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EXECUTIVE SUMMARY

Victoria has a very important minerals and energy industry that is not only significant
nationally but also critical to many other industries in Victoria that depend upon low
cost, reliable energy. It also provides significant employment in regional Victoria.

Water is critical to the present and future operations of the minerals industry. The
industry uses about 3% of national water consumption, with about 95% of this water
sourced from its own operations. In addition, the minerals industry is one of the
highest value users of water resources. VMEC is therefore directly interested in the
Green Paper on the water resources of Victoria.

In presenting the minerals industry position in relation to the Green Paper we make
the following points:

The minerals industry is strongly committed to sustainability with many
companies publicly committed to measure corporate performance against
sustainable development principles.

The allocation and pricing of water should ensure that the highest value users,
such as minerals projects, have access to reliable water supplies.

Water licences with clear entitlements should not be exclusively linked to land
ownership in rural Victoria. Future allocations should be made to customers
with legitimate other property rights which include exploration and mining
licences along with other licences to operate.

The industrial use of water in the Green Paper is only considered in the
context of urban water use. The use of industrial water in a rural context must
be recognised as a legitimate and valued use of water.

There is a need to review EPA licensing of discharges from industrial sites.
The current regulations encourage excess water to be evaporated rather than
returned for others or the environment to use, even when water quality
standards are met.

The necessity to allocate sufficient water to ensure ecosystem integrity
through environmental flows is fully supported. However, the environmental
reserves should be based on sound science, demonstrable community needs
and pragmatic economics.

The cost of establishing environmental reserves should be borne by the entire
Victorian community, not left to the local water users.

The Government should not engage in the purchase water for environmental
flows as this would lead to short term outcomes and distort the market.

Water pricing should be based on a user pays system that incorporates full cost
recovery, including establishment and maintenance of necessary infrastructure.
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Efficient water authorities are required that do not abuse their monopoly
position in the market.

The myriad of water authorities, corporations, institutions and Government
Departments that have a role in the management of Victoria’s water resources
should be rationalised to improved efficiency, clarity of purpose and customer
interface.

Public private partnerships should be used in the provision of water
infrastructure.

Finally, VMEC believes that all individuals, organisations and governments must
begin to address the growing concerns of significant water shortages. Water must be
managed in accordance with the three pillars of sustainable development, economic,
social (community and cultural) and environmental. It is pleasing to note that
Victoria has begun the process. However, it is imperative that the Government sees
these reforms through to implementation if we are to ensure that we do not
compromise the ability of future generations to meet their own water needs.

Victorian Minerals & Energy Council
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1 INTRODUCTION

Victoria has a very important minerals and energy industry that is not only significant
nationally but also critical to many other industries in Victoria that depend upon low
cost, reliable energy. It also provides significant employment in regional Victoria.
The minerals industry like many other regional Victorian industries was adversely
impacted by the recent drought.

The minerals and energy industry of Victoria:

Produces more than 65 million tonnes of coal per year;

Produces about 4 tonnes of gold per year;

Produces 85% of Victoria's electricity;

Has an annual turnover in Victoria of more than $600M; and

The mining industry alone directly employs more than 5,000 Victorians (and
more than 10,000 indirectly), the majority of these being located in regional
Victoria.

Minerals industry operations are significant water users, they require water for
exploration, mining and downstream processing. In addition, future development of
the industry is dependent upon gaining access to water for new projects. We are
therefore directly interested in the Green Paper on the water resources in Victoria.

The Victorian Minerals & Energy Council Inc (VMEC) is an industry association that
represents the corporate minerals and energy industry of Victoria. The members of
VMEC are engaged in mineral processing, mining, exploration, or the provision of
services to the industry.

Water management has traditionally been through Government and quasi-government
allocation of entitlements (usually tied to land titles) and an associated regulatory
framework. The trading of water entitlements in a market is a relatively recent
phenomenon and given that these markets are continuing to evolve it is difficult to
determine their effectiveness in water management. It is noted that the Green Paper
proposes to continue to use the market as the foundation for reform in the sector,
although it is recognised that Government must take direct responsibility for
environmental and social water requirements.

Water is critical to the present and future operations of the minerals industry. The
industry uses water in almost every aspect of its operations from exploration to mine
closure. The industry uses about 3% of national water consumption, with about 95%
of this water sourced from its own operations. The industry is a highly efficient user
of water. These factors, coupled with the industry’s commitment to continuous
improvement in water management through the implementation of innovative
technologies and practices, have provided somewhat of a buffer to the risks associated
with the water reform process to date. Notwithstanding this unique position the
availability of reliable sources of water is essential to the minerals industry.

There are many challenges to overcome in evolving Victoria’s water management
policies, practices and regulations for supply to regional towns, industries and
irrigators. The major challenges include allocating water to improve the health of our
river systems, addressing our aging and failing water related infrastructure, attracting
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private investment to an industry that has traditionally provided very low financial
margins, achieving the necessary regulatory changes to establish water markets while
ensuring improved environmental outcomes, and transitioning water allocations to the
highest value use.

2 MINERALS INDUSTRY

2.1 Water in the Minerals Industry

The minerals industry is dependent upon the availability of water and accounts for
about 3 per cent of water usage in Australia each year. There is also a high rate of
recycling of water in process plants and operations.

Minerals industry usage levels are material to the review of Victoria’s water
resources.

The minerals industry is not only a user of water but also a producer of water. Mining
operations frequently dewater excavations and have difficulty in finding a beneficial
use for the water they have extracted. This water can often be subject to quality and
locational disadvantages. Even when mines are in the right place for selling water or
adding water to streams for environmental flows there can be inconsistent policy
positions within the various arms of Government. For example, the Victorian EPA
policy on treated water is that it is a waste and must be minimised and a licence and
fee for disposal is required. Moreover, other agencies consider water in the ground to
be a resource that warrants protection. These inconsistencies invariably make it much
easier to send mine water to evaporation ponds and dispose of it to the atmosphere
rather than make use of it.

2.2 Sustainable Development Framework

Global mining companies have recently taken an initiative to commit to measure
corporate performance against a set of sustainable development principles.

Members of the International Council on Mining & Metals (ICMM) or as companies
that have otherwise agreed to take on the same performance obligations as ICMM
members, have undertaken to continually improve their performance and contribution
to sustainable development to enhance shareholder value. In striving to achieve this,
they have committed to:

1. Implement and maintain ethical business practices and sound systems of corporate
governance.

2. Integrate sustainable development considerations within the corporate decision-
making process.

3. Uphold fundamental human rights and respect cultures, customs and values in
dealings with employees and others who are affected by our activities.

4. Implement risk management strategies based on valid data and sound science.

5. Seek continual improvement of our health and safety performance.

! ICMM Sustainable Development Framework, www.icmm.com
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9.

10.

Seek continual improvement of our environmental performance.

Contribute to conservation of biodiversity and integrated approaches to land use
planning.

Facilitate and encourage responsible product design, use, re-use, recycling and
disposal of our products.

Contribute to the social, economic and institutional development of the
communities in which we operate.

Implement effective and transparent engagement, communication and
independently verified reporting arrangements with our stakeholders.

These principles have been adopted by the Australian minerals industry and are
currently being used to operationalise sustainable development in the industry.

2.3 The Minerals Industry’s Water Resources Principles

The Australian minerals industry considers the adoption and implementation of the
following key principles as integral to the success of the water reform agenda in
Australia.

The allocation of water entitlements should ensure guaranteed supply.
Decisions on allocation should be based on sound science, they should involve
engagement with all stakeholders, include adequate review timeframes and be
transparent and accountable;

Water entitlements used in agriculture and rural industries should be separated
from land ownership.

Australian governments should establish a national water market within and
between States and Territories that is based on the relevant parameters of the
region (catchments or basins), are flexible (in structure not decisions on
entitlements) and are equitable.

Sufficient allocation of water resources to ensure ecosystem integrity and
adequate environmental flows should be the paramount consideration in
relation to Government decision making for water management in Australia;

The effective operation of a national water market should not be limited by the
application of any sector based subsidies or rebates, or artificial barriers or
impediments to trade.

Water pricing should be based on a user pays system that incorporates all costs
with the cost of environmental flows being borne by the entire community.

The allocation and pricing of water should ensure that the highest value users,
such as minerals projects, have access to reliable water supplies.

Reform and coordination of the various legislative regimes used to manage
water is required. There is a disconnect between the discharge of water from
one user (an effluent that must be minimised) and the allocation of water to
another down stream (a resource to be valued).
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The sustainable development framework and the water principles above are relevant
to VMEC and its members and form the basis of our submission on the Green Paper.

3 ALLOCATION OF WATER RESOURCES

3.1 Sustainable Management of Water
The Green Paper states that sustainable water management for Victoria should be
characterised by:
e Reliable and safe urban water and sewerage services;
A high value, low impact irrigation industry;
Healthy rivers and catchments;
Communities that truly appreciate all the services water provides;
Communities with a strong water conservation ethic;
An efficient and accountable water sector.

VMEC is concerned that the summary does not include the desirable attribute of
“having efficient, high value, industrial users of water”, “having reliable supplies to
industrial users” and “having healthy ground water systems”. We raise these three

points as they characterise three of the critical omissions from the entire Green Paper.

Water has been treated by and large as a commodity, with little or no recognition for
its social, environmental or cultural values. It is only in recent years that the diverse
range of interests in water such as environmental flows and cultural significance have
been considered in water management decisions. The key point made in the Green
Paper that the health of our river systems is not simply an environmental concern but
is intimately connected to our economic and social well being is most apt.

Water, second to minerals is the most important resource to the minerals industry, and
is critical to the current and future operations of the industry. The minerals industry is
a national industry and operates across all jurisdictions; consequently we take a
national perspective to reform. Australian governments, including Victoria, are
currently reviewing, their water policies and regulations. Through this reform process
it is important that there is significant inter-jurisdictional cooperation and
coordination so that overlap and inconsistencies are minimised.

The VMEC believe that all individuals, organisations and governments must begin to
address the growing concerns of significant water shortages. Water must be managed
in accordance with the three pillars of sustainable development, economic, social
(community and cultural) and environmental. It is pleasing to note that Victoria has
begun the process of reform. However, it is imperative that the Government sees
these reforms through to implementation if we are to ensure that we do not
compromise the ability of future generations to meet their own water needs.

Victorian Minerals & Energy Council 6



Green Paper on Water

3.2 Water Data

A fundamental to the sustainable allocation of water in Victoria is the establishment
of sound scientific data on the water resources of the state so that factual assessments
can be made. These data include meteorological data; river flows and water storage
data; groundwater data; water quality data; and water extraction data.

All are important and none should be taken for granted in the cut and thrust of policy
development for the sustainable management of our water resources. It is important
that sufficient resources are allocated to the continual collection of high quality water
data. These data should be available to all and coordinated on a national basis. As
stated above, accurate data are a necessary ingredient to the allocation of sustainable
water supplies to all class of users including regional based industrial users.

Groundwater is an integral part of any sustainable water management system.
However, we have concerns with the integrity of the extensive groundwater data base
owned and operated by the State. Without accurate data on the groundwater resource
it is impossible for it to be effectively managed.

Whilst the groundwater data base is extensive our concerns relate to the poor records
of borehole construction and in particular the lack of detail on the specific aquifers
that are being monitored. We believe that rather than just simply continuing to collect
data of dubious value that a comprehensive and careful review be undertaken to
identify the bores that tap uncertain aquifers or multiple aquifers and remove them
from the data base.

In addition, groundwater extraction is only monitored by, urban and industrial users
and the largest agricultural users. There is a need to ensure all water use is monitored
and records kept.

3.3 Water Ownership

The minerals industry recognises that ownership of water rests with the Government,
and that it is the responsibility of the Government to administer water entitlements.
The industry considers that an efficient and equitable system of allocating water
resources based on creating the greatest value for the economy is in the national
interest.

Water licences with clear entitlements should not be exclusively linked to land
ownership in rural Victoria. Future allocations should be made to customers with
legitimate other property rights which include exploration and mining licences along
with other licences to operate.

3.4 Competing Interests for Water

The minerals industry acknowledges that it is only one of the many competing
interests for our finite water resources, including environmental, community, cultural
and economic. VMEC considers it most unlikely that water allocated through a
tradable market based mechanism (separate from land ownership) will ensure the
interests of all parties are met. It is therefore likely that the Government will need to
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intervene in certain circumstances to correct any market failures in these areas, such
as the allocation of water for environmental and social purposes.

Minerals industry users of water require secure title to water allocations. Purchase of
surplus or unallocated water on the market will never satisfy the certainty that
investors require before committing to a large minerals project in rural Victoria.
Consequently is it important that the market for water include firm entitlements so
that minerals companies are able to purchase sufficient water for their projects. It is
through this process that water will be allocated to the highest value users. It is
particularly inefficient and a distortion of a water market if companies are required to
purchase farming properties in order to gain access to the water entitlements.

4 INDUSTRIAL USERS

4.1 Water Use in the Minerals Industry

As already mentioned, water is critical to the present and future operations of the
minerals industry. There are many reasons for this:
e Water is used in all facets of a minerals operation, from drilling for
exploration to revegetation in mine closure;
e The difficulties in overcoming water management from having too much to
not enough;
e The challenges of maintaining water quality; and
e Guaranteed access to cost effective water may determine whether or not a
proposed mineral operation goes ahead.

The Australian minerals industry is a highly proficient user of water and is responsible
for only 3% of water consumption in Australia. Of that 3% only 5% is accessed from

the mains supply, with 95% being sourced from aquifers and drainage within the area

of operations. The industry uses far less water than is lost through inefficient delivery
systems.

The minerals industry is also one of the highest value users of water resources. For
example, the Victorian brown coal mining industry uses 25 GL of water to produce 65
million tonnes of coal with a value of about $500M per year. This places a value on
the water of $20M per GL which is more than 10 times the highest value agricultural
use which is $1.8M per GL for irrigated vegetables.”

While the major use of water at most mine sites is in the concentration or
beneficiation processes and associated tailings dam, water requirements vary
considerably depending on for example the commodity being mined, the type of
mining, the technology being used and the location of the mine. This variation
presents considerable opportunities and challenges for industry professionals.

2 Australian Water Resources Assessment 2000, National Land and Water Resources Audit,
Commonwealth of Australia, 2001.
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4.2 On and Off Site Reuse, Recycle, Storage and Disposal

The reuse and recycling of water is in general done very effectively at mineral
operations in Australia. There are many opportunities on site including treatment and
reuse in processing or tailings disposal, dust suppressant, vehicle wash down and
watering vegetation.

Water storage requirements don’t generally pose difficulties for mineral operations in
Victoria, apart from the normal siting and project approval processes. However,
potential problems do arise where there are regulatory (zero discharge), long term
accumulation, hazardous substance or post closure storage requirements. Fortunately
there are options for water storage on a mine site, including water supply dams and
retention ponds, water tanks, final voids and (artificial) wetlands.

Water disposal can pose many challenges and is generally thoroughly addressed in
any water management system. There are extensive regulations governing the
disposal of water in Victoria that often make it necessary to store the water on site and
remove through evaporation or transpiration.

4.2.1 Water as an Effluent

The industrial use of water in the Green Paper is only considered in the context of
urban water use. Off site water sourced for mining and mineral processing is
generally water sourced in a rural context and in competition with agricultural and
other regional water users. The use of industrial water in a rural context must be
recognised as a legitimate use of water.

It is important that there be recognition of water discharge from a mine site or mineral
processing plant is a resource and not an effluent that needs to be avoided. Asa
community we have a need to make use of the total water resource, not evaporate it to
satisfy EPA discharge licence rules. We need to change the mind set to one that
credits returns to the water balance rather than penalise. To achieve this, review of
the EPA regulations is required.

4.2.2 Exploration, Mining, Processing and Refining

Exploration in general is a low intensity activity for which there are diverse
requirements for water. These requirements include human consumption, drilling
process water and site rehabilitation.

While mining activities in general are not water intensive, management of mine
dewatering can present significant challenges. There is always the potential that mine
dewatering demands can’t be met, leading to the temporary or permanent closure.

Mineral processing and refining are often the single most water intensive activity for a
mineral operation. Water may be required for grinding, flotation, gravity
concentration, dense medium separation, pyrometallurgical and hydrometallurgical
processes.

4.2.3 Tailings

Next to processing and refining, tailings disposal is a water intensive requirement for
a mineral operation. The primary risks associated with tailings dams are the potential
toxicity of tailings material and the potential for that material to be unintentionally
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lost through leaching, seepage or dam failure. While tailings dams are significant
consumers of water, they also provide opportunities for optimising the overall
management of water on site.

4.3 Water Management

Due to the complex water use arrangements on a mine site, as well as regulatory
requirements, most mine sites have fully integrated water management systems.
These systems are highly site specific, though they will all have common elements
and in general provide a risk management approach to water use on site. For
example, effective water management systems will address both the quantitative and
qualitative aspects of on site, and off site as appropriate, water requirements,
consumption, contamination, storage, disposal, monitoring and measuring. Similar to
other systems for managing highly variable items, water management systems are
comprehensive enough to cover all possibilities, yet flexible enough to accommodate
the constant variation in water requirements on site.

4.3.1 Water Management Plans
The Green Paper proposes a number of initiatives to reduce industrial water
consumption. These include:
e Water audits and best management practice to promote efficient water use;
e Water management plans for biggest users
e Using water that is “fit for use’.

These initiatives are supported. However, the minerals industry to a large extent
produces more water than it uses and the key issue to be dealt with at a site level is the
effective discharge of excess water so that it can be added to the total resource and not
lost.

Given this difference it can be expected that water management plans for mining
projects will differ from other industrial users in rural Victoria

4.3.2 Metering

The Green Paper proposes that all major water users be metered. The minerals
industry believes that all water users should be metered. If market reform is to be the
driving force to change the way we use and conserve water then market signals as to
cost must be available. Metering provides the most direct link between use and cost
and is necessary to implement the reform program effectively.

4.4 Legislative Action Required

A complete rewrite of legislation, regulations and guidelines from a wide range of
Government agencies is required to ensure the stated policy of efficient reuse of water
is capable of being implemented.

As mentioned above, there is a particular need to review the EPA licensing for
discharges from mine sites. The current regulations require discharges to be
minimised and even when water is of a quality that is fit for environmental flows it is
easier for companies to build an evaporation pond and remove the water from the
water balance than to seek a discharge licence to return the water to the system.

Victorian Minerals & Energy Council 10
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5 IRRIGATION

Whilst the proposals contained in the Green Paper that directly relate to irrigation are
not the direct realm of the minerals industry we do often compete for water in rural
Victoria and therefore make the following comments in that context.

Water for agriculture in Victoria accounts for about 80% (77% being irrigation water)
of all water used and therefore any actions to ensure a sustainable water resource will
most directly impact on, and be influenced by, changes in water use practices by the
agriculture industry.

The minerals industry supports the following proposals contained in the Green Paper:
Improving the effectiveness of water markets;

Unbundling water rights;

Improving water system management for value and reliability;

Improving on-farm use; and

Allocating the management of environmental flows to the CMA’s.

The retrieval of environmental flows from irrigators is likely to be a difficult process.
The processes proposed are supported although it is appreciated that the Government
will need to take a long term view of achieving its goals and must be committed to
implementation.

The proposals to unbundle water rights is supported including the proposal to limit
individual water entitlements in any one system to 5% to guard against market
speculation. However, we strongly oppose the retention of the practice of tying water
rights to irrigable land ownership. To do this will prohibit access to water
entitlements for non irrigation water uses, many of which can be of a much higher
value use, such as minerals processing.

For example, the recent study undertaken by SKM? of the Murray Basin’s mineral
sands resources reported that the gross return per ML of water used was $7,666 for
mineral sands processing compared to the highest value agricultural use of only
$3,197 for grapes in the region.

Water rights should be available to all holders of property rights which include
exploration and mining licence holders.

¥ Murray Basin Mineral Sands Infrastructure Planning Study, Sinclair Knight Merz
(SKM), 2000.
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6 ENVIRONMENTAL FLOWS

6.1 Imperative

Water is crucial to the effective functioning of all ecosystems and particularly to
riverine systems and there is general agreement amongst Australia’s scientific
community that Australia’s riverine systems have undergone significant decline in
recent years. Fundamental to ensuring improvements to our degraded waterways and
prevention of any degradation to healthy systems is the allocation of adequate water to
ensure ecosystem integrity.

The necessity to allocate sufficient water to ensure ecosystem integrity through
environmental flows is fully supported by the minerals industry, both in Victoria and
as a point of principle, nationally.

However, in making this commitment we believe in the following imperatives;

1. The establishment of the individual catchment environmental reserves should be
based on sound science, demonstrable community needs and pragmatic economics
and not allowed to become politicised or manipulated by special interest groups.

2. When establishing the individual environmental reserves care is required to ensure
that the targeted environmental gains are firstly identified and then consistently
monitored and reported in a transparent manner. Without such rigour the
credibility of the stated aims of the Green Paper will be seriously questioned,
particularly by those stakeholders that will be required to surrender some of their
current rights or water use practices.

3. Any funds raised for environmental reserves should be raised as a levee from the
entire Victorian community, not just the water users in a particular catchment
system as the environmental flows will benefit the entire community. Also, such
funds raised should be held in trust for the environmental flows and not lost in the
State’s consolidated revenue.

6.2 Environmental Reserve

The proposal to secure the environmental reserve with legal status under the Water
Act could only be practical if that status was of a general nature only. We doubt that
there is sufficient data to establish the environmental reserve for any catchment at this
stage.

In catchments that are not over-allocated the proposal to use the precautionary
principle to set the level of the reserve is not supported. As stated previously the
reserve should be established using sound science, community and cultural
expectations, and pragmatic economics. To ignore the fundamental principles of
sustainability makes a mockery of the stated objectives of the exercise which is to
establish a sustainable water resource.

The proposal to implement the environmental reserve through the Catchment
Management Authorities (CMA’s) is soundly based although we do not favour the
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proposal that the CMA’s may purchase or sell water temporarily to achieve local
environmental objectives.

The minerals industry is critical of plans to purchase environmental flows with funds
raised through a levy on every water trade, unless it was a levy on all water users
across the state so that all the community contribute to the cost of the environmental
flows. It is grossly inequitable to expect the water users in particular catchments to
fund the environmental flows that will be enjoyed by all Victorians. Further, we do
not favour the Government purchasing water on the market as this will only lead to
market distortion.

Moreover, we are most concerned at suggestions that the CMA’s may sell water to
achieve short term environmental objectives. It is not in the spirit of other users, or
the community in general, funding the establishment of the environmental reserves
only to see Government authorities selling that entitlement. This would be entirely
counter productive and is most strongly objected to. If environmental water is
available it should be used for that purpose.

The structural changes (infrastructure and management practices) proposed to secure
the environmental flows are supported by the industry. These are the changes that
will lead to long term environmental outcomes. Money used to buy water would be
far better spent on improved infrastructure with the water balance savings returned as
environmental flows in perpetuity.

7 WATER MARKET

7.1 Water Access

The minerals industry strongly advocates the development of water access
(entitlement) systems based on long term security. Such security is critical to the
ability of the industry to access both national and international finance. The industry
accepts that the risks associated with natural events such as reductions in water due to
drought are inevitable and plans accordingly. To reduce risks VMEC considers that it
would be preferable to base the allocation of entitlements on sound scientific
information (including environmental flows). In addition, it is critical to the success
of the ongoing reform process that a set of agreed principles for water entitlements be
established.

In order that the industry is able to acquire secure long term water entitlements it is
important that the water market makes such licenses available free of linkages to land
ownership.

7.2 Water Markets

Water markets have existed in Australia for over 20 years, though it is only in the last
few years we have seen an increase in use of these markets. Indeed fully functioning
water markets are the cornerstone of the national and Victorian agenda of water
reform in concert with environmental, community and cultural water allocations being
secured by Government.
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There are many potential advantages to the establishment of water markets, primary
amongst them is the redistribution of a limited water resources to the most efficient
and high value use. This will often mean from irrigated agriculture to horticulture,
viticulture or industrial users. While there are obvious economic, social and
environmental benefits both locally and regionally, there are also potential economic,
social and environmental costs that need to be considered.

The introduction of water markets that transfer water allocation away from
agricultural practices are likely to have significant impacts on rural Victoria. This
will be a key consideration for Government in the development of effective water
markets. However, arrangements to offset the potential impacts, such as subsidies or
tax concessions that distort the market should be avoided.

Any environmental benefits will be highly dependent on how surplus resources
created through efficiency gains are allocated. There are indications that where
efficient markets have been established, the surplus water generated through those
efficiencies has not being returned to the river system, thereby, enhancing the problem
they were designed to ameliorate.

The overly slow transition to fully functioning, integrated water markets indicates
there are significant problems with establishing effective markets, these problems
include assessments and decisions on water allocation and compensation for any
reduction or removal of existing rights to water. It is proving particularly difficult in
the Murray Darling Basin, where many water resources are over allocated. We note
that the Commonwealth and relevant states have allocated $500 million over the next
five years to address the over allocation.

It is also not lost on anyone that the Murray Darling Basin is probably the most
advanced water market in Australia, and yet it still has over twenty different surface
water entitlements. This variability makes trading between entitlement types most
difficult, if not impossible.

In Australia to date there has been no assessment of the comparative water market
structures that may be implemented based on any specified parameters for a given
region, such as catchment management, rainfall, resource demands etc. This has
created the potential for authorities to develop and implement a water market and
associated institutional structures that may not deliver the intended sustainability
outcomes and may in fact reduce opportunities for ongoing innovation and reform.

The minerals industry fully supports COAG in their proposals to establish water
markets within and between States, Territories and regions.* The industry advocates
water markets that are based on the relevant parameters of the region, and are flexible,
equitable, efficient, and transparent and ensure that water resources are allocated to
the highest value use.

* Chief Executive Officers’ Group on Water, Report to the Council of Australian
Governments, April 2003.
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7.3 Institutional Arrangements

Water markets have been slow to evolve mainly due to the difficulties in defining
exactly what is to be traded and how it can be traded. The minerals industry considers
that for a water market to be effective it must provide:

Access to all industries

Transparent allocations

Price based on quantity, quality and reliability of supply

Tradable licences that are not tied to land ownership

It also goes without saying that regulations facilitating the establishment of a market
must be enforceable and incorporate mechanisms for dispute resolution and recourse
to arbitration. The Essential Services Commission could fulfil this requirement.

7.4 Cost Effective Water

It is noted that the Green Paper clearly states that the price of water will increase to
better reflect the scarcity of the resource and costs associated with environmental
flows. As stated previously, VMEC believe the cost of environmental flows should
be borne by the whole community, not just the users of a particular catchment. After
all, it is the entire community that benefits from the environmental flows.

It is also noted that prices will be set at a level to recover all service costs incurred by
water authorities. The minerals industry believes that water pricing should be based
on a user pays system that incorporates full cost recovery, including the establishment
and maintenance of necessary infrastructure such as pipelines, dams, water treatment
facilities. We are concerned that the establishment of particular sector based subsidies
or rebates, or artificial barriers or impediments to trade, will be counter productive to
establishing a long term sustainable water industry in Victoria. Moreover, caution is
required to ensure that the water authorities are operated efficiently and in this regard
the Essential Services Commission must ensure that these authorities do not abuse
their monopoly position in the market.

We also note the proposition that the Government may, in the short term, purchase
water for environmental flows. This would be a poor use of public funds and history
has shown that direct Government intervention into markets (of many different types)
has not been successful and only serves to distort the market.

8 WATER SECTOR MANAGEMENT

It is acknowledged that the Government has a stated policy to maintain the State’s
water authorities in public ownership. It is also noted that water should be treated as
the property of the Crown in much the same way as minerals are the property of the
Crown.

When considering the Government’s objective of a capable, innovative and
accountable water sector the complex institutional structure employed by the
Government to manage the water resources requires immediate examination.
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There are a myriad of water authorities, corporations, institutions and Government
Departments that have a role in the management of Victoria’s water resources. These
range from the CMA’s, the urban water corporations and the rural water supply
authorities. There are at least 36 bodies involved in the management of Victoria’s
water resources.

Clearly, rationalising the number of bodies offers a huge opportunity for improved
efficiency, clarity of purpose and customer interface. The minerals industry believes
that there are far too many water authorities, and far too many groups involved in
project approval processes. The disaggregated water sector is confusing to all types
of users, particularly, global industrial project investors. This confusion is a
disincentive for industry to invest in Victoria.

The current organisational arrangement, including the split of roles between the
various authorities, was in part established by the previous Governments to create
compact corporate entities that could be privatised to gain maximum revenue from the
trade sales. With that prospect no longer an option for the Government we strongly
recommend that the entire structure be re-examined and re-configured to meet
efficient customer service requirements.

We also note the proposal to make the CMA’s responsible for the management of
environmental flows in our streams. We agree with this proposal although we would
caution against setting environmental flows as an environmental issue rather than a
part of a complete sustainability issue.

9 INFRASTRUCTURE INVESTMENT OPPORTUNITIES

9.1 Infrastructure Costs

The State has a huge investment in water resources infrastructure, both urban and
rural, although much of it is aging and in need of replacement or augmentation. For
example, the estimated cost of replacing the earthen irrigation channels of the
Wimmera-Mallee with pipelines is estimated to cost more than $300M.

Victoria, as in all jurisdictions of Australia, has not kept up the required level of
investment in new or existing water infrastructure and demand is outstripping
government’s ability to provide essential infrastructure. This is compounded by the
realisation that routine maintenance is becoming more expensive as the assets age.
Consequently, there is a requirement to invest significant amounts of money to
provide water infrastructure for the future.

9.2 The Victorian Water Trust

The Victorian Water Trust is a positive step taken by the Victorian Government to
address the need to invest in water infrastructure. However, it is not the entire answer
and clearly recognised as a seed to encourage greater investment by others. The
$320M set aside for the Trust is to drive innovation and efficiency in water use and
availability across the state.
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9.3 User Pays

The minerals industry is a supporter of the user pays principle and we recognise that
this applies to all manner of services required by industry. Therefore, we believe that
urban, rural and industrial water users should shoulder the responsibility to pay the
cost of infrastructure required to supply the water they use. However, we also believe
that the Government (as representing the entire community) should be responsible for
paying for the cost of infrastructure associated with environmental and social flows.

9.4 PPP Schemes

As an adjunct to the Victorian Water Trust and the user pays principle the minerals
industry is an advocate for public private partnerships in the provision of water
infrastructure. Such partnerships are valid investment vehicles for private industry to
participate in water infrastructure. They also offer the opportunity for individual
minerals companies to source the water they require for a particular project. PPP
schemes do not diminish the Government’s stated policy of maintaining Victoria’s
water sector in public ownership. However, they do provide an avenue to the
financial resources required to meet the infrastructure expenditure demands.

Where private capital is invested in infrastructure to reduce water losses, such as the
seepage and evaporation losses from earthen channels, we are strongly of the view
that the investor should have access to the water that is saved. These so-called ‘sale
of savings schemes’ are an important source of “new” water that meet all the
principles of sustainable development.

Where the Government invests in works to reduce losses then clearly that water saved
can be reallocated by the Government to environmental flows.
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10 APENDICES

A RESPONSE TO THE SPECIFIC RECOMMENDATIONS OF
GOVERNMENT

B PUBLIC SUBMISSION RETURN

Victorian Minerals & Energy Council

18



Green Paper on Water

APPENDIX A- RESPONSE TO THE SPECIFIC RECOMMENDATIONS OF GOVERNMENT

Chapter One: The Challenge We Face

VMEC Position

1.1 Water authorities will be retained in public ownership. Noted

1.2 The Government will maintain the power to make decisions on the allocation of available Agree
resources, including surface water, groundwater, stormwater, water in supply systems, water
reclaimed from sewerage and from other water sources, and maintain the overall
stewardship of all water resources irrespective of source on behalf of all Victorians.

1.3 The management of water will be based on an understanding that the provision of water Noted

services that are valuable to the State’s economy and to our society, is dependent on a
healthy environment.

1.4 Users of the services our water systems provide, should wherever practical, pay for the full
cost, including infrastructure and delivery costs, and environmental costs associated with
that service.

Agree, although environmental flows should
be paid by all of the community.

1.5 The water sector charged with managing our water systems will be capable, innovative and
accountable to the Victorian community.

Agree

Chapter Two: Water Resources and Their Allocation

VMEC Position

2.1 Principles that are proposed for sustainable water allocation are:
» Water will be allocated to consumptive or other uses that provide private benefits where
Victoria’s communities regard this as in the public interest.
» Water will be set aside in an environmental reserve with legal status.
* The environmental reserve will:
- Aim to maintain the environmental values of the water system, and the other water
services which are dependent on environmental condition.
- Aim to provide a base level of environmental condition that maintains biodiversity and
ecological functioning and protects water quality.

Elected representatives should decide, not
civil society.
Agree

Environmental reserve based on sound
science, definable community needs and
pragmatic economics
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- Recognise that not all rivers and aquifers can be pristine, some having been
fundamentally changed through infrastructure and floodplain development.

* In establishing the environmental reserve, the rights of existing entitlement holders will be
recognised.

* All water users will have entitlements that are effectively a share of the available resource.
Entitlements will:

- Have secure tenure.
- Clearly specify the share or base volume and expected reliability, together with the
obligations associated with holding the entitlement.

» Consumptive entitlement generally will be allocated by market mechanisms and be
allowed to trade between entitlement holders.

» Where over-allocation has occurred (i.e. the environmental reserve is insufficient),
communities and the Government need to work together to rebuild reserves to provide
for agreed environmental needs and other water services dependent on environmental
condition.

 Environmental reserves will be monitored to determine whether they are achieving their
objectives and whether any further action is required.

» Water systems will be managed responsibly and with clear accountabilities to protect the
environmental reserve and water users’ entitlements.

Agree

Agree

Agree, but entitlements not linked to land
ownership.
Agree

Agree

Agree

2.2 The Government proposes to amend the Water Act to establish an environmental reserve.

Agree, quantum cannot be specified.

2.3 The Government proposes to establish an environmental reserve:

* In catchments that are not over-allocated, by establishing how much the environment
needs and then setting “sustainable diversion limits’.
* In establishing the reserve the rights of existing entitlements holders will be recognised.

Agree

2.4 The Government proposes in catchments that are fully or over-allocated to establish the

environmental reserves by initially setting caps that recognise the rights of existing water
entitlement holders and then determining whether further action is required.

This means that, in addition to the existing Murray Darling Basin cap in the north of the
State, the Government proposes that caps be imposed on seven river basins (set out in Table

Agree

Victorian Minerals & Energy Council

20




Green Paper on Water

APPENDIX A- RESPONSE TO THE SPECIFIC RECOMMENDATIONS OF GOVERNMENT

2) in the south of the State that are fully allocated, and in some cases over-allocated.

In these catchments caps would be set initially on current entitlement, with steps taken to
avoid increase in usage beyond the long-term average usage assumed in developing the
entitlements.

2.5 Pending the White Paper and a decision on the proposal to establish caps, the Government
will apply a moratorium on the issuing of new water entitlements in the seven basins set out
in Table 2.

Agree although sale of existing entitlements
on the market must continue.

2.6 The Government will use a range of market mechanisms to allocate any new entitlement,
maximising both its productive use and the return to the community.

Water allocated for productive use should go
to the highest value-add users.

2.7 The Government has adopted these key principles regarding metering:
* All significant water use will be metered.
» Water users will be responsible for the costs of metering their diversions.

All water users should be monitored.

2.8 Where there is overuse of licences, the Government will support rural water authorities in
developing transitional arrangements that allow diverters time to suitably adjust their
businesses or their entitlements to comply with the law.

Agree

2.9 The Government will:
* Ensure that registers are kept of licences, and that all registers of water entitlements are
publicly available.
* Investigate options for preparing, auditing and publishing annual water accounts for the
whole of Victoria.

Agree

2.10 To deal with the repercussions on water resources of timber plantations or other land-use
changes, the Government will investigate a range of management options, including:
» Amending planning processes to minimise the impacts of new developments.
* In catchments which are not capped setting aside allocations to allow for the effects of
plantations,
* Requiring water entitlements to be purchased to offset the effects of new plantations.

Agree

2.11 Where resources are going through a long-term alteration associated with climate change,
the Government will adjust bulk entitlements to ensure that the effect of this is shared across
consumptive users and the environment.

Agree
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Chapter Three: Smarter Water Use in Our Cities and Towns

VMEC Position

3.1 The Government proposes that the structure of prices should encourage water conservation. | Agree
For example, charging extra for very high usage or in summer months or in periods of water
restrictions.

3.2 The Government proposes to develop a set of principles to guide the way in which water Agree

authorities structure and design their prices. These principles are proposed to be
incorporated into the detailed arrangements for the Essential Services Commission’s (ESC)
regulation of the water industry. (Chapter 6 outlines in further detail the Government’s
proposal in regard to pricing).

3.3 The Government proposes that Melbourne water authorities set water conservation and
consumption targets to meet the overall Government targets.

We have no opinion on this matter

3.4 The Government proposes to put in place water consumption targets for other major Agree
regional cities and towns.
The targets will be developed in consultation with water authorities, with particular emphasis on | Agree

the towns with growing populations within proposed capped catchments (for example,
Geelong, Ballarat and Bendigo).

3.5 The Government proposes to work with water authorities to make water bills smarter by
increasing the information provided to consumers about their water consumption.

We have no opinion on this matter

3.6 In order to reduce current community confusion regarding the varying levels and types of
water restrictions across the State, the Government will work with water authorities to
implement a more uniform water restriction policy for urban supplies across the State.

We have no opinion on this matter

3.7 The Government and Melbourne’s water authorities will launch a new education campaign,
Our Water Our Future, aimed to change the behaviour of metropolitan water consumers to
support the Government's 2010 water conservation targets.

We have no opinion on this matter

3.8 The Government will introduce permanent water savings measures (e.g. ban hosing
footpaths and ban on using sprinklers between 10 am and 5 pm) for the Melbourne
metropolitan area.

We have no opinion on this matter
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3.9 The Government will require Regional Urban Water Authorities to develop permanent
water saving measures for their regions.

Agree

3.10 The Government, in partnership with the Commonwealth and State Governments, is
developing a National Mandatory Water Efficiency Labelling Scheme for appliances,
fixtures and fittings. Victoria seeks to achieve a nationally agreed scheme by early 2004, for
its implementation by late 2004.

We have no opinion on this matter

3.11 The Government proposes the introduction of mandatory AAA shower roses, taps and
pressure reduction valves by 1 July 2005 for new houses.

We have no opinion on this matter

3.12 The Government proposes the introduction of mandatory AAAA washing machines by a
target year of 2010.

We have no opinion on this matter

3.13 The Government will extend the Water Smart rebate system from 1 October 2003 until 30

June 2004 as follows:

» Rainwater tanks with connection to toilet — $300 to $150 for tank and $150 for toilet
connections.

« Retrofitting of dual flush toilets — $50.

« AAA shower roses — $10.

* High pressure cleaning devices — $30.

 Water conservation home audits — $30.

* A broadened range of garden products — $30.

* The rebate program will provide free shower flow control valves to the first 50,000 people
who request them.

* A special two month rebate will be provided for household whitegoods starting 1 October
2003 as follows:
- AAAA clothes washing machines — $150.
- AAA dishwashers — $100.

We have no opinion on this matter

3.14 The Government will consider the outcomes of the 2003/2004 Water Smart Rebate
Scheme in determining the future rebate scheme.

We have no opinion on this matter

3.15 The Government proposes the introduction of a WaterSmart rating system for all
buildings.

We have no opinion on this matter
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3.16 The Government proposes the development of water-sensitive urban design guidelines to
promote sustainable water use in urban development (including houses and buildings)
particularly in growth suburbs.

We have no opinion on this matter

3.17 The Government proposes to consider amendment of legislation to enable property buyers
to be informed of the water efficiency of houses and buildings.

We have no opinion on this matter

3.18 Metropolitan retail water authorities will be developing water management plans initially | Agree
for the 200 biggest industrial water users in Melbourne. The Government proposes to
extend this program to other major commercial and industrial water users and incorporate
use of recycled water where possible.

3.19 The Government proposes that Regional Urban Water Authorities develop water Agree

management plans for large industrial and commercial users in their regions.

3.20 The Government has announced that all new homes must have either a water tank or solar
hot water system from 1 July 2005.

We have no opinion on this matter

3.21 Stormwater harvesting should have an increased role in the water cycle management of
Melbourne and other urban areas. The Government proposes that the potential for
integrating increased stormwater harvesting into the future planning processes be
investigated.

We have no opinion on this matter

3.22 The Government proposes that future planning for the treatment of sewage include a focus
on high technology local treatment plants to enable recycling locally.

We have no opinion on this matter

3.23 It is also proposed that further investigation occur into the use of recycled water in areas
near recycled water sources, including investigation of promoting the use of recycled water
in these areas.

Agree

3.24 The Government proposes that retail water companies and Melbourne Water prepare
integrated Water Management Plans with local government and sports clubs to maximise
the use of recycled water for parks, sporting grounds and golf courses. (These plans could
be integrated with proposed Sustainable Water Plans outlined in Chapter 7).

We have no opinion on this matter

3.25 The Government will continue to support pilot projects utilising third pipe systems.

We have no opinion on this matter

3.26 The Government proposes that the costs and benefits associated with compulsory third
pipe systems in new developments be investigated.

We have no opinion on this matter
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3.27 The Government proposes not to support compulsory retrofit of third pipe systems in
existing suburbs.

We have no opinion on this matter

3.28 The Government proposes that new housing developments be required to achieve water
savings of at least 25%. These savings may be achieved through recycled water via third
pipe systems, and/or rainwater tanks or the reuse of stormwater.

We have no opinion on this matter

3.29 The Government will establish a Taskforce, to advise on the best mix of measures and
regulatory framework to increase the substitution of recycled and reclaimed water for
potable water for new urban developments.

We have no opinion on this matter

3.30 The Government does not propose that recycled water be placed in the potable water
supply system but technical development and implementation elsewhere should be
monitored.

We have no opinion on this matter

3.31 The Government proposes to:

* Develop Guidelines for Environmental and Health Management for all alternative water
products (including greywater, stormwater and rainwater). These would build on the
existing guideline for reclaimed water by the Environment Protection Authority (EPA)
and the Department of Human Services (DHS).

* Review the EPA regulations governing storing of stormwater and recycled water in
aquifers.

* Develop detailed guidelines for recycled water to be returned to our streams for
environmental flows or for use downstream as part of stream flow management.

» Ongoing review of the Victorian Planning Provisions to reflect Government policy on
sustainable water management.

Review EPA regulations to encourage the
return of mine water discharges into streams
where water quality standards can be
achieved.

3.32 The Government proposes, in partnership with industry to investigate the benefits and Agree
costs pertaining to the range of scenarios for the future use of recycled water (see Appendix
B).

3.33 The Government proposes to carry out a cost benefit study of major environmental uses of | Agree

recycled water including using recycled water in the Werribee Irrigation district, the
Thomson River and pumping recycled water north of the Great Dividing Range.

3.34 The Government proposes a reduction in discharge from ocean outfalls and a long-term

We have no opinion on this matter
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aspiration to remove them by reusing treated sewage as far as possible.

3.35 In early 2004, the Government will release a full business case study to explore all water
recycling options in the Balliang (Werribee region) as part of the Vision for Werribee
Plains.

We have no opinion on this matter

3.36 The Government proposes that other potential economic uses of recycled water are
investigated on a triple bottom line basis.

Agree

3.37 The Government proposes to investigate with water authorities the costs, environmental
impact and possible timing of the options to harness supplies already allocated to
Melbourne.

It is important that water available in regional
catchments is not diverted to Melbourne at the
expense of regional industrial development.

3.38 The Government proposes to investigate the development and application of cost-effective
technology, such as Water Pressure Reduction measures, to reduce leakage and assist with
asset maintenance.

Agree

3.39 The Government will introduce legislation to increase penalties for water theft or

unauthorised water use.

The legislation will:

* Double the maximum jail terms for water theft or unauthorised water use from three to six
months for a first offence and six to 12 months for a second offence.

* Triple the current maximum fines for water theft or unauthorised water use from $2,000 to
$6,000 for a first offence and $4,000 to $12,000 for a second offence.

* Double the current maximum fines for breaching water restrictions from $2,000 to $4,000
for a first offence (the maximum of three months jail remain the same) and $4,000 to
$8,000 for a second offence (the maximum six months jail term remains the same).

Agree

3.40 In 2003, the Government considers that a new dam for Melbourne is not sustainable. The
reason for this is not primarily driven by the high cost of building a dam ($1 billion) but due
to the sourcing of the water and its impact on regional communities and the environment.

Agree

3.41 The Government proposes that the economic, social and environmental benefits and costs
associated with desalinisation be monitored.

Agree

3.42 The Government proposes that the potential for aquifer storage and recovery for
Melbourne and other urban areas be investigated.

Agree
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3.43 The Government proposes that pilot water mining projects, such as Albert Park Lake
Project be promoted.

We have no opinion on this matter

Chapter Four: Smarter Use of Irrigation Water

VMEC Position

4.1 The Government will continue industry partnerships to carry out research and development,
aimed at facilitating increasingly productive and adaptable irrigated agriculture that
performs well environmentally.

We have no opinion on this matter

4.2 The core business of rural water authorities is to distribute water efficiently and effectively
to their customers. They are, and should be in the driver’s seat. But the Government is the
owner of the authorities, and is funding a lot of efficiencies. It will encourage authorities to
develop creative, best-value ways of distributing water with fewer losses.

Agree

4.3 The Government supports an open discussion about areas that might need to change to some
other use — as well as new areas to be developed for irrigation.

Agree

4.4 To facilitate system rationalisation by authorities, the Government proposes:
» To make domestic-and-stock rights in irrigation districts tradeable.
* To provide a power to acquire rights compulsorily, or some other way of authorities being
relieved of the duty of supply, in defined circumstances.

Agree

4.5 With Government support, rural water authorities need to be proactive about streamlining
their distribution systems. The Government will discuss with authorities an effective sharing
of responsibilities, and will be involved with water authorities and local government in
developing broad adjustment plans that cover all aspects — including social aspects (as is
happening at Kerang).

Agree

4.6 The Government proposes to investigate the impact of enabling water entitlements to be
unbundled into their three main components: a water share, a share of delivery capacity, and
a site-use licence. The Government recognises that this proposal would result in water being
able to be held without land. Some protections are appropriate if this was to occur. If water
shares could be held without land (full unbundling), a five per cent limit on the shares held
by any non-irrigator is proposed.

Strongly support full unbundling of
entitlements.
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4.7 The Government seeks feedback on the merits of two options: full unbundling, and a
halfway solution of retaining some requirement to hold land.

There should be no link between water
entitlements and land ownership.

4.8 The Government sees specification of shares of delivery capacity as a sensible first step, and
supports its legislative basis being clarified. The Government will work with authorities to
investigate whether subsequent steps could be:

* The authority holding some capacity in reserve and introducing a premium service (e.g.
delivery at one day’s notice) with higher annual charges.
» Having exclusive, tradeable entitlements to distribution capacity.

Reliability of supply is the key critical issue
for industrial users.

4.9 The Government supports Victoria’s relatively open trading regime. But together with rural
water authorities it will consider if any modifications are required, to take better account of
financial and social impacts. In particular, it will consider whether charges for distribution
should be tied to land.

Charges should not be tied to land.

4.10 In offering incentives to farmers to adopt less harmful practices, the Government Agree
recognises that the farmers’ ability to keep any water saved in the process is part of what
motivates them.

4.11 If the Government were to invest to generate on-farm savings then those savings should be | Agree

directed according to the outcomes sought — environmental, regional development and or
social outcomes.

4.12 At this stage the Government would like all options to be discussed, though it sees merit in
the third option — light-handed regulation through site-use licences — and recognises that a
package made up of different options might be needed.

Reliability of supply is the key issue for
industry.

Chapter Five: Dealing with Stressed Rivers

VMEC Position

5.1 The Government:

* Is committed to achieving significant improvements in the health of Victoria’s rivers by
2010 by increasing environmental flows and undertaking riverbank and catchment
management works.

* Restates its commitment to the Victorian River Health Strategy as the policy framework

Agree
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for managing Victoria’s rivers, floodplains, wetlands and estuaries.
* Recognises regional river health strategies as the mechanism for establishing regional
priorities and programs.

5.2 The Government proposes that the agreed environmental flows, which take into account Agree
scientific advice and community values, be achieved in 80 per cent of streamflow
management plans on unregulated rivers within 10 years.

5.3 Where the Government invests in distribution system savings for environmental purposes, Agree

all the resulting savings will be returned to the environment. Where other outcomes are
sought from these projects, such as regional development or social outcomes, water savings
will be directed accordingly and transparently.

5.4 The Government proposes to adopt an approach which will include:
* Investing in distribution system savings where these are economic.
 Changing system management where this is feasible.
* Enabling water donations to be made.
* Buying water — in which case the Government would prefer to invest in local adjustment
projects that provide long-term environmental, social and industry benefits.

It is acknowledged that there may be different combinations of options for different regions.

The Government seeks comment on the proposed approach and the issues raised.

Buying water for the environment is not
supported. Funds should be directed to long
term sustainable solutions to secure water for
the environment.

5.5 To ensure that the community receives the best environmental return on investment in
additional river flows, the Government will:
* At the state level, establish priorities and the budgetary and governance framework for the
acquisition of water.
» Establish an operational manager of the environmental reserve at the regional level.

Government intervention in water markets
will distort those markets. We do not support
the Government purchasing water for the
environment.

5.6 The Government proposes to give responsibility for operational management of the
environmental reserve to Catchment Management Authorities, to enhance their role as the
caretaker of river health.

Agree

5.7 It is proposed to amend the Water Act 1989:
* To broaden the waterway management function beyond addressing bed and bank erosion
to include managing the environmental reserve and the other aspects of river health.

Agree. It is important that the law state that
water held for environmental flows is used for
that purpose and not traded for other purposes.
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* To allow, where considered appropriate, the authorities to hold bulk entitlements for the
environment.

Chapter Six: Pricing for Sustainability

VMEC Position

6.1 The Government proposes to develop a set of principles to guide the way in which water
authorities structure and design their prices. The Government proposes that these principles
will include, but not be limited to, the following:

* That prices for water services should be structured and designed to provide:
- Appropriate signals to water users about the impact of using water for discretionary
purposes.
- Appropriate signals about the high costs of coping with peak demands in certain
seasons.
- Incentives and disincentives to promote the efficient and beneficial use of the most
sustainable, fit for purpose, source of supply.

Agree

6.2 The Government proposes that, going forward, water authorities, in consultation with their
customers, will be required to design pricing structures that are consistent with the
Government’s principles. The ESC in undertaking price reviews on the future level of prices
will be required to ensure that the structure and design of prices submitted by the water
authorities comply with these principles.

Agree

6.3 Therefore, the Government proposes to introduce an increase in water prices to better reflect
the scarcity of the resource and costs related to the environmental impacts associated with
the provision of water-based services.

Agree

6.4 In addition to principles regarding pricing structures, the Government’s pricing principles
for cost recovery will include but not be limited to the following:
* Prices should recover all operational, maintenance and administrative costs.
* Prices should ensure water authorities generate sufficient revenue to undertake the
renewals and rehabilitation expenditure required to maintain the serviceability of

User pays principle is supported.
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existing assets.

* Prices for all water authorities should recover the cost of capital (return on equity and
interest on debt) associated with new investments (augmentation or commission new
assets).

* In terms of the rural sector, an arrangement will be made whereby prices will not include a
return on equity associated with past investments.

* In terms of the regional urban and metropolitan sectors, the Government will determine in
the context of finalising the framework for independent regulation, the extent to which
each authority’s prices include returns on past investments. The Government will seek
to ensure that these returns will take account of the impact on existing level of prices,
subject to viable business outcomes.

6.5 From 1 January 2004, the ESC will be responsible for administering the Government’s
pricing framework. In fulfilling its responsibilities, the ESC will protect the long-term
interests of customers and ensure prices are fair and reasonable by making sure:

* Prices are not too high, reflecting misuse of monopoly power, nor too low, undermining
the long-term sustainability of the water industry, and the health of water resources.

* Processes to set prices are transparent and consultative, and engage customers and the
community on their preferences with respect to prices and the level of service.

* Prices are easy to understand and are accompanied by separate arrangements that provide
appropriate support for low income or vulnerable customers (hardship policies).

Agree

Chapter Seven: An Innovative and Accountable Water Sector

VMEC Position

7.1 With the objective of improving the capability of authorities within the water sector, the

Government will carefully consider:

* Options for greater collaboration and potential structural changes to ensure authorities are
well resourced, operate on a sound financial basis and have the depth and breadth of
skills to drive innovation, implement major projects and respond to the changing needs
of customers and the environment in specific regions.

There are far too many water entities.

Rationalisation is required.
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» Boundary changes to facilitate closer alignment between agencies and more effective
resource management arrangements.

7.2 The Government proposes to consider options in relation to redefining the role of resource
managers to assign the role of auditing compliance with bulk entitlements to an appropriate
statutory body independent of system operators and bulk entitlement holders.

Why do we need yet another entity?

7.3 The Government proposes to set out the functions and roles of the storage operator in the
Water Act 1989. In the first instance, these functions and roles could be assigned to water
authorities who are currently operating large storages. The functions and roles could
include:

* Formal recognition of storages and their functions to supply water and provide for
recreational and public use.

* The rights and powers to properly manage storages.

* Processes to engage with local government to contribute to statutory planning to protect
the water quality and environmental values of storages and surrounding land.

* Processes for preparing and implementing recreational plans.

» Mechanisms to collect revenue from people and agencies who derive benefit from the
dams.

* Processes for decommissioning dams.

Any planning control should not include
exclusivity to the water authority. Planning
controls in catchments should recognise the

principle of multiple and sequential land use

management regimes.

7.4 The Government’s roles and responsibilities for the supply of recycled water are:

* Current water and sewerage retailers will be primarily responsible for retailing recycled
water and consideration will be given to providing retailers with the responsibilities for
surface and groundwater licences.

* In Melbourne, Melbourne Water will provide the complementary wholesale role in
treatment and trunk delivery of recycled water from its two treatment plants.

* The Essential Services Commission will provide the economic oversight of recycled water
services.

* Private sector participation in infrastructure provision will continue to be supported in line
with the Government’s Partnerships Victoria principles.

Agree

7.5 The Government proposes to remedy the gaps in the Port Phillip and Westernport catchment

We have no opinion on this matter
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management arrangements by establishing consistent arrangements for whole of catchment
waterway management and regional drainage across the whole region.

7.6 The Government proposes to examine the allocation of roles and responsibilities in relation
to managing stormwater in the longer term to maximise its potential as an alternative
resource.

Agree

7.7 In terms of introducing processes that drive improved performance through greater
coordination and collaboration between the various agencies within the water sector, the
Government has identified the following potential option for stakeholder comment:

* Require water authorities to develop Sustainable Water Plans designed to achieve regional
sustainability objectives, including the identification of projects and initiatives to meet
urban growth in outer Melbourne.

Agree

7.8 In terms of driving innovation and improved performance, the Government has identified
the following potential options for stakeholder comment:

« Extend and improve the framework for comparative performance across all water
authorities while recognising the need to ensure the water sector, as a whole, learns from
the successes and failures of innovative approaches attempted by individual authorities.

* Facilitate private sector involvement to drive innovation and efficient service delivery.

» Government to work in partnership with the water industry to develop a long-term
research program to provide knowledge and innovation in the management of water in
Victoria.

Agree

7.9. The Government will identify opportunities to improve the current legislation governing
the water sector to ensure it is comprehensive, clear and sufficiently robust to accommodate
future changes and challenges.

Agree
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