurisdictions have made good progress against this agenda (table 2.1). Most have largely
achieved their NWI commitments, but there is some unfinished business and some scope for
improvement where reforms have been implemented. A full assessment of jurisdictions’
progress since 2017 is presented in the Assessment.

Table 2.1 Summary of progress against the NWiI

1. Water access entitlements and planning frameworks

¢ All jurisdictions, except Western Australia and the Northern Territory, have enacted legislation required
to create secure, NWI-consistent water access entitlements for consumptive uses. Some progress has
been made since 2017, particularly in the Northern Territory, where exemptions (from entitiements
frameworks) for minerals and petroleum industries have been removed.

e Water planning arrangements have been established for all areas of intensive water use. Most
jurisdictions have more than 80 per cent of water use managed under water plans. This means the
sharing of water resources between consumptive uses and the environment has been established in
consultative processes, and informed by scientific and other assessments. However there has been
inadequate progress to incorporate climate change and extreme events into water planning.

2. Water markets and trading

e Water markets have been established, allowing water to be traded to higher-value uses. Further steps
have been taken by jurisdictions to improve the efficiency of their functioning. The largest water
markets are located in the Murray—Darling Basin (MDB) and may provide the largest efficiency gains
from further reform.

(continued next page)
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Table 2.1 (continued)

3. Best-practice water pricing and institutional arrangements

Urban service providers are generally pricing at the levels required by the NWI, despite some instances
of underpricing.

Independent economic regulators set prices or revenues for major urban water service providers in
New South Wales, Victoria, South Australia, Tasmania and the ACT. The independent economic
regulator reviews and recommends prices upon the request of the respective State Government for the
state-wide provider in Western Australia and the major bulk water provider in Queensland. The
Northern Territory, Queensland (except the major bulk water provider) and much of regional New
South Wales do not have independent economic regulation.

Pricing for government-owned rural water providers is compliant with the 2010 NWI pricing principles in
jurisdictions with independent economic regulation. In other jurisdictions, pricing objectives are
compliant, however there is insufficient publicly available data to confirm if pricing outcomes are
compliant. User-owned networks have incentives to price efficiently. There is limited independent
scrutiny over the operations (including investment and renewal decisions) of cross-jurisdictional
infrastructure providers.

Some government-funded major water infrastructure is unlikely to be economically viable. Queensland,
Western Australia and Tasmania could make better use of economic regulation for irrigation services.

4. Integrated management of water for environmental and other public benefit outcomes

Environmental sustainability has been supported by formal provisions of water for the environment and
progress has slowed on rebalancing overallocated systems.

All jurisdictions have managers with responsibility for environmental water provision, and some
arrangements are in place to coordinate water use for water resources shared across jurisdictions.

The recent drought has exposed weaknesses in achieving agreed outcomes in some systems.

. Water resource accounting

Water accounting is generally providing practical, credible and reliable information, but there is room
for improvement. Public demand for information and timely provision of it has increased over time.
Most States and Territories are still in the process of implementing non-urban metering policies on the
ground to meet the National Non-Urban Metering Framework and NWI requirements.

Greater compliance and enforcement activity has occurred in some MDB jurisdictions, after existing
arrangements were found to be insufficient to support investor and community confidence. The
Northern Territory and Tasmania still do not publicly report on compliance activities.

6. Urban water reform

Water reuse, water use efficiency, water-sensitive urban design and innovation have improved since
the introduction of the NWI.

Drinking water quality generally meets existing guidelines. Issues remain, particularly in some regional
and remote communities and especially during droughts, and data are patchy. Tasmania has made
significant progress in improving drinking water quality for regional and remote communities.

7. Knowledge and capacity building

There have been advances in knowledge and capacity to support implementation of the NWI, although
many jurisdictions lack a clear process for identifying knowledge and capacity building priorities.

8. Community partnerships and adjustment

All jurisdictions have sought to improve the scale and quality of their engagement with communities
and Aboriginal and Torres Strait Islander people. However, a range of concerns have been expressed
through submissions and meetings about the adequacy and effectiveness of some engagement
processes undertaken since 2017, particularly within the New South Wales part of the MDB.
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2.3 Reforms have contributed to sizeable benefits

Progress in national water reform has appreciably improved how Australia’s water resources
are allocated, developed and supplied, and has delivered large benefits to the community.

Water resource management

Adoption of NWI-consistent water planning and entitlements frameworks has created the
foundations for efficient and sustainable resource management (chapter 6). Water planning
has established transparent processes for deciding how the water in a system is shared
between consumptive users (people and businesses) and the environment. Creation of water
entitlements, separate from land, has provided clear and secure long-term property rights for
both consumptive users and the environment. And together, these developments have
provided the essential prerequisites for trading and water markets and established pathways
to a more sustainable balance between consumptive and environmental use.

Water entitlement holders have derived significant benefits from these reforms (chapter 12).
Entitlements have become a valuable asset — estimates put their value in the southern
Murray—Darling Basin (MDB) at more than $26 billion (Aither 2020). This value, coupled
with their legal backing and the development of water markets, means entitlements can be
used as collateral for loans. A 2013 survey found that about 20 per cent of NSW irrigators
had secured finance against their entitlements (Fenton and DTI (NSW) 2015).

Water trading and markets also represent a valuable business management tool for irrigators,
enabling more certainty in decision making, providing flexibility in dealing with changing
market conditions and opening up new opportunities (chapter 12). And they have fostered
greater efficiency in water use. Trade has seen water move to higher-value uses and price
signals have encouraged on-farm efficiency, freeing up water for other productive uses.

The benefits of water trading have been particularly apparent during drought. Irrigators with
flexible demands (such as rice and cotton growers) have been able to sell water to those with
inflexible demands (such as horticulturalists with perennial crops). And entitlement holders
have been able to sell water allocations to manage debt and realise income.

Water trading has become a sizeable economic activity. In 2018-19, Australia’s water
markets were estimated to have generated $5.2 billion in turnover (BOM 2020a, p. 7).
Studies of the economic benefits of this activity, although dated, have pointed to substantial
value. For example, regional GDP in the southern MDB was estimated to be $4.3 billion
higher over the five years to 2010-11 than it would have been without trading, and gains
were largest in 2007-08 and 2008-09 at the height of Millennium Drought (NWC 2012,
p. xii). And trading has allowed Australia’s gross value of irrigated agricultural production
to increase in most years over the past decade despite considerable variation in water use
between wet and dry years (chapter 12, figure 12.1).
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Provision of water for the environment has been another key achievement (chapter 8). Water
planning aims to set the balance between environmental and consumptive use at an
environmentally sustainable level — that is, a level that maintains key environmental assets
and ecosystem functions while accepting a degree of ecological risk. In less developed
systems, plans have capped consumptive use and specified environmental water provisions.
In overallocated systems, additional water is being recovered for the environment. Recovery
rates have slowed in recent years, but significant progress has been made. The long-term
average annual yield of held environmental water in the MDB is 3000 GL (MDBA 2020b).

Benefits of these provisions for the environment are starting to be seen including: improved
native vegetation and wetland condition; protection of rare and threatened biodiversity such
as in groundwater-dependent ecosystems; and the migration and breeding of native fish,
frogs and waterbirds (CEWO 2020b; Hart and Butcher 2018, p. 2; Thurgate et al. 2019).
Provision of refuges has been particularly important in maintaining breeding grounds during
drought (MDBA, sub. 23, pp. 13-14), supporting ecosystem resilience until rain returned.

Provisions have also helped to avoid major environmental degradation that would have
otherwise occurred through unconstrained consumptive water access (Chen et al. 2020,
p. H). For example, planned environmental water is likely to have mitigated the rate of
habitat decline faced by platypus populations by maintaining river connectivity (Hawke,
Bino and Kingsford 2020, p. 59).

Environmental water provision also has the potential to deliver a range of other public
benefits including cultural outcomes for Aboriginal and Torres Strait Islander people, and
economic and social outcomes for recreational and commercial fishers and the tourism
industry (SP C Environment). And, although difficult to quantify, healthy rivers, lakes and
wetlands provide amenity benefits — that is, pleasure for those who use or view them.

Water service delivery

Reforms to institutional arrangements have markedly improved the efficiency of water
service delivery, bringing significant benefits to water users and the broader community.

Widespread adoption of cost-reflective and consumption-based pricing in the urban water
sector (along with restrictions and awareness campaigns during drought) have contributed
to changing water users’ behaviour, supporting more efficient water use, better signalling of
investment needs and a more financially sustainable sector (chapter 11). Household water
use, for example, has fallen over the past two decades from a national annual average of
280 kilolitres in 2000 to about 190 Kilolitres in 2019 (ABS 2004, 2020b), while the average
household size has not changed (ABS 2002, 2017). And most service providers now generate
enough revenue from user charges for long-term financially sustainable operations without
government subsidies, removing a burden on taxpayers.

Institutional separation of policy making, service delivery and regulation has improved
accountability and transparency. Corporatisation of utilities has encouraged commercial
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behaviour, promoting efficient investment and lower prices for the benefit of water users
(PC 20174, p. 10). Independent economic regulation has supported more rigorous scrutiny
of utilities’ operational and investment decisions and reduced the risk of political
interference in price setting and infrastructure investment processes. And benchmarking and
reporting of urban water pricing and service outcomes enable customers to compare their
provider with others’ — promoting questioning that can prompt improved outcomes.

Assessment processes consistent with the NWI requirements that investments are
economically viable and ecologically sustainable help to ensure that water service providers
avoid uneconomic and potentially environmentally damaging decisions (chapter 13).

And water supplies in most communities are safe, healthy and reliable (Assessment).
Tasmania and Western Australia have made progress over the past three years in addressing
areas of water supply risk. But issues persist in the Northern Territory and drought has led
to service quality issues in parts of New South Wales and Queensland, which indicates that
more could be done to ensure communities are prepared for drought.

For the irrigation sector, economic regulation and local ownership and/or management
(especially by irrigators) of rural water service providers have improved the accountability,
productivity, efficiency and responsiveness of these businesses to the needs of rural water
users (PC 2017b, p. 237).

2.4 But the case for further reform is compelling

National water reform has served Australia well. However, further reform should not be ‘set
and forget’. It needs to be adaptive — reflecting lessons learnt from implementation,
changing as the broader policy context changes and proactively shifting to deal with
anticipated future challenges.

Much has been learnt in the 17 years since the NWI was agreed. Implementation of the
agreement has provided a wealth of knowledge and experience. Each jurisdiction has dealt
with reform in ways suited to their level of development, communities and industries,
providing insight into evolving best practice. This period included both the Millennium
Drought and the recent severe drought affecting New South Wales and parts of Queensland,
Victoria and Western Australia— highlighting issues and providing lessons on managing
extreme water scarcity. And it included the recent extensive bushfires and COVID-19
experience, with the challenges they raised for water management.

The past 17 years have also seen shifts in community expectations, for example, about
liveability and urban amenity, and about access to water for Aboriginal and Torres Strait
Islander people.

Moreover, it has been a period of major reform in the MDB, with new institutional
arrangements established under the Water Act 2007 (Cth), the development of the Basin Plan
and the investment of over $13 billion in its ongoing implementation. Over the past 40 years,
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the MDB has often been the proving ground for many of Australia’s successful water
reforms, which have then been emulated in other parts of the country. And it continues to
offer useful insights in a number of areas — in the identification of best practice that could
be applicable nationally and also areas where doing things differently could prevent or avoid
the community concern that has recently occurred in parts of the Basin. All of this experience
needs to condition thinking about NWI renewal.

Finally, a renewed NWI needs to identify the key issues that water management will need to
deal with over the next 10 to 20 years to ensure proper stewardship of Australia’s water
resources. These will be dominated by the effects of climate change, coupled with the needs
of a growing population.

The following sections paint the context for a renewed NWI. They discuss key issues
observed in the recent droughts and the lessons they offer for the future. They then look at
current climate conditions and finally discuss projections for both climate and population
and the implications for water management across Australia.

Severe drought has caused extensive pain

Drought is one of the most feared and costly climate challenges faced by Australian water
users (BOM 2020c). In rural areas, its direct consequences include crop failure and stock
losses. Droughts also set the scene for bushfires, dust storms and land degradation. In urban
areas, droughts can lead to water restrictions and shortages that threaten the wellbeing of
communities. For the environment, while droughts are natural occurrences, their impacts are
amplified by river regulation and water extraction and compounded by loss of habitat.

The Millennium Drought was only partway through when the NWI was agreed in 2004.
Conditions were particularly severe in the densely populated southeast and southwest of the
country (figure 2.1, panel a), greatly affecting rural and urban waters users alike. For urban
water users, all capital cities except Darwin were affected to some degree (BOM 2020c).
Governments responded with demand-management programs and increasingly severe and
prolonged water restrictions, before intervening in a number of circumstances to take direct
control of planning and investment. According to the National Water Commission (2011,
p. 11):

[t]hose interventions were marked by stop-start policies and hurried planning with little

transparency and community and customer engagement. While no city ran out of water, there

were a number of close calls, and the response imposed significant financial and non-financial
costs on customers, the community, water businesses, taxpayers and the environment.

In recent years, drought has again caused extensive pain across southern Australia. From
January 2017 to December 2019, the situation was particularly challenging in the MDB and
New South Wales (figure 2.1, panel b), with record-breaking extreme dry conditions
(BOM 2020c).
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Figure 2.1  Recent droughts have caused widespread and extensive pain
Australian rainfall deciles for recent droughts compared with historical records?
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a A decile map shows where rainfall is above average, average or below average for the selected period, in
comparison with selected historical records. b Historical records from 1900 to March 2015. € Historical

records from 1900 to March 2020.
Sources: BOM (2015) (panel a); BOM (2020c) (panel b).

NWI PROGRESS AND THE CASE FOR REFORM 29
DRAFT REPORT



While drought was largely confined to southern Australia, the far north has not been immune
to extreme dry conditions. For example, for the 2019-20 wet season, rainfall in Katherinel
was the lowest recorded since 1951-52, and Darwin’s2 rainfall in both the 2018-19 and
2019-20 wet seasons was also well down at about 70 per cent of the long-term average
(BOM 2019, 2020f).

Costly consequences of the recent drought and dry conditions included:
« widely publicised fish deaths in the Darling River (for example ABC News (2019))

o water storage levels dropping to extremely low levels and many towns needing
emergency relief in New South Wales (figure 2.2). For example, fifteen million dollars
was allocated by the New South Wales Government for emergency water carting and
work to secure town and household water supplies in the 2019-20 state budget (NSW
Government 2019, p. 66)

« record highs in fire weather danger (as measured by the Forest Fire Danger Index) in
parts of all States and Territories in 2019 and early 2020 (BOM 2020c).

These experiences have put extreme pressure on landscapes and communities, with lessons
for NWI renewal. For example, shortcomings exposed in water management arrangements
suggest that water plans must include improved and well-defined provisions to support
communities in dealing with drought. Environmental distress, exacerbated by compliance
failures and incomplete water recoveries, highlights the need for improvements in
environmental management policy principles, frameworks and practices. Compliance
failures point to the value of an enhanced focus on integrity. Inadequacies in planning and
service delivery brought into sharp relief in some regional areas underscore the need for
effective preparation and emergency response plans. And the recent drought has uncovered
gaps in the understanding of water security for regional towns.

Droughts align with evidence of changing climates

Severe droughts and extreme water shortages fit with the signs of a changing climate,
including higher temperatures, more extreme events, changing rainfall patterns and reduced
water availability.3

Australia’s climate is warming. Average temperatures have increased by 1.44 degrees
Celsius since national records began in 1910 and warming has been observed ‘across
Australia in all months with both day and night-time temperatures increasing’ (BOM and
CSIRO 2020, p. 4).

1 Katherine Council weather station (014902).
2 Darwin Airport weather station (014015).
3 Much of this section draws on information published in State of the Climate (BOM and CSIRO 2020).
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Figure 2.2  Many regional towns in New South Wales received
emergency relief for town water supplies
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Source: DPIE (NSW) (2020).

Increased temperatures have been accompanied by an increased frequency of extreme heat
events, extreme fire weather and more intense rainfall. The length of the fire season has
increased across large parts of Australia since the 1950s, especially in southern Australia.
And increasingly severe rainfall events, particularly in northern Australia, have been
associated with flash flooding, particularly in paved urban environments.

While rainfall is highly variable, shifts in long-term trends are evident. Average April to
October rainfall levels in much of southern Australia over the past 20 years have been in the
lowest decile of observations collected since 1900 (figure 2.3, panel a). In contrast, rainfall
has increased in northern Australia throughout the year, especially in the northwest during
the northern wet season (October to April) (figure 2.3, panel b).

Long-term reductions in average rainfall have led to declining streamflows across many
parts of southern Australia. More than three-quarters of hydrologic reference stations in the
MDB have had a declining trend in streamflow since records began in 1970. Meanwhile,
streamflows have increased in northern Australia around Darwin and much of the Northern
Territory (BOM and CSIRO 2020, p. 9).
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Figure 2.3  Drier southern winters and wetter wet seasons highlight the
varied effects of Australia’s changing climateaP
Rainfall deciles, 2000-2019 in comparison with the entire record from 1900
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a A decile map shows where rainfall is above average, average or below average for the selected period
(2000-2019), in comparison with the selected historical record (1900-2019). bin panel a, areas across
northern and central Australia that received less than 40 per cent of their annual rainfall during April to
October are faded.

Source: BOM and CSIRO (2020, pp. 6-7).

Average inflows to Perth dams over the past decade were 75 per cent below the level of
much of the 1900s (figure 2.4, panel a). And records of River Murray inflows stretching
back 125 years show that low inflows have been much more common over the past 20 years
(figure 2.4, panel b). Median annual inflows have been about half the level of the preceding
century and drier years have been much more frequent (IIGMDB 2020, p. 7).

While there may be many factors contributing to the extent of observed inflow reductions, the
lack of rainfall and runoff has been the primary driver for the conditions being experienced by
many across the Basin in recent times. (IIGMDB 2020, p. 14)

Further, a recent assessment in southern Victoria found that the long-term average surface
water availability had declined in all basins relative to previous estimates (figure 2.5). The
assessment concluded that the period since 1975 provides a better reflection of Victoria’s
current climate than the full historical record used previously (DELWP (Vic) 2020, p. 43).
Upstream interception from farm dams and plantations was one cause of lower water
availability in recent decades, but much of the change was attributed to drier conditions.

These trends are affecting how much water is available to meet both consumptive and
environmental needs. And they indicate both the increasing uncertainty facing water
managers and the growing need for managers to be adaptive in how they manage water
resources.
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Figure 2.4  Inflows have declined in large parts of southern Australia
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Figure 2.5  Surface water availability has declined in southern Victoria

Long-term average for 1974-75 to 2016-17 compared with the long-term
average from 1920-21 to 2004-05
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Source: DELWP (Vic) (2020, p. 48).

Projections point to reduced water supply across Australia

Projections of the future point to a hotter, drier and more extreme climate — particularly in
southern Australia. The impacts of climate change are being driven by increased
concentrations of greenhouse gas emissions in the atmosphere, and will likely result in
increased average temperatures, higher-intensity rainfall and other extreme weather events.
Recent modelling by CSIRO scientists (adapted from Zheng et al. (2019)) points to declines
in water availability across Australia (figure 2.6). Reduced water availability is very likely
in southern Australia due to declines in cool-season rainfall, increases in evapotranspiration
and reductions in run-off. In parts of Australia, large declines are expected, with medium
projections showing a 50 per cent drop in runoff in southern Western Australia and
19 per cent fall in Victoria. Rainfall in northern Australia is slightly more likely to decrease
than increase, however a wide range of outcomes is possible.

Declining water availability will likely accelerate change in irrigated agricultural production.
ABARES estimates that for the southern MDB — assuming a future in which planned
recovery of water for the environment is complete, almond trees are mature and farm
productivity has been increased through infrastructure upgrades — a further 11 per cent
decline in surface water supply (relative to the already dry period of 2005-06 to 2018-19)
would likely see production of traditional crops fall by between 15 and 30 per cent (Gupta
et al. 2020, p. 19). Higher water prices would see water flow to higher-value crops (such as
almonds at current commodity prices) (figure 2.7).
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Figure 2.6  Australia’s climate to dry with increased emissions

Median (50t percentile) projections of percentage change in average annual
rainfall, potential evapotranspiration and run-off, 1976—2005 to 2046—75, under
RCP 8.5 emissions profile&.P

a) Rainfall b) Potential evapotranspiration ¢) Run-off

-50 -30 -20 -10 -5 0 5 10 20 30 50 -5 0 5 1015 20 25 30 50 -50 -30 -20 -10 -5 0 5 10 20 30 50

& projections are based on hydrological modelling informed by climate change projections from 42 global
climate models. Median (50" percentile) values are the level at which half all model runs were above or
below these values. As all median values for runoff are below zero, the modelling indicates that it is more
likely than not that runoff will decline across Australia with increased emissions. For further information and
10t and 90" percentile projections of run-off, refer to Zheng et al. (2019). b rcp 85 — representative
concentration pathway — the trajectory for greenhouse gas concentration underlying the projections
presented in this figure.

Source: Adapted from Zheng et al. (2019).

The uncertainty in the extent to which the future climate will be drier, and the potential for
significant changes in how water is used in Australia, point to the need for robust water
planning and management processes to ensure systems can adapt effectively as baselines
shift with climate change.

And while crops such as almonds are very profitable at current commodity prices, the future
may look very different. Efficient and effective water markets will be essential to ensure that
water keeps moving to where it is most valued. Experiences from 30 years in the MDB
provide valuable lessons for reform renewal to better underpin market development in other
parts of the country and avoid the potential downsides of trade, including risks of delivery
shortfalls, unintended unseasonal flows and erosion (chapter 7).
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Figure 2.7  Changes in southern MDB production with lower water
availability and use2
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Increasing demands will accentuate pressures

A growing population, with growing demand for water, is also putting increasing pressure
on an already limited resource.

At the time of federation, Australia’s population was about 4 million people and just over
one-third lived in capital cities (ABS 2019b). By 2019, Australia was home to 25 million
people and over two-thirds lived in capital cities (ABS 2019a, 2019c). Despite the growth in
urban living, household consumption makes up a relatively small share of consumptive use
(only about 20 per cent of total water taken was for urban water supply in 2018-19
(BOM 2020e)).

Nonetheless, Australian cities have been growing rapidly and are expected to continue to
grow in the long term. In the year to June 2019, capital cities accounted for 79 per cent of
Australia’s total population growth (ABS 2019c). And while the long-term impacts of
COVID-19 on future population growth are highly uncertain, projections made prior to the
pandemic point to further population growth in capital cities (figure 2.8). By 2050 an
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additional 11 million people are expected to live in capital cities, and almost half (45 per
cent) of all Australians will live in Sydney and Melbourne (up from 41 per cent in 2019)
(ABS 2018, 2019c). Notably — with the exception of Darwin — all of Australia’s capital
cities are located in southern or eastern parts of Australia, which are regions likely to see
future declines in water availability as the climate changes.

Figure 2.8  Capital city populations are expected to grow fastest?
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In major cities where readily-available supply sources have already been accessed, ongoing
population growth is likely to create significant pressure on water supplies. Major supply
augmentations will often be needed. Scenarios developed for Melbourne, for example,
include a worst case of demand outstripping supply by around 2028. Uncertainty in the
underlying climate and demographic models, however, means that Melbourne’s water
security may last until well beyond the middle of the century (figure 2.9).

The changing expectations of Australian communities are adding further pressure. For
instance, in recent years, urban water users’ expectations of water service providers have
extended beyond clean, reliable and affordable water and wastewater services to the role of
water in creating urban amenity (Infrastructure Victoria 2019, p. 3; WSAA 2014, p. 9;
WSAA, sub. 88, p. 12). The Millennium Drought highlighted the dependence of both urban
and rural communities on water and water environments — local lakes and streams dried up
(particularly in regional communities) and urban communities had severe water restrictions
which meant many public spaces could not be watered. Since then, both regional and urban
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communities have developed a greater appreciation of the contribution that water
management and water environments can make to amenity, liveability, recreation and
regional tourism. And the value of urban water amenity has never been more relevant than
since the beginning of the COVID-19 pandemic, as intermittent lockdowns have limited
people’s ability to travel outside cities to access natural water environments.

Figure 2.9  Water supply and demand projections for Melbourne
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Source: Melbourne Water et al. (2017).

The expectations of Aboriginal and Torres Strait Islander people, and commitments made to
Traditional Owners by governments, will also play an important role in determining how
Australia’s water resources are managed into the future.

Finally, extreme events such as the COVID-19 pandemic and bushfires will continue to test
water resource managers, and potentially lead to changing patterns in both supply and
demand.

Overall, urban water providers are likely to face significant pressures to augment and better
manage water supplies. Here, too, past experience contains lessons for future reform settings
and contributes to the case for NWI renewal. For example, instances of rushed investments
into desalination and water recycling, and poor selection of major rural water infrastructure
with attendant costs for taxpayers, highlight the need for best-practice planning and
investment decision making. Utilities would be better able to pursue the full suite of water
security, public health, environmental and amenity outcomes sought by communities if water
supply, wastewater and stormwater planning and management were integrated and sitting
within entitlement regimes, and all water supply options were able to be considered.

Stronger urban water policy settings that provide guidance on best-practice system planning,
pricing and institutional arrangements will help the sector meet the challenges ahead.
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2.5 Insummary: the case for renewed reform effort is
convincing

Water reform needs renewal. Significant progress has been made against the objectives and
outcomes of the NWI over the 17 years since the agreement took effect, with sizeable
benefits to Australian communities.

However, since the agreement was struck, severe droughts and extreme events have exposed
vulnerabilities in water resource management and service provision. Management
approaches have evolved in each of the jurisdictions. And experience has conferred
significant knowledge. Modernisation of the NWI could draw on the lessons from this
history to address the vulnerabilities, embed best practice and harness the value of new
knowledge.

Renewal will also better position policy makers to confront the challenges from likely
declines in water availability in much of the country, shifts in rainfall patterns, more frequent
extreme events and increasing demands from water users. A proactive approach, with
adoption of best-practice policy settings, will see Australia’s resources conserved and
managed to best effect. Failing to act will risk ad hoc and reactive responses, with greater
costs to community wellbeing than need be.

The remainder of the report outlines the Commission’s advice on NWI renewal. It covers
the policy framework for a renewed NWI including the goal, objectives and key elements
for a new agreement (chapter 3), proposed governance arrangements for a new NWI
(chapter 4) and more detailed policy directions for the proposed key elements (subsequent
chapters).

In drafting this advice, the Commission has taken an adaptive approach to reform —
examining progress against the original NWI, taking into account issues identified during
17 years of implementation including the experience during droughts, understanding the
experience in the MDB as it provides lessons for national applicability, noting changing
community preferences and attitudes and using this to develop policy approaches to allow
governments and communities to deal with future challenges and adapt to a drier and more
uncertain future.
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3 NWI renewal: a refreshed intent

Key points

e Renewal of the National Water Initiative (NWI) would address stakeholder views about the
need for strong government leadership on water policy.

e The overarching goal for the NWI should be modernised to reference adaptation to a changing
climate and to recognise the importance of water in the lives of Aboriginal and Torres Strait
Islander people.

e The overarching objective for the NWI should be modernised to reflect both water resource
management and water service provision. The objective should also include reference to
cultural outcomes to recognise the aspirations of Aboriginal and Torres Strait Islander people.

e A more detailed set of objectives for water resource management and a separate set for water
service provision are proposed for the renewed NWI.

o New water resource management objectives should include those that:

— better account for the diverse characteristics of water sources; processes for water sharing
and management during periods of water scarcity; triggers and processes for reviewing the
balance; and clear identification of the environmental, cultural and other public benefit
outcomes to be met through planning processes

— extend statutory provisions for the environment to recognise a need for integration with
natural resource management and the potential to achieve cultural and social benefits

— enable ongoing standing and influence for Aboriginal and Torres Strait Islander people in
water planning and natural resource management processes.

o Water service provision should include a substantially expanded set of objectives such as:
drinking water quality; integrated management of water supply, wastewater and stormwater
services; and processes to ensure that investments in major infrastructure clearly contribute
to community wellbeing.

e Six overarching principles are proposed to be applied across all areas of water resource
management and water service provision and cover: strong capacity to contend with drought
and adapt, fit-for-purpose management and regulation, use of best available information,
innovation and adaptive management, community engagement and capacity for communities
to effectively engage.

o All eight elements of the NWI remain relevant and should be retained in a new agreement.
Expansions should be made to the water accounting element to ensure trust and confidence
in water management, and there needs to be much more comprehensive treatment of urban
water services. Two new elements are proposed:

— one to secure the interests of Aboriginal and Torres Strait Islander people in water resource
management

— the other, to include principles for efficient investments in major water infrastructure.
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This chapter sets out the Commission’s advice on the intent of a new agreement — its goal,
objective, underpinning principles and elements (reform foci). None of the related content
from the 2004 National Water Initiative (NWI) is redundant. It should be retained. But it
should be built on to create an agreement that is fit for today and for the next 10 to 15 years.

Three major themes run through all aspects of this advice, reflecting the fact that the lessons
of the past 17 years and the profound challenges facing the water sector indicate that in the
coming years communities are going to have to:

« be able to contend with droughts and withstand shocks

« know when and how to adapt to changes in the baseline — permanent shifts in resource
availability — wrought by climate change

« adopt fit-for-purpose arrangements — that is, arrangements that address the diversity of
circumstances across the country.

Before presenting this advice, this chapter makes the case for a national approach.

3.1 Why anational approach to water reform?

All governments need to collaborate to address major national challenges. In the case of the
NWI, the benefits of a national approach are demonstrable (WSAA, sub. 88). The design
and implementation of the agreement have contributed to its status, credibility and overall
success (PC 2017b, p. 316). Similar benefits lie with renewed effort.

« The process of developing and committing to the agreement will enable governments to
demonstrate leadership on a national priority issue — the management of water in
Australia.

« Identification of key national priorities and a long-term policy agenda would help to
depoliticise sensitive issues and create greater certainty for water users.

« Sharing of effort, information and knowledge of best practice stand to contribute to more
effective and efficient policy design.

« Inclusion of clear objectives and outcomes, coupled with commitment to independent,
publicly reported monitoring of progress against reform commitments would:

— promote transparency and accountability
— signal governments’ recognition of the importance of water reform

— establish a collectively endorsed policy platform to guide government consideration
of investment opportunities to deliver high value reform outcomes.

« Adoption of a principles-based rather than an overly prescriptive approach would provide
jurisdictions with flexibility to ensure reforms suited local conditions.
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« Commitment to community engagement would signal an intent to involve all water users,
communities and environmental managers in decisions, and engender better outcomes
from inevitable trade-offs involved in reform.

3.2 A modernised goal

Paragraph 5 of the NWI sets out jurisdictions’ overarching goal for the agreement.

The Parties agree to implement this National Water Initiative (NWI) in recognition of the
continuing national imperative to increase the productivity and efficiency of Australia’s water
use, the need to service rural and urban communities, and to ensure the health of river and
groundwater systems by establishing clear pathways to return all systems to environmentally
sustainable levels of extraction.

This goal remains sound, but merits two additions.

Since the NWI was agreed, the potentially devastating impacts of climate change on
Australia’s water resources have become clearer (chapter 2). Recognition that all aspects of
water resource management and water service provision will need to adapt in the face of
these challenges should be reflected in a renewed agreement.

Similarly, understanding of and support for Aboriginal and Torres Strait Islander people’s
aspirations for greater access to, and control over, water resources has grown (chapter 9), as
has awareness of water service provision issues in remote communities (chapter 11).
Moreover, the importance of water to Aboriginal and Torres Strait Islander people has been
recognised in the 2020 National Agreement on Closing the Gap. Decisions about how
Traditional Owners’ aspirations are accommodated is a matter for governments, but in the
spirit of the National Agreement on Closing the Gap, it would be appropriate to recognise in
the overarching goal for a renewed NWI, the importance of water in the lives of Aboriginal
and Torres Strait Islander people, and water service provision in remote communities.

DRAFT NWI RENEWAL ADVICE 3.1: A MODERNISED GOAL

The overarching goal of the National Water Initiative remains sound but should be
modernised through reference to adaptation to climate change and recognition of the
importance of water in the lives of Aboriginal and Torres Strait Islander people.
Suggested wording follows:

The Parties commit to this renewed National Water Initiative in recognition of the
continuing national imperative to increase the productivity and efficiency of
Australia’s water use, to service the changing needs of rural, urban and remote
communities and to ensure the health of river and groundwater systems and their
surrounding landscapes whilst adapting to a changing climate. In continuing to
implement this agreement, the Parties also acknowledge the importance of water to
the lives of Aboriginal and Torres Strait Islander people.
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3.3 Modernised overarching objectives

Paragraph 5 also sets out the overarching objective of the agreement.

The objective of the Parties in implementing this Agreement is to provide greater certainty for
investment and the environment, and underpin the capacity of Australia’s water management
regimes to deal with change responsively and fairly.

More detailed objectives are presented in paragraph 23, introduced by the message that:

Full implementation of this Agreement will result in a nationally-compatible, market, regulatory
and planning based system of managing surface and groundwater resources for rural and urban
use that optimises economic, social and environmental outcomes ...

Reflecting the emphasis of the NWI at the time, the statements focus on water resource
management. Water service provision — which includes access to clean water, water for
urban amenity and pricing rules among other features — receives relatively scant attention
in the agreement. But reform in aspects of service provision will be equally important to
successfully navigating the challenges ahead. The overarching objective should reflect this
(and that navigation task). And, reflecting the arguments made above, it should also refer to
cultural outcomes to reflect the aspirations of Aboriginal and Torres Strait Islander people.

DRAFT NWI RENEWAL ADVICE 3.2: MODERNISED OVERARCHING OBJECTIVES

The National Water Initiative has a strong focus on water resource management. A
renewed agreement should give greater emphasis to water service provision and this
should be reflected in the overarching objective. The objective should also include
reference to cultural outcomes to recognise the aspirations of Aboriginal and Torres
Strait Islander people. Suggested wording follows.

The overarching objectives of the Parties in implementing this Agreement are to:

e optimise economic, environmental, social and cultural outcomes through
best-practice management of Australia’s water resources. In the process, this will
provide certainty for investment, water users and the environment

« enable entitlement holders, communities and the environment to contend with
climate variability and adapt to a changing climate

o ensure effective, efficient and equitable provision of water services that meet the
needs of customers and communities in a changing climate.

3.4 Modernised detailed objectives

Reflecting the lessons from experiences since the NWI was agreed, a more detailed set of
objectives for water resource management and a separate set for water service provision are
proposed.
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DRAFT NWI RENEWAL ADVICE 3.3: MODERNISED OBJECTIVES

Full implementation of this Agreement will result in:

A — a nationally-consistent planning, market and regulatory based system of managing
surface and groundwater resources for rural, urban and remote use that:

optimises economic, environmental, social and cultural outcomes

enables entitlement holders, communities and the environment to contend with
climate variability and adapt to a changing climate

by achieving the following:

1.
2.

clear, nationally-consistent statutory systems for secure water access entitlements
transparent, statutory-based water planning that:

(a) is risk-based, matching the level of management with the level of water extraction
in a system

(b) includes all sources of water, recognises connectivity between surface and
groundwater, and takes into account water quality

(c) clearly identifies the agreed environmental, cultural and other public benefit
outcomes to be met through the water planning process

(d) includes agreed processes for water sharing and management during periods of
water scarcity

(e) includes clear pathways to an agreed and improved balance between the
environment and consumptive water use in overallocated or overused systems

(f) includes clear triggers and processes for reviewing the balance between water
for the environment and consumptive use, such as in response to the effects of
climate change

statutory water provisions for the environment which are integrated with
complementary natural resource management to achieve agreed environmental
outcomes and where this does not compromise environmental outcomes, managed
to also achieve cultural and social benefits

processes to enable Aboriginal and Torres Strait Islander people to have ongoing
influence in water planning and natural resource management that affect Country
and access to water consistent with the 2020 National Agreement on Closing the
Gap

the capacity to trade water to promote its highest value use within the physical,
ecological and social constraints of water systems in an open, transparent water
market with a level of regulation that is proportional to the maturity of market
development

a system of water metering, measurement and accounting, coupled with effective
compliance, that promotes water user and community confidence in the integrity of
water management and water markets

clarity on the assignment of risk arising from future changes in the availability of
water for the consumptive pool and how future adjustment should be managed.

(continued next page)
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DRAFT NWI RENEWAL ADVICE 3.3 (continued)

B — effective, efficient and equitable provision of water services that meets the needs
of customers and communities in a changing climate by achieving the following:

1. access to safe and reliable drinking water, including in remote communities

2. clear objectives for the level and quality of water services which reflect customer
preferences

3. in cities and towns:

(a) integrated planning and management of water supply, wastewater and
stormwater services

(b) efficient water services that deliver outcomes, including urban amenity and
liveability, in line with customer preferences and willingness to pay

4. cost-reflective pricing of water services wherever possible, with transparent
subsidies to high-cost regional and remote community services

5. institutional arrangements that:

(a) ensure the separation of policy setting, service delivery and regulation with clear
roles for each

(b) incentivise water service providers to be efficient and innovative, and to deliver
services in ways that are cost-effective and in the interests of their customers

6. processes that ensure that new water developments are ecologically sustainable,
economically viable and culturally responsive.

The suggested objectives for water resource management build on those in the NWI. In
particular, more detail is proposed for water planning to reflect the need for:

practices that better account for the diverse characteristics of water sources. Effective
system management requires governance, regulatory, operational and informational
arrangements that are fit for purpose — across the diverse range of water systems, the
level of effort should balance the expected costs and benefits of different management
actions (chapter 5)

processes for water sharing and management during periods of water scarcity.
Shortcomings in water management arrangements exposed during the Millennium
Drought and more recent droughts point to a need for communities to be better supported
through water planning to deal with drought (chapter 6)

triggers and processes for reviewing the balance between water for the environment and
consumptive use, such as in response to climate change (chapter 6)

clear identification of the environmental, cultural and other public benefit outcomes to
be met through planning processes. The NWI has delivered more water to the
environment and the benefits of rehabilitation are becoming evident. The focus of the
next phase of reform should be to ensure that environmental water is managed efficiently
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and effectively to deliver agreed (and, where possible, better) outcomes. For that aim to
be achieved, desired outcomes must be clearly specified (chapter 8).

Further, the NWI objective:

« covering statutory provisions for the environment should be extended to recognise a need
for integration with natural resource management and the potential to achieve cultural
and social benefits (chapter 6)

« relating to trade should include reference to the constraints inherent in any water system
and the need for fit-for-purpose market regulation (chapter 7)

« dealing with accounting should be augmented to cover compliance and system integrity
(chapter 10).

Enabling ongoing influence for Aboriginal and Torres Strait Islander people in water
planning and natural resource management should be an additional objective (chapter 9).

The NWI contains one objective relating to water service provision: ‘policy settings which
facilitate water use efficiency and innovation in urban and rural areas’ (paragraph 23(viii)).
Contemporary expectations of water service provision and the challenges facing providers
(chapter 11) argue for a substantially expanded set of objectives. Suggested foci include:
drinking water quality; integrated management of water supply, wastewater and stormwater
services; and processes to ensure that investments in major infrastructure clearly contribute
to community wellbeing.

Figure 3.1 summarises suggested new objectives for the NWI relative to current content.

3.5 Foundations set in overarching principles

The NWI recognised the importance of information (or knowledge) and community
engagement to the successful design and implementation of reform (chapters 14 and 15).
Successful reform is grounded in the best available evidence and the trade-offs that have to
be made around how limited water resources are used, which means that effective
engagement is crucial. Principles capturing best practice for these foundational elements
should be included in a renewed agreement and applied across all areas of water resource
management and water service provision.

Experiences since the NWI was crafted suggest additional foundations, reflected in the
themes mentioned above — a strong capacity to contend with drought and adapt to a
changing resource availability baseline, and fit-for-purpose arrangements. These too merit a
place in the principles that underpin the agreement.
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DRAFT NWI RENEWAL ADVICE 3.4: OVERARCHING PRINCIPLES

In achieving the objectives outlined in previous advice, governments agree to the
following principles and seek to apply them across all key areas of water resource
management and water service provision:

1. Capacity to contend with droughts, floods and shocks, and to adapt to a changing
climate, is strong.

2. Management effort and regulation are fit for purpose.
Decisions are based on the best available information.

4. Innovation and continuous improvement are encouraged and adaptive management
is required.

5. Communities are engaged effectively in all aspects of water resource management
and water service provision.

6. Communities have sufficient water literacy to engage effectively.

Figure 3.1  Summary view of suggested new NWI objectivesap

= —
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Influence for Traditional Owners

2 Yellow shading represents new objectives. b The Commission’s advice includes additional detail for most
of the current NWI water resource management objectives.
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3.6 Key elements

The goal and objectives of the NWI were to be achieved through action across eight key
elements. All remain relevant to the task of managing Australia’s water resources to best
effect and should be retained in a new agreement.

However, recent experiences highlight the need for a much stronger focus on compliance
and enforcement (chapter 10). The water accounting element should be expanded with
content that will ensure trust and confidence in water management, or system integrity. And
it should be renamed to reflect this broader coverage. Similarly, as argued above, the NWI
has an emphasis on water resource management with relatively little attention given to the
equally important task of water service provision. A renewed agreement should include a
comprehensive treatment of urban water services (chapter 11).

Two new elements are proposed: one to secure the interests of Aboriginal and Torres Strait
Islander people in water resource management (chapter 9), and one to include principles for
efficient investments in major water infrastructure. Arguments for the first addition are
presented above. For investment, as noted in chapter 2, the challenges ahead mean that
significant expenditure will likely be needed to safeguard the reliability and safety of supply.
Experience suggests that the risks of rushed or ill-considered investments that impose
unnecessary burdens on communities (and the environment) are very real (chapter 13),
justifying a dedicated reform focus for this aspect of water service provision.

DRAFT NWI RENEWAL ADVICE 3.5: ELEMENTS OF A RENEWED AGREEMENT

The overall goal, objectives and principles will be delivered through the following
elements:

Water resource