
 

 

 
 

WEST AUSTRALIAN COUNCIL OF SOCIAL SERVICE 
 

CONSUMER UTILITIES PROJECT 
 
 
 
 
 
 
 
 
 

Submission to the Economic Regulation Authority 
 

Inquiry on Urban Water and Wastewater Pricing 
 
 
 
 
 
 
 
 
April 2005 
 
 
 
 



CONTENTS 
 
 
GLOSSARY 
 
INTRODUCTION 
 
EXECUTIVE SUMMARY 
 
CONTEXT 
 
ECONOMIC REGULATION AUTHORITY DRAFT FINDINGS AND RECOMMENDATIONS 

 
Service Standards 

 
  Balancing Water Supply and Demand 

Water Availability and Use 
Source Development Plan 
Demand Management 

 
Revenue Requirement 
Operating Expenditure 

 
Tariff Structures 
Meeting Efficiency Objectives 
Managing Demand/Meeting Demand Management Objectives 
Meeting Social Objectives 
Adjusting for Externalities 
Wastewater Pricing 

 
Options for Pricing Reforms and Their Impacts 
Option 1: Set the usage charge to LRMC 
Option2: Introduce a two-block inclining tariff 

 
AQWEST/Busselton Water 

 
REFERENCES 

 
 

 2



 
 
GLOSSARY 
 
ERA   Economic Regulation Authority 
 
WACOSS  West Australian Council of Social Service Inc. 
 
Draft report The Economic Regulation Authority Inquiry on Urban Water 

and Wastewater Pricing draft report 
 
Government The Government of Western Australia 
 
 

 3



INTRODUCTION 
 
The Western Australian Council Of Social Service Incorporated (WACOSS) is the 
peak body of the community service sector across Western Australia.  Since 
1956, WACOSS has been developing and strengthening the non-government 
community services sector’s capacity to assist all Western Australians. With over 
350 members, WACOSS has strong relationships with the social services sector 
and seeks to represent their interests, and those of the disadvantaged 
individuals and families they assist at a service level.  Given this relationship, 
WACOSS is in a unique position to comment on issues in our society that socially 
impact upon disadvantaged members of the community. 
 
WACOSS is well respected within both government and non-government arenas 
as being an authoritative voice for consumers with regard to Utility reform in WA. 
WACOSS has developed a strong network with Utility Policy Workers across 
Australia, which provides us with information and expert opinion on these issues. 
 
In March 2005, WACOSS commenced the Consumer Utilities Project, funded 
through the Department of Consumer and Employment Protection. This project 
will build upon the utility policy work WACOSS has undertaken over the past 4 
years.  The Consumer Utilities Project has been established to work with 
consumers and representative organisations to achieve better outcomes in the 
provision of essential services.   
 
WACOSS has direct access to the issues of low-income and disadvantaged 
consumers through our Consumer Reference Group, which includes 
representatives from the Emergency Relief sector, Unions, Financial Counsellors 
and Community Legal Centres. These agencies provide us with policy 
information and direction in relation to our work and look to us to represent the 
interests of their clients with regard to water issues. We have taken on this role 
due to the level and severity of the Utility issues being raised by community 
agencies and the fact that there is no other resourced body in Western Australia 
representing these issues.   
 
Providing a response to the Inquiry on Urban Water and Wastewater Pricing 
draft report is an important process for WACOSS to engage in to endeavour to 
ensure the Economic Regulation Authority give appropriate consideration to the 
social impacts when conducting their analysis and making recommendations to 
the State Government in their final report. 
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EXECUTIVE SUMMARY 
 
Water is an essential service in maintaining life, well-being and general 
community health standards. Water usage can be either necessary or 
discretionary. That is, there is a level of water usage that is unavoidable to 
sustain a relative standard of life and water usage above this standard for non-
essential purposes. Any changes to existing pricing structures and/or the 
development of new pricing structures must guarantee access to an affordable 
level of water, and most particularly, ensure that necessary use of water is 
affordable for low-income households.  
 
Access to water services and use of water resources can be influenced by: 
 

 Tariff amount/Price: that is how much it costs per kilolitre of water 
 Tariff design; including the structure prices take such as price increments 

at certain steps 
 Allocation; whether or not restrictions are in place, and how much 

discretionary water use you have (particularly relevant for large families) 
 Concessions: including horizontal based such as rebates for the whole of 

the community, and vertical based which acknowledges the inability for 
low income households to cover the full cost of essential services 

 Attitudes; what education campaigns are effective and are being run, 
and how is the community responding to the campaigns 

 
It is important that the ERA acknowledge the role each of the influencing factors 
play in ensuring low-income consumers can access adequate water services. 
Two areas of particular concern to WACOSS are the emphasis of price as a 
demand management tool, and the cost shift from home owners to tenants. 
 
Price should not be used as a demand management strategy because:  
 

 The social costs would outweigh the potential benefit. 
 There is a large body of research and evidence that concludes that water 

is price inelastic, that is demand that is not greatly affected by a change 
in the price of the product.  

 There is further evidence that suggests low-income households have even 
lower demand elasticity than high-income households. 
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The people in society that can least afford price increases will be the major 
losers in any move to cost shift from fixed charges to consumption charges 
because: 
 

 Tenants are responsible for up to 100% of the water consumption charge 
 Tenants are not usually responsible for the fixed charge, so would not 

benefit from a reduction in fixed rate charges 
 Tenants are at greatest risk of financial hardship and can least afford cost 

increases 
 
The result of the ERA draft findings, if adopted would result in: 
 

 Increased revenue generated through customers, without any justification 
for increased expenditure 

 Large families being penalised via price increases  
 A significant cost burden shift from homeowners to tenants  
 Low income earners facing increased costs if they are unaware of their 

current water consumption levels (highly likely) 
 Increased wastewater charges for people living in more affordable 

suburbs 
 
The people who will benefit most from the restructure in pricing are small families 
who own a high value property in a wealthy suburb. The social costs of such 
recommendations being adopted are too high.
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CONTEXT 
 
When the Economic Regulation Authority Bill was introduced into Parliament, 
WACOSS made a submission to the Government regarding some concerns 
including, inter alia, the protection of the public interest. The relevant extract of 
that submission is detailed below. 
 
The community is becoming increasingly aware of the importance of regulation 
and it’s impact on the lives of everyday citizen.  For example, significant media 
attention has been given to the critical comment and the recommendations 
regarding the regulation of the insurance industry by APRA made recently by 
the Royal Commission into the collapse of HIH.  The Federal Government has 
come under scrutiny and criticism for failures in establishing a regulatory system 
robust enough to protect the public from the impact of such collapses and the 
public is becoming increasingly cynical of government distancing itself from 
responsibility through the implementation of “independent” regulation.  The HIH 
Royal Commission made over 60 recommendations and the majority of those 
recommendations went to improving and strengthening and providing bigger 
skills bases for the Regulator.  The failure of the regulatory system to prevent or 
address the HIH issue, amongst other corporate collapse and events affecting 
the lives of citizens, should be seen as a warning to Government regarding the 
importance of well planned, implemented, resourced and supported regulatory 
systems. 
 
One of the basic arguments for the imposition of economic regulation upon an 
industry is to insulate consumers from the effects of market conditions.   As such, 
one of WACOSS’ main concerns with the ERA Bill is the Bill's lack of consideration 
of consumer and environmental concerns, contrary to the State Government’s 
stated commitment to achieving simultaneous environmental, social and 
economic outcomes.   
 
It could be argued that a concession to social considerations exists in Section 
26(1) of the ERA Bill, which provides for the ERA to: 
 
“have regard to –  
 
a) the long-term interests of consumers in relation to the price, quality and 
reliability of goods and services provided in relevant markets;… 
g) the need to promote regulatory outcomes that are in the public interest. 
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Section 26(2): 
 The Authority has a discretion as to the weight it gives to each of the 

matters referred to in subsection (1) in the performance of a particular 
function.” 

 
However, the term “have regard to” is ambiguous and does not necessarily 
commit the regulator to act in the best interests of consumers or the public 
interest; the regulator is obliged merely to consider consumer interests.  Further, 
this lack of robust protection is confirmed by section 26(2) in which the regulator 
is given discretion to weight these matters in a manner it so chooses.  These 
sections of the ERA Bill do not provide adequate guidance to the Regulator or 
assurance to the Western Australian public that social and environmental 
concerns will be addressed or that the public interest will be protected. 
 
The ERA Bill should provide guidance to the Regulator similar to the Victorian 
Essential Services Commission, by including provisions such as: 
 
The Objective of the Victorian Essential Services Commission states: 
 
[1] In performing its functions and exercising its powers, the primary objective of 
the Commission is to protect the long-term interests of Victorian consumers with 
regard to the price, quality and reliability of essential services. 
 
At the bare minimum the ERA Bill should be more explicit in the guidance to the 
Regulator to incorporate environmental, social and economic objectives in a 
balanced and integrated way, consistent with the current State Government 
commitment to the concept of sustainability.  
 
“The regulatory framework should cover all aspects of the service that are 
important to Government and society, including economic, equity and 
environmental objectives.  It should also ensure that there is an appropriate 
balance of these objectives where trade-offs arise.” 

- Victorian Essential Services Commission Proposal Paper1. 
 
National Competition Policy specifically states that the following matters be 
taken into account: 

                                                 
1 Victorian Department of Treasury and Finance, June 2001 
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• Government legislation and policies relating to ecologically sustainable 

development; 
• Social welfare and equity considerations, including community service 

obligations; and 
•  Interests on consumers generally or of a class of consumers 2. 
 

Whilst National Competition Policy (a stated rationale behind the development 
of the Economic Regulation Authority) allows for it, the ERA Bill does not make a 
tangible link between the functions of the ERA and the State Government’s 
stated commitment to triple bottom line sustainability. 

 
Furthermore, National Competition Policy does not limit the Government to see 
its community service obligation as its only social welfare and equity 
consideration.  Due to their economic and social disadvantage there are 
significant numbers of customers who are at risk of being further disadvantaged 
through the lack of adequate provision for consumer protection in the ERA Bill.   
 

The Victorian Government prioritised the interests of consumers, including low-
income and vulnerable customers, when establishing its Essential Services 
Commission.  The Victorian Essential Services Commission has in its stated aims 
and objectives the interests of consumers and includes practical initiatives to 
assist consumers in the form of the Consumer Utilities Advocacy Centre (CUAC)3.  
Continued resourcing of the CUAC by the Victorian Government is indicative of 
its commitment to the public interest. 

 

Furthermore, it is essential that the concept of public interest, particularly with 
regard to triple bottom line accountability be specifically defined.  There are 
serious concerns regarding the differing interpretations of the public interest.  
The fact that the Regulator will be independent of Government removes 
significant elements of the accountability to the public that is achieved through 
Ministerial responsibility of elected persons.  For this reason it is essential that the 

                                                 
2 Competition Principles Agreement – 11 April 1995. Section (3) 
3 The Objectives of the Victorian Essential Services Commission states: 
1)  In performing its functions and exercising its powers, the primary objective of the Commission 
is to protect the long term interests of Victorian consumers with regard to the price, quality and 
reliability of essential services. 
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concept of public interest, as understood by those whose interests are to be 
protected, is well defined and provides clear guidance to the Regulator. 
 
The absence of clear definition, clarity of purpose and guidance of weighting of 
considerations is of great concern to WACOSS.  We urge further consideration of 
the manner in which these issues have been approached in other jurisdictions, in 
particular in Victoria, and the provision of better protection of the public interest. 
 
The Economic Regulation Authority Act 2003 (The Act) was enacted, and the 
ERA was established as an agent of the State. The Function of the ERA are 
outlined in Part 4 of The Act; 

 
25. Functions 

The functions of the Authority are — 
(a)  the inquiry, reporting and other functions it is given by this Act; 
(b)  the functions referred to in section 11AA of the Energy Coordination 

Act 1994; 
(c)  the functions referred to in section 36(1) of the Gas Pipelines Access 

(Western Australia) Act 1998; 
(d)  the functions referred to in section 20(1) of the Railways (Access) 

Act 1998; 
(e)  the functions referred to in section 4 of the Water Services Licensing 

Act 1995; and 
(f)  the functions it is given by or under any other enactment. 

 
26. Authority to have regard to certain matters 
 
(1)  In performing its functions, other than the functions described in 

section 25(c) and (d), the Authority must have regard to — 
 

(a) the need to promote regulatory outcomes that are in the public 
interest; 

(b) the long-term interests of consumers in relation to the price, quality 
and reliability of goods and services provided in relevant markets; 

(c)  the need to encourage investment in relevant markets; 
(d)  the legitimate business interests of investors and service providers in 

relevant markets; 
(e)  the need to promote competitive and fair market conduct; 
(f)  the need to prevent abuse of monopoly or market power; 
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(g)  the need to promote transparent decision-making processes that 
involve public consultation. 

 
The ERA has been commissioned to investigate and report on the following 
matters related to the pricing of water and wastewater services in Western 
Australia: 
 

 The appropriate charging structures and recommended tariff levels for 
the Water Corporation’s and the Bunbury and Busselton Water Board’s 
urban water supply services (residential and non residential). 

 The appropriate charging structure and recommended tariff level for 
the Water Corporation’s urban wastewater services (residential and 
non residential). 

 
The draft report has highlighted areas where the ERA is incongruent to the 
regard they must have in performing their functions under the Act.  
 
Section 26(g) of the Act states;  
 
“The need to promote transparent decision-making processes that involve 
public consultation” 
 
The Department of Premier and Cabinet, Citizens and Civics unit have explored 
public consultation processes. Their report, Consulting Citizens: A Resource 
Guide makes a number of comments about effective consultation processes, 
including; 
 

 Ample time should be provided for consultees to participate throughout 
the consultation process, to become informed of the issues, reflect upon 
the information and make considered responses. 

 Consideration should be given to the meeting cycles of different 
organisations, and the time it takes for groups and individuals to be 
involved in formal discussions, debate and awareness raising. 

 Using language that is clearly written and free from unnecessary jargon. 
 Incorporating mechanisms to address differing levels of literacy in the 

community. 
 
The draft report is almost 200 pages long, and includes many economic terms 
and phrases (jargon) that are inadequately explained.  The draft report 
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submissions were to be submitted within six weeks of the draft report being 
released (and a subsequent one week extension was granted to all). Public 
forums on the draft report will commence after the submission date closes.  
 
In addition to public consultation processes, section 26(a) of the Act states, the 
Authority must have regard to; 
 
“the need to promote regulatory outcomes that are in the public interest.” 
 
The term “Public Interest” is open to subjective interpretation, however there are 
some general principles that can be attached to the term. The Public Interest 
test as outlined by the National Competition Council is below. 
 
The factors used to determine what is in the public interest are outlined in clause 
1(3) of the Competition Principles Policy Agreements (1995). They include:  
 

 Laws and policies relating to ecologically sustainable development;  
 Social welfare and equity, including community service obligations;  
 Laws and policies relating to matters such as occupational health and 

safety, industrial relations, access and equity;  
 Economic and regional development, including employment and 

investment growth.;  
 The interests of consumers generally or a class of consumers;  
 The competitiveness of Australian business; and  
 The efficient allocation of resources. 

 
There is no doubt the ERA has a role to play in not just considering, but factoring 
in broader public interest matters such as social and environmental impacts in 
price setting.  Although the power of the Economic Regulation Authority does 
not extend to price setting, they have the power to make recommendations to 
Government on price setting. Economic decisions produce social and 
environmental outcomes. If the ERA are relied upon to make recommendations 
that affect the ‘triple bottom line (economic, environmental, social) then they 
also have a responsibility to equally consider those affects. 
 
The draft report has highlighted the significant regard the ERA has placed on 
economic principles, to the determent of the poorest people in our society. For 
example, the adoption of Long Run Marginal Cost Pricing because it “has a role 
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to play” without any analysis of and factoring into the findings of the impact on 
low-income households. 
 
Governments are under pressure to accept the recommendations of the 
Regulator, despite some recommendations made by the ERA being 
contradictions to the social policy direction and programs of the elected State 
Government. The ERA should not be setting the social policy agenda for water 
resources, however given the ERA have the potential to detrimentally impact 
upon low income and disadvantaged West Australians, they should be ensuring 
their decisions are in line with government policy in meeting social and 
environmental goals. 
 
The ERA draft report highlights that the current regulatory framework allows for 
an unelected economic regulatory authority to both directly change 
companies’ practices, or promote various policy solutions that are contrary to 
the state governments policy and program objectives including “that a central 
plank of my Government’s forward social agenda is to assist in the alleviation of 
poverty”.4

 
Such recommendations by the ERA significantly change the nature and the 
scope of the democratic process with regards to essential water services. This 
highlights that public servants can make and implement policy that is directly 
contrary to the wishes and commitments of Governments. 
 
In addition, given the terms of this Inquiry state that the Authority must give 
consideration to, inter alia, the social impact, the ERA should place more 
emphasis on a balance between economic, environmental and social 
outcomes. The OECD report into Social Issues in the Provisions and Pricing of 
Water Services considered the balance between the triple bottom line 
objectives; “The question is often framed as one of efficiency versus equity. 
However these two approaches do not necessarily have to result in conflicting 
policy options. Under certain conditions, water-pricing systems can promote 
efficiency while addressing equity goals.”5  
 
The ERA has the capacity, within the scope of this inquiry, to research and 
recommend best practice models of water pricing to meet economic, social, 

                                                 
4 Premier Geoff Gallop, Speech to WACOSS Conference 2004. 17 June 2004. 
5Social Issues in the Provisions and Pricing of Water Services. Organisation for Economic 
Cooperation and Development, Paris 2003 pg 18 
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and environmental objectives. In this context, we look forward to the final 
recommendations of the ERA having more regard to the triple bottom line.  
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ECONOMIC REGULATION AUTHORITY DRAFT FINDINGS AND RECOMMENDATIONS 
 

Service Standards 
 
The measurement by the ERA of the Service Standards are those that are set out 
in the provider’s operating licence, under legislation administered by the 
Authority, the Water and Rivers Commission and the Department of 
Environmental Protection. These standards include minimum levels of customer 
service, environmental management and health standards. 
 
The ERA has made the following comments regarding the Water Corporations 
service standards: 
The Corporation’s proposed levels of service provision are consistent with 
required standards. These areas include customer complaints; drinking water 
quality; continuity, leaks and bursts; telephone answering, sewerage overflows 
on property and blockages; and services provided by agreement. 
 
The Authority is satisfied that the Corporation is meeting its mandatory 
performance targets in an efficient way, and in particular that it is not over-
investing in levels of service that exceed the requirements of its operating 
license. 
 
Whilst the ERA considers the Water Corporation not in breach of the required 
standards and are meeting mandatory performance targets, further 
independent analysis would be useful for the Water Corporation to improve 
customer related issues, such as credit management and conservation 
strategies. In addition, despite the satisfaction with the Corporation meeting the 
service standards, perhaps this illustrates deficiencies with the standards 
themselves. 
 
The Standards that are applied to the Water Corporation Licence include: 

 Drinking water quality;  
 Drinking water pressure and flow;  
 Drinking water continuity;  
 Drought response standards;  
 Irrigation water quality;  
 Irrigation water delivery;  
 Sewerage service standards;  
 Drains and drainage standards:  
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 Complaints handling; and  
 Response to customer calls.  

 
WACOSS would support additional independent analysis, which focuses on 
broader more qualitative analysis of customer experience with the Water 
Corporation as meeting required standards or mandatory performance targets 
does not examine important consumer issues, including the impact of restrictions 
and how financial hardship cases are managed. 
 
In addition to the above matters, Given that 35% of residential customers were 
dissatisfied with the taste of their water, and the number of complaints about 
water quality in WA exceeds the national average it is surprising that, despite 
these high figures, there is no recommendation for service standards to improve. 
WACOSS is also concerned about the potential of the Iceberg Principle effect, 
which is a theory that suggests aggregated data can hide information that is 
important for the proper evaluation of a situation- highlighting the need for 
qualitative analysis. 
 
In 2001, WACOSS made a submission to the Review of Western Australian Water 
Utility Service Standards, Customer Services Standards Review. The comments 
made in that submission also reflect the desire to have service standards in 
licences that better reflect customer priorities. In addition, that the measures of 
service standards are comprehensive, and acted upon when there appears to 
be a concern about service standards. An extract of some of those comments 
made in that submission are included below. 
 
The Western Australian Council of Social Service (WACOSS) believes the existing 
service standards do not reflect the needs or priorities of the majority of 
customers that contact community service organisations in WA.  Hundreds of 
community organisations provide services to thousands of clients every year 
who are experiencing financial hardship and facing the prospect of water 
restrictions or further financial difficulties due to the unfair and insensitive debt 
management and customer service practices of their Water Service Provider.  
The resultant social cost of water restrictions and unreasonable payment 
demands is immense and should be of great concern to all Western Australians. 
 
The current service standards do not include any framework for Water Service 
Providers in relation to debt management practices.  In particular, the standards 
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in relation to Customer Service are insufficient and superficial in their current 
form. 
 
Issues 
 
A summary of issues regarding Water identified by Emergency Relief Agencies 
and Financial Counsellors is outlined below: 
 
 Debts in relation to water are attached to the land and current 

landowner rather than to the person / people who accrued the debt.   
 
 The lack of existence or availability to the public of clear policies, 

procedures and guidelines in relation to the Water Corporation practices, 
particularly in the area of debt management, results in the removal of the 
right to natural justice and procedural fairness for customers who have 
had adverse decisions made against them. 

 
 Lack of availability or provision by the Water Corporation of information in 

relation to current complaints processes either internal to the Water 
Corporation or via the Office of Water Regulation. 

 
 Inconsistency between different Water Corporation Officers responses in 

relation to the management of outstanding debts.   
 
 The use of water restrictions as a debt management practice is 

unacceptable in terms of it’s impact on low income families and 
individuals.  There are often reports of families who are unable to send 
their children to school due to the fact that water restriction has left them 
without water to maintain their children’s personal hygiene, washing or 
feeding. 

 
 Unrealistic expectations of the Water Corporation in relation to the 

repayment schedule that can be maintained by those with outstanding 
debts.  There are continual reports of the Water Corporation demanding 
large payment amounts that would constitute a large percentage of a 
person’s income. 

 
 The Water Corporation has not yet implemented participation in the 

Centrepay scheme, which provides a convenient, voluntary direct debit 
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payment arrangement assisting those in receipt of Centrelink benefits to 
maintain their payment schedule. 

 
 Increasing referrals to Emergency Relief agencies by the Water 

Corporation as a debt recovery method.  Water Corporation Officers are 
aware that Emergency Relief Agencies have, in certain circumstances, 
paid clients outstanding Utility bill to prevent disconnection and have 
informed customers with outstanding accounts of this fact.  This creates an 
expectation by clients, that Emergency Relief agencies are, in fact, able 
to assist in all cases, which is beyond the capacity of Emergency Relief 
agencies. 

 
 In 1999/2000 Emergency Relief Agencies reported that approximately 

$830,000 per year was being paid by welfare agencies to Utilities to cover 
clients outstanding accounts.  Whilst the Utility may not see an issue in the 
welfare agency providing payment for the clients bill, there is significant 
opportunity cost to those in poverty.  In other words, the money paid to 
Utilities to prevent restriction or disconnection is desperately needed to 
feed hungry children of families living in poverty.  

  
 Lack of information and education provided to the public regarding 

concession eligibility.   
 
 Unreasonably high interest rates are applied by the Water Corporation on 

outstanding debts.  Whilst we now understand that the Water Corporation 
has the power to vary or remove the interest rate, this information is not 
widely available and Emergency Relief agencies report that they have 
never seen this occur.  We understand that the reduction of interest is 
applicable in cases of extreme financial hardship, however the power to 
make this decision is completely discretionary at this stage.  The practice 
of applying unreasonably high interest and the Water Corporations failure 
to waive the interest in relation to debts accrued by poor families and 
individuals is unconscionable.  This practice represents a punitive attitude 
towards those least able to pay and most likely to suffer as a result. 

 
 The format and layout of bills provided by the Water Corporation is 

confusing for many people. 
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 The absence of independent meter testing impacts on the consumers 
ability to be able to challenge the Water Corporation in relation to the 
account even where they suspect it is not accurate. 

 
 Lack of provision of consumption bill directly to the tenant who accrued 

the bill where the property is a rental premises. 
 
 Outstanding sewerage and drainage rates incurred by the owner of 

rental premises resulting in tenants suffering water restrictions. 
 
Strategies 
 
Suggestions for improvement which are relevant to the development of further 
Service Standards include: 
 
 The provision of easier to read billing information, including the provision of 

bi-monthly account statements for rates and charges other than 
consumption. 

 Separation of sewerage / drainage account from consumption account. 
 
 Allowance for tenants to register with the Water Corporation as the tenant 

of the premises and receive consumption bill directly at the property. 
 Removal or reduction of interest rate on outstanding debts to the Water 

Corporation with the encouragement to waive interest in circumstances 
of hardship. 

 
 Introduction of automatic waive or reduction of interest where debtor is a 

Health Care Card holder. 
 
 Abolition of the use water restrictions as a debt management tool. 

 
 Increased awareness of social impact of debt management practices in 

particular water restrictions. 
 
 Participation in the Centrepay Scheme and any other program that 

enhances the ability of customers to repay their debt. 
 
 Provision of Water Corporation policies, procedures and guidelines, free of 

charge, and available. 
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 Provision of information and education to customers regarding 

concession eligibility. 
 
 Abolition of policy, which removes concession eligibility if current account 

not paid within the year and the outstanding debt is reconverted to the 
full non-rebated amount. 

 
 Immediate cessation of practice whereby concession eligibility is 

cancelled for the year where the customer has been unable to pay the 
rebated amount in full within that year. 

 
 Removal of the compulsion on the tenant to enter into a debt repayment 

schedule on deferred amounts before being eligible for rebate on the 
current account. 

 
The ERA considered the Water Corporation’s research on customer’s willingness 
to pay for unregulated services, including: 
 

 Increased wastewater treatment (nutrient reduction) prior to ocean 
outfall 

 Reduced odour surrounding wastewater treatment plants 
 Improved management of urban stormwater prior to entering waterways 
 Increased green energy use from 10 per cent to 30 per cent 

 
The ERA recommendation highlights the need for more research to be 
conducted in order to adequately justify any action taken by the Water 
Corporation. 
While the Water Corporation has assessed its customer’s willingness to pay for 
improvements to unregulated services, the Authority considers that additional 
work using more reliable methods may be warranted. 
 
Service standard issues not addressed by the ERA include the commitment to, 
and lack of progression of a Multi-Utility Ombudsman that would perform a 
dispute resolution function across electricity, gas and water. While the Energy 
Industry Ombudsman Scheme is set to take effect from July this year, the 
inclusion of water service standard complaints within this scheme has not been 
progressed. 
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As outlined on page 10 of the final report of the Water Services Coordination 
Act review panel: 
 
“The Panel believes that customer dispute resolution needs to continue to be 
available and recommends the establishment of a multi-utility ombudsman, with 
the ability to handle water services customer complaints.” 
 
In 2001, WACOSS made a submission to the Review of Western Australian Water 
Utility Service Standards, Customer Services Standards Review. An extract of that 
submission is below. 
 
WACOSS strongly support the inception of a separate, independent multi-utility 
ombudsman to investigate consumer complaints and resolve disputes. 
 
We believe that it is important to have a multifaceted approach to consumer 
complaints mechanisms and dispute resolution. The multi-utility ombudsman 
represents an integral aspect in consumer protection for individuals when 
dealing with large Utilities.  As part of the multifaceted approach to consumer 
protection the licensee and the Regulator (licenser) should also continue and 
further develop avenues of appeal and dispute resolution to maximise access 
opportunities and hopefully reduce the number of disputes that result in 
complaints to the multi-utility ombudsman. 
 
We believe the following principles related to improving customer protection 
must be considered in further development of appeals mechanisms including 
the introduction of the multi-utility ombudsman:6

 
Accessibility 
 Scope of appeal to encompass all clients (customers) and all 

grievances… (The multi-utility ombudsman should have jurisdiction to hear 
complaints regarding Utilities that are broader than purely the issues 
covered by the licensing agreement.) 

 Processes, staff and facilities to be ‘user friendly’ and consumer oriented in 
all aspects. 

 Barriers to utilisation to be acknowledged and removed or compensatory 
action taken. 

                                                 
6 Core Principles taken from “House Rules: Decision Making and Appeal Rights in State Housing 
Authorities” by Colin Kent and Associates.  Although, principles are applicable in relation to any 
form of disputes resolution process. 
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Redress 
 Establishment in statute of right to appeal and clear specification of all 

appealable matters.  Negotiated on an understood and accepted basis 
by all parties to implementation. 

 Implementation of remedy (appeal mechanism) which incorporates all 
aspects of procedural fairness and principles of administrative justice. 

 Appeal process to incorporate capability to enforce outcomes of 
appeals, effecting real system reform through capacity to provide 
ultimate sanction for non-compliance. 

 
Accountability 
 That the process is vested with authority through legislation and thus 

Minister and Director. 
 That all levels of the process operate with appropriate autonomy. 
 All phases of appeal process to be transparent.  Roles, procedures, 

decisions to be fully documented and publicly available.  All level of 
appeal processes to report regularly through Director and Minister, to 
Parliament and public. 

 
The multi-utility ombudsman would provide an alternative remedy for consumer 
complaints as well as providing feedback to the licenser, the licensee and the 
State Government in relation to the provision of essential services to all Western 
Australians. 
 
WACOSS also made similar comments in March 2003, in the Response to Draft 
Review Panel Report of the Water Services Coordination Act submission.  
 

Balancing Water Supply and Demand 
 
The ERA highlights the limitation of their jurisdiction in examining matters outside 
of the scope of the inquiry.  
While rural water pricing and trading issues are not within the scope of this 
Inquiry, the prices paid for irrigation water are clearly relevant for setting efficient 
urban prices.  
The term efficient is quite clearly indicating economic efficiency, which is about 
producing something (in this case, the supply of water) and pricing it to achieve 
the maximum dollar value out of it. With the limitation of urban price 
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recommendations only, the current disproportionate charges for urban-based 
households compared to rural irrigators cannot be adequately addressed. 
 
WACOSS supports price setting and consumption targets being considered 
within a State-wide context to ensure consistent and equitable pricing 
structures. The ERA has considered price setting from an economic perspective 
only. Whilst WACOSS supports a system of price setting that equally considers 
equity measures, if economic modeling is used to develop recommended 
pricing structures then it is important to consider the total supply of water across 
Western Australia. In the context of the current inquiry, urban consumers may 
end up paying increased disproportionate prices to rural irrigators. 
 
Given the recommendations to use price as a demand management strategy 
(Which WACOSS and economic evidence doesn’t support), it is important that 
water conservation strategies are considered in the context of water users. The 
percentage of water use (across Western Australia, urban and rural) is detailed 
below7: 
 
Households     13% 
Irrigated Agriculture  40% 
Mining Industry   24% 
Services    7% 
Private Household Bores  5% 
Industry    4% 
Parks and Gardens  4% 
Stock Water    3% 
 
Household consumption accounting for only 13% proportion of total water use 
has the potential to affect the net water conservation (either through bans, 
pricing or other mechanisms) to a smaller degree than other water users who 
use a larger proportion of Western Australia’s water. Some demand reduction 
strategies (such as pricing) targeting household water users will also produce 
unacceptable high social costs.  
 
It is also important to note, as outlined in the State Water Strategy, the highest 
projected increase in water demand between 1999 and 2020 will be in the 

                                                 
7 Securing our water future, A State Water Strategy for Western Australia. Government of Western 
Australia February 2003 
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irrigated agriculture and mining sectors, highlighting a need for further attention 
on water saving to be placed on these sectors, concurrently with households. 
 
 

Water Availability and Use 
 
The ERA makes a series of comments that indicates their strong support for using 
pricing as a demand management strategy, including: 
A basic principle of efficient water pricing is to ensure that prices reflect the 
relative scarcity of the resource – in terms of the economic cost of securing 
additional supplies for urban water users. 
 
The ERA also makes a series of similar findings under the demand management 
heading of their report. WACOSS is concerned about how much water is 
available for West Australian consumers and the price paid for that water, and 
offer the following comments: 
 

 Price should not be used as a demand management strategy. 
 

 Pricing models that reflect the size of the household (number of 
occupants) and can therefore better assess discretionary use, and the 
ability of the household to respond to price signals would be more 
appropriate to ensure efficient pricing, increased water conservation, and 
lower social costs. 

 
 Water should be ascribed a high value within society. Everyone has a role 

to play in conserving water. The ascription of a high value of water should 
not necessarily occur via price mechanisms 

 
Price should not be used as a demand management strategy because:  
 

 The social costs would outweigh the potential benefit. 
 There is a large body of research and evidence that concludes that water 

is price inelastic, that is demand that is not greatly affected by a change 
in the price of the product.  

 There is further evidence that suggests low-income households have even 
lower demand elasticity than high-income households. 

In the 2003 WACOSS submission to the Standing Committee on Public 
Administration and Finance, Water Services Inquiry evidence was presented 
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regarding the impact of price increases as demand management strategies. An 
extract is below. 

In particular, it is a regressive approach in terms of social equity as it ignores the 
range of capacities to pay.  Current water prices and debt management 
policies already create difficulties for many low-income and disadvantaged 
households.  On any one day of the week there are in excess of 100 Western 
Australian households who have their water restricted for failing to meet the 
Water Corporation’s payment schedule8.  There is a real risk that managing 
demand through price increases will result in an increasing number of low-
income households being placed on restricted supply. 

The use of water supply restriction (from a standard water flow of at least 20 litres 
per minute to a trickle of 2.3 litres per minute9) as a debt management tool by 
the Water Corporation has a range of serious negative health and social 
impacts.  Emergency relief agencies report that families with restricted supply 
have insufficient water for bathing or laundering10.  As a consequence, children 
may be reluctant to attend school for fear of being stigmatised, and in some 
cases children have been excluded from school altogether due to poor 
hygiene.  Furthermore, for low-income earners struggling with the rising costs of 
energy and the cost of living in general, decisions about whether to pay the 
water bill first rather than the electricity bill add to the stress already associated 
with trying to live on a very limited income.   

 
In addition, current research suggests that increases in price have a limited 
affect on a reduction in consumption, however the impact of price increases on 
low income and large families would further strain household budgets. The table 
below indicates research studies conducted over time, in various locations11

 

Researcher/s Date Location Price Elasticity 

Carver and 
Boland 

1969 Washington D.C. -0,1 

Agthee and 1974 Tucson, Arizona -0,18 

                                                 
8 Social Impacts of Water Pricing as a Component of the Draft State Water Conservation 
Strategy.  WACOSS, 2002. 
9 Information provided by the Water Corporation. 
10 Would You Like a Bit of Heat with that Trickle of Water?  WACOSS, 2003. 
11 Estimation of the residential price elasticity of demand for water by means of a contingent 
valuation approach. Foundation of Water Research, 2000. 
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Billings 

Martin et al 1976 Tucson, Arizona -0,26 

Hanke and de 
Mare 

1971 Malmo, Sweden -0,15 

Gallagher et al 1972/3 & 1976/7 Toowoonba, 
Queensland 

-0,26 

Boistard 1985 France -0,17 

Thomas and 
Syme 

1979 Perth, Australia. 0,18 

Veck and Bill 1998 Alberton & 
Thokoza, South 
Africa 

-0,17 

The research above indicates a consistent trend in the price elasticity (a 
measure of the degree to which any change in the price of a product will affect 
the demand for it)- an increase in the cost of water will have little effect on the 
reducing consumption of water. Therefore, any price increase will merely 
become revenue raising at a cost to consumers, and an increased social cost to 
the poorest in our community. 
 
It should also be acknowledged that many low-income households are already 
imposing restrictions on their use of essential services. Low-income households 
already eliminate discretionary use of water, such as watering gardens, to 
ensure they can meet their budgets. In such cases, these families will have 
limited ability to reduce their water use to balance the impact on their budget 
an increase in price will have.   Research undertaken by the Foundation for 
Water Research indicates that low-income earners are least responsive to price 
indicators. 
 

Price Elasticity of Demand 
Description 

of group 
No of 

respondents 
Indoors Outdoors Total 

Upper, 
middle & 

161 -0.13 -0.38 -0.17 
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lower income 
group 

Upper income 
group 

52 -0.14 -0.47 -0.19 

Middle 
income 
Group 

59 -0.12 -0.46 -0.17 

Lower income 
group 

50 -0.14 -0.19 -0.14 

Upper and 
middle 
income 
groups 

111 -0.13 -0.47 -0.18 

 
In addition to the lower elasticity of low income groups, upper income groups 
have greater capacity to afford any price increases, as outlined by the Public 
Interest Advocacy Centre; “Short of cutting themselves off from supply, 
customers can only respond to an environmental premium by a proportional 
reduction in their consumption. However, differences in the level of residential 
consumption of utility services such as energy and water are related closely to 
variations in the wealth or income of consumers – those with higher incomes 
tend to use more water and energy on a per capita basis. If the aim of price 
signals is to encourage reduced use of water then clearly this will not be an 
effective strategy where consumers can afford to maintain their consumption 
and pay the higher price.” 12

 
The go on to comments that “Since consumption levels reflect income, for price 
signals to be effective in reducing amongst the more wealthy, the rate of price 
change required would be so great as to have a dramatic impact on poorer 
households – giving rise to the question of distinguishing between efficient use 
and what is, in effect, self disconnection from supply.” 
 
WACOSS believes that any demand management water strategy for residential 
consumers should focus on incentives and support to reduce consumption, and 

                                                 
12 Managing Water Use: Submission to Senate Standing Committee on the Environment, 
Communications, Information Technology and the Arts.  Public Interest Advocacy Centre, 2001. 
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we note the success of Sydney Water in achieving a sustained reduction in 
demand through water efficiency programs rather than changes in pricing13.   
 
Pricing models that reflect the size of the household (number of occupants) and 
can therefore better assess discretionary use, and the ability of the household to 
respond to price signals would be more appropriate to ensure efficient pricing, 
increased water conservation, and lower social costs. 
 
On page 95 of the draft report, the ERA makes the comment: 
 
“…the single largest determinant of household water use is the number of 
occupants” 
 
The Independent Pricing and Regulatory Tribunal of NSW, Investigations into 
price structures to reduce demand for water in the Sydney basin report 
commented on the use of price structures to reduce demand for water; 
 
“…larger households are likely to use more water to meet basic, non-
discretionary needs and so have less ability to respond to price signals by 
reducing their consumption. IPART believes that, ideally, the retail price structure 
should not expose a high number of vulnerable customers to higher water bills, 
should target discretionary water use, and should be set to minimise the extent 
to which larger households are required to pay higher charges for efficient or 
non-discretionary water use.”14

 
Large families (and particularly low-income large families) have limited capacity 
to further reduce their water use. WACOSS explores the impact of the ERA 
proposed price models on large families later in this submission. 
 
Water should be ascribed a high value within society. 
 
 Everyone has a role to play in conserving water. The ascription of a high value 
of water should not necessarily occur via price mechanisms. 
 
A 2002 CSIRO survey found that 98% of respondents sometimes and always 
though about water as a scarce resource in Australia and that it must be 
                                                 
13 Managing Water Use: Submission to Senate Standing Committee on the Environment, 
Communications, Information Technology and the Arts.  Public Interest Advocacy Centre, 2001. 
14 Investigations into price structures to reduce demand for water in the Sydney basin. 
Independent Pricing and Regulatory Tribunal of NSW, 2003 pg 5 
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carefully conserved.15 “Very few respondents thought about water as 
replaceable or saw no need to conserve it.”16  
 
WACOSS does not support efficient price setting at the expense of equitable 
price setting. The OECD report into Social Issues in the Provisions and Pricing of 
Water Services identifies situations that create conflict between efficient pricing, 
and equity pricing; 
 
“The trade-offs between efficiency and equity objectives in the provision of 
household water services typically occur when moving from an unmeasured to 
metered charging structure, when rebalancing tariffs away from fixed charges 
towards volumetric charges, and when increasing fees and tariffs towards full-
cost pricing. There is considerable experience in OECD countries with policy 
measures to address water affordability for vulnerable groups, while attempting 
to make water pricing reveal the full economic and environmental costs of 
water services.” 
 
The OECD report also comments on how efficient pricing can be balanced with 
equity pricing; 
 
“One such approach would define the basic needs part of water demand, 
access to which should be guaranteed for all (especially low income) 
households and beyond which the prices for water services should reflect 
economic and environmental policy objectives.” 
 
WACOSS believes that the ERA recommendations should address rather than 
only acknowledge potential equity impacts through adoption of efficient/equity 
balanced pricing structures. 
 
All households should aim to conserve water where possible. The 2002 CSIRO 
study into community attitudes to water restriction policies indicate that 
household users are very aware of, and committed to water conservation. The 
ERA finding suggest that households need to become more responsive to 
conservation of water and whilst acknowledging studies proving the relative 
price inelasticity of water, still advocate the use of price as a demand 
management strategy. 
                                                 
15 Perth Domestic Water-Use study Household Appliance Ownership and Community Attitudinal 
Analysis 1999-2000. Australian Research centre for Water in Society, CSIRO Land and Water, 
December 2002. 
16 Ibid. pg 20 
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One area the ERA did not explore in detail are the information campaigns being 
conducted by the Water Corporation. WACOSS believes that an important 
component of water reduction is education campaigns and in order for 
consumer to reduce their water usage, they first need to understand what the 
current level of their water usage is, and more particularly, how they compare 
with usage in the community. 
 
Customer bills are the most direct form of communication the Water 
Corporation has with its customers. Attached are copies of sample Water 
Corporation and Yarra Valley Water bills. Whilst WACOSS does not believe the 
ERA should be making operational decisions for the Water Corporation, a 
comparison of the two bills illustrates a number of features; 
 

 Consumption levels are on the front of the Yarra Valley bill 
 Consumption comparisons are also available on the Yarra Valley bill 
 The breakdown of prices is clear, concise and on the front of the Yarra 

Valley bill 
 
Whilst there is a general awareness in the community of the need to conserve 
water, the ability of individual consumer to respond to price signals is limited by 
the lack of information about their individual consumption patterns. 
 
In addition once consumers are more aware of their individual consumption 
levels, increased retrofitting should be encouraged, and in particular in the 
private rental and government housing markets. 
 
Tenants (private and government) lack the opportunity to reduce consumption 
and costs, as they have no opportunity to install water efficient products. This 
could be done through the introduction of mandatory water efficient standards 
for rental properties, and the government implementing retrofitting for all 
Homeswest properties. 
 
 

Source Development Plan 
 
For example, while a delay in constructing the desalination plant would increase 
the risk of sprinkler bans in 2006/07, customers may be willing to bear this short-

 30



term risk if it means that a cheaper source of water from South West Yarragadee 
could be developed. 
 
The estimated price per kilolitre of water produced by the desalination plant is 
$1.16. If the ERA recommendation of price being set at the economic cost of 
securing additional supplies for urban water users then the impact on low 
income users will have to be balanced and managed to ensure they are not 
disadvantaged by new water sources. The ERA has acknowledged equity 
impacts of such pricing models, and although indicating ‘free water saving 
packages’ could be made available to larger families, there is inadequate 
detail in the draft findings to assess the relative impact on large families. The 
water saving packages for large families need to consider the volume and cost 
savings that can be made, and whether these offset the impact of pricing 
models.  There is also inadequate consideration of small families who may be 
facing financial hardship and can least afford price rises associated with source 
cost pricing. 
 
 

Demand Management 
 
A close examination of the Waterwise Rebate Program would appear warranted, 
particularly the rebates offered for the installation of rainwater tanks and private 
bores. 
 
WACOSS supports the initiatives introduced as part of the State Water Strategy, 
which provide incentives to reduce water consumption through rebates on 
water saving appliances such as water efficient showerheads, rainwater tanks 
and frontloading washing machines.  These rebates are however mostly 
inaccessible for low-income families as many are unable to afford to purchase 
these items regardless of the rebate. The result is that middle to high-income 
families are better able to conserve water and reduce their water consumption 
bills whilst low-income households continue to incur higher water bills due to the 
inefficiency of older or cheaper alternatives. 
 
Rebates on water saving appliances such as water efficient shower-heads, 
rainwater tanks and garden bores are mostly inaccessible for low-income 
families as many are unable to afford to purchase these items even with the 
rebate.  Rainwater tanks are a luxury item for those on a low-income. The result is 

 31



that middle to high-income families are better able to conserve water and 
reduce their water consumption bills. 
 
WACOSS supports an examination of the program, and would encourage the 
examination to consider the uptake of such rebates from low-income families. 
Given ‘water saving packages’ for large families features heavily in the ERA 
draft findings as an offset to the price hikes, it is necessary to have a 
comprehensive understanding of volume and cost savings that can be made, 
and whether these offset the impact of pricing models. 
 
The ERA makes comments about how prices should be set, including: 
Marginal cost pricing has a role to play in managing water demand. Not only 
does it fulfill a revenue-generating function for funding new capital investments 
and demand management programs, it has the potential to shape customer’s 
long-term consumption decisions. 
and 
Demand management pricing can also be utilised as a tactical instrument in 
times of shortages. There is scope for rebalancing tariffs or increasing prices in 
times of scarcity to meet specific demand management objectives 
 
The adoption of Long Run Marginal Cost Pricing because it “has a role to play” 
without any analysis of and factoring into the findings of the impact on low-
income households quite clearly indicates the necessity for the Government to 
reject the price recommendations, if the final report continues down this path. 
 
The questions consumers, and particularly low income consumers would be 
asking include, exactly what will the increased revenue be used for, and what 
level of community support exists for their money to be spent in that manner. To 
make a finding that generates income for; purposes not yet specified, and as a 
demand management tool despite the evidence indicating price is not an 
effective demand management tool is irresponsible and socially unacceptable. 
 
Increasing prices during times of scarcity would have a similar effect to seasonal 
pricing and therefore would not be supported. In WACOSS’s first submission to 
the ERA, the concern relating to seasonal pricing was outlined. The limited 
impact of seasonal pricing due to the current billing and collection cycles, 
resulting in customers not being aware of the price signal until up to four months 
after the water consumption has occurred is a similar argument against specific 
price hikes at various points in time.  
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Despite the Economic Regulation Authority not providing any detailed analysis 
of the impact of seasonal pricing, an unpublished study undertaken by Yarra 
Valley Water concluded the impacts of seasonal pricing included; 
 

 Larger households on average would experience greater increases in 
charges 

 Houses on average would experience increases in charges, flats on 
average would experience a small decrease in charges 

 Tenants on average would experience a large increase, substantially 
greater than the home owner 

 The average pensioner would experience a significant increase in 
charges 

 Substantial change in the concessions would be required if the impact of 
price changes of disadvantaged customers was to be offset 

 
In addition, the relative price inelasticity of water would not significantly affect 
water conservation in the short term- unless water was priced out of the reach of 
customers (which is neither likely nor moral) however, it would generate 
increased revenue and price some users (particularly low incomes earners and 
large families with limited ability to reduce water use) out of the water market or 
further into financial hardship. 
 
Indications are that residential demand for water is relatively insensitive to price, 
implying that minor changes in price would not bring about significant 
reductions in water consumption. Further research is required to determine the 
demand elasticity of Perth households and commercial users. 
 
Price should not be used as a demand management strategy because:  
 

 The social costs would outweigh the potential benefit. 
 There is a large body of research and evidence that concludes that water 

is price inelastic, that is demand that is not greatly affected by a change 
in the price of the product.  

 There is further evidence that suggests low-income households have even 
lower demand inelasticity than high-income households 
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Revenue Requirement 
 

Operating Expenditure 
 
While the Corporation’s operating costs per property are among the lowest of all 
water providers in Australia, its staff levels are relatively high. There may be 
scope for up to 15 per cent reduction in total staff numbers, which would result in 
a saving of $20 million in operational costs in 2004/05, increasing to $34 million in 
2008/09. 
 
There is concern about the impact on the provision of high quality customer 
service with any significant reduction in staff. Staff reductions often result in a 
decline in standards for customers seeking assistance, or the ability of 
organisations to meet environmental and social goals. 
 
However, if there is evidence of significant inefficiencies that could result in a 
price reduction for consumers if removed, or re-allocation of resources to 
greater meet consumer service standards then this should be subject to further 
consideration. 
 
 

Tariff Structures 
 

Meeting Efficiency Objectives 
 
In order to signal water scarcity to customers, the usage component of a two 
part tariff should reflect LRMC. 
 
There are other ways in which water scarcity signals can be made to consumers. 
WACOSS re-iterates the comments made above that: 
 

 Price should not be used as a demand management strategy. 
 

 Pricing models that reflect the size of the household (number of 
occupants) and can therefore better assess discretionary use, and the 
ability of the household to respond to price signals would be more 
appropriate to ensure efficient pricing, increased water conservation, and 
lower social costs. 
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 Water should be ascribed a high value within society. Everyone has a role 
to play in conserving water. The ascription of a high value of water should 
not necessarily occur via price mechanisms 

 
Price should not be used as a demand management strategy because:  
 

 The social costs would outweigh the potential benefit. 
 There is a large body of research and evidence that concludes that water 

is price inelastic, that is demand that is not greatly affected by a change 
in the price of the product.  

 There is further evidence that suggests low-income households have even 
lower demand inelasticity than high-income households 

 
 

Managing Demand/Meeting Demand Management Objectives 
 
The Economic Regulation Authority continues to advocate Price as a Demand 
Management Strategy. 
From an efficiency perspective, price-based demand management would only 
be efficient if the loss in customer welfare associated with a price increase is less 
than the total cost of alternative options such as improving reliability through 
supply augmentation. 
 
WACOSS will continue to argue against using price as a demand management 
strategy 
 
Price should not be used as a demand management strategy because:  
 

 The social costs would outweigh the potential benefit. 
 There is a large body of research and evidence that concludes that water 

is price inelastic, that is demand that is not greatly affected by a change 
in the price of the product.  

 There is further evidence that suggests low-income households have even 
lower demand inelasticity than high-income households 

 
Compared to most other states, Western Australia’s water prices are weighted 
more heavily towards the fixed charge component. In the Eastern States, a 
greater emphasis is being placed on the use of price as a demand 
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management instrument. One of the possible trade-offs of tariff rebalancing is 
greater revenue instability for the service provider. 
 
In Victoria they have recently banned late payment fees for some utility 
providers, via legislative mechanisms. New South Wales in years ahead of 
Western Australia with retrofitting programs. South Australians pay a dollar per 
kilolitre of water, wherever they are and whatever it costs to supply them. Many 
other states are also moving to an inclining block tariff system, and the 
Economic Regulation Authority is suggesting we should move further away from 
this. What programs run, models adopted, and emphasis other states place on 
water is at the discretion of their regulators/governments. Because another state 
is adopting a particular ‘weighting’ is not reason enough for Western Australia to 
follow. 
 
The most detrimental effect of adopting a lower fixed charge and increasing 
consumption charges would be the burden of he cost shift from owners to 
tenants -those who can least afford it.   
 
The cost sharing arrangements for owners/tenants vary. As indicated by the Real 
Estate Institute of Western Australia, annual service charges for residential 
premises are generally the responsibility of the owner. Water consumption 
charges for residential premises are generally the responsibility of the tenant, 
however, the tenancy agreement can provide for sharing the costs of water 
consumption. In addition, a 2002 CSIRO study also found that “Of those who 
rented, most paid for the water themselves, 16.5% had the water paid for by the 
owner and 8.7% shared the cost evenly with the owner.” 17

 
The 2003 Australian Council of Social Service report The Bare Necessities: Poverty 
and deprivation in Australia today articulates the point that the NATSEM-Smith 
Family study and the ABS Financial Stress study all suggest -that renters face a 
much higher risk of poverty than home buyers or owners.  
 
The NATSEM-Smith Family study found that 28% of renters were at risk of financial 
hardship, compared to 18% of purchasers, 16% of others, and 8% of owners. 
 

                                                 
17 Perth Domestic Water-Use study Household Appliance Ownership and Community Attitudinal 
Analysis 1999-2000. Australian Research centre for Water in Society, CSIRO Land and Water, 
December 2002. 
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Further to this evidence, the Australian Council of Social Service report People in 
Financial Crisis: National emergency relief data collection project found that 
“People living in rental accommodation, both public and private, are over 
represented among ER applicants compared to their numbers in the general 
population”.  
 
The people in society that can least afford price increases will be the major 
losers in any move to cost shift from fixed charges to consumption charges 
because: 
 

 Tenants are responsible for up to 100% of the water consumption charge 
 Tenants are not usually responsible for the fixed charge, so would not 

benefit from a reduction in fixed rate charges 
 Tenants are at greatest risk of financial hardship and can least afford cost 

increases 
 
Inclining block tariffs aim to reduce demand by targeting discretionary water 
use, which tends to be more price-elastic. One of the disadvantages of this tariff 
structure is the penalty it imposes on large families with high non-discretionary 
requirements. 
 
Inclining Block Tariffs are intended to target high-consuming households. 
However, it is inevitable that large and low-income families would be heavily 
impacted. Large families in particular have very little discretionary use of water 
and would therefore be unable to respond to price signals.  
 
The impact of moving to a 2 block inclining tariff with the ‘step’ being 
introduced at 600 kilolitres is addressed below. 
 
Seasonal pricing involves charging higher prices in summer periods when 
demand is at its peak. Very few urban water providers have implemented 
seasonal pricing because of limitations in metering technology. As peak 
demand does not appear to contribute significantly to the Corporation’s supply 
system costs, there is not a strong efficiency argument to introduce seasonal 
pricing in Western Australia. Furthermore, tactical price increases during times of 
shortages may confound longer-term price signals (that is LRMC), which are 
desirable for signalling long run scarcity. 
 
As outlined in WACOSS’s first submission to the ERA for the Inquiry 
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If the aim of seasonal pricing is primarily to signal to customers the real cost of 
water supply, including social and environmental costs, then there appears to 
be significant structural barriers limiting the effectiveness of such strategies.  In 
particular, it is likely that if the current billing and collection cycles remain, 
customers will not be aware of the price signal until up to four months after the 
water consumption has occurred.  This could result in payment of water 
consumed in late Winter / Spring being paid for in Summer, and consumption in 
Summer being paid for in Autumn/ early Winter.  This system would appear then 
to undermine the basic rationale for implementing seasonal water tariffs as a 
means of conserving water. 
 
Seasonal pricing would detrimentally impact on large families who have a 
limited ability to reduce their water consumption.  Despite the Economic 
Regulation Authority not providing any detailed analysis of the impact of 
seasonal pricing, an unpublished study undertaken by Yarra Valley Water 
concluded the impacts of seasonal pricing included; 
 

 Larger households on average would experience greater increases in 
charges 

 Houses on average would experience increases in charges, flats on 
average would experience a small decrease in charges 

 Tenants on average would experience a large increase, substantially 
greater than the home owner 

 The average pensioner would experience a significant increase in 
charges 

 Substantial change in the concessions would be required if the impact of 
price changes of disadvantaged customers was to be offset 

 
 
Quarterly consumption charging is a system by which customers are billed on 
their quarterly consumption rather than their annual water use. The aim is to 
communicate price signals more effectively to customers regarding the cost of 
their water use. But, it can lead to inconsistent charging across customers, if all 
meters cannot be read simultaneously. 
 
This assumes the effectiveness of the bills in sending signals to consumers about 
reducing their water usage.  
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Customer bills are the most direct form of communication the Water 
Corporation has with its customers. Attached are copies of sample Water 
Corporation and Yarra Valley Water bills. Whilst WACOSS does not believe the 
ERA should be making operational decisions for the Water Corporation, a 
comparison of the two bills illustrates a number of features; 
 

 Consumption levels are on the front of the Yarra Valley bill 
 Consumption comparisons are also available on the Yarra Valley bill 
 The breakdown of prices is clear, concise and on the front of the Yarra 

Valley bill 
 
Whilst there is a general awareness in the community of the need to conserve 
water, the ability of individual consumer to respond to price signals is limited by 
the lack of information about their individual consumption patterns. 
 
More frequent billing, with indicators of previous consumption may make people 
consider their consumption use more. There would however, be an increased 
cost in metre reading and the ERA has not adequately justified that consumers 
would save water and money by having more frequent bills.  
 
 

Meeting Social Objectives 
 
The ERA considers that  
Inclining block tariffs (price increases at certain levels of consumption) can be 
used to improve the affordability of water for basic needs. However, providing 
concessions on the fixed charge would be a more efficient way of achieving this 
social objective. 
and 
One of the drawbacks of inclining tariffs is that, depending on where the step is 
positioned, they can penalise large families that have above-average non-
discretional water requirements. Consideration should be given to 
compensating affected households. 
 
Further research and modeling on how to adequately structure concessions, 
and adequately compensate large families in the current 5-step inclining tariff or 
a 2-step inclining tariff, if adopted needs to be conducted. It should be 
acknowledged that disadvantage in water pricing can be effect by both the 
tariff, the structure of the tariff, and models of concessions. WACOSS is not 
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convinced that adequate analysis has occurred to justify the tariff changes 
recommended by the ERA. 
 
Flat pricing structures do not acknowledge water use as either essential or 
discretionary. An inclining tariff ensures a premium is paid for discretionary water 
use. However, there is no commitment within the ERA recommendations to 
distinguish household water use as either essential or discretionary, which will 
result in large families being penalised. 
 
Increasing the water consumption price will not necessarily decrease demand 
from large families (where there is a large number of children or extended family 
living within the one house).  There is a danger that the substantial tariff increase, 
even if confined to the over 600kl consumption level, has the potential to impact 
negatively on large families and particularly on low-income families who are least 
likely to be able to afford the increased cost and are already doing everything 
they can to limit their consumption. 
 
Water Corporation statistics show that last year there were over 70,000 
residential households across Western Australia with consumption over 550kl per 
annum.  Alarmingly, many of the locations of highest demographic 
disadvantage showed higher rates of consumption over 550kl.  Regional towns 
such as Geraldton, Karratha and Broome and first homeowner ‘’mortgage belt’’ 
or low-income suburbs such as Thornlie, Canning Vale and Kinross experience 
the highest number of households with consumption over 550kl.  Of great 
concern to WACOSS is the fact that over 10,000 (14%) of the households who 
consumed over 550kl were low-income or disadvantaged consumers with 
income limits low enough to qualify for a Concession Card. 
 
The ERA could consider a model advocated by Yarra Valley Water, where 
people can self identify with the water provider as a large family. This could then 
entitle them to an increased water allocation at a lower rate as recognition of 
their inability to reduce their essential water use. 
 
The ERA makes comments on the Community Service Obligations that have 
general support from WACOSS; that they should be transparent, and 
administered via government.  
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On Tuesday 14 October 2003, Nick Griffiths, the then Minister for Government 
Enterprises, during the second reading debate of the Economic Regulation 
Authority Bill 2002 made the following comments: 
 
“Social welfare and equity remains a core government policy issue. Community 
service obligations will continue to be the main instrument by which government 
trading enterprises are encouraged to implement the Government’s social 
welfare and equity policy. That is important for not only social welfare 
considerations but also the equitable treatment of various parts of Western 
Australia. That issue is very significant for the non-metropolitan-based regions.  
It is not proposed that the ERA will have a deterministic power over debt-
recovery or retail pricing matters. Those issues will continue to be set by the 
responsible industry minister. However, the Economic Regulation Authority’s role 
in inquiring and reporting could be used to assist the Government in making 
decisions on such matters.” 
 
In the 2003 WACOSS submission to the Standing Committee on Public 
Administration and Finance, Water Services Inquiry made the following 
comments on CSO’s and Concessions: 
 
Whilst concessions and rebates provide much needed assistance for particular 
low-income and disadvantaged households they are not available to all low-
income households, nor do they provide adequate assistance.  WACOSS urges 
the Government to undertake an urgent review of the current community 
services obligations and existing pensioner rebates and concessions on water 
(taking into consideration rebates for large low-income families) as soon as 
possible.  In addition, a more equitable pricing system than that of tiered 
consumption level pricing should be instigated (perhaps based on household 
consumption allowances calculated on the number of individuals in a 
residence).  Furthermore, in light of a recent survey indicating that in the past 
twelve months Emergency Relief Agencies paid approximately $1.35 million to 
the utility service providers to prevent disconnection or restriction of supply to 
low-income and disadvantaged consumers18, an external review of the 
appropriateness and ethicality of the Water Corporation’s debt collection 
practices (including the practice of charging interest on outstanding debts and 
restricting supply), should be conducted. 
                                                 
18 Would You Like a Bit of Heat with that Trickle of Water?  WACOSS, 2003.  Raw data showed 
that 22 emergency relief agencies paid out $6922 to the Water Corporation (ie: an average of 
$314.64 per agency) to avoid restriction of supply.  The Water Corporation’s Annual Report 
indicates that it recorded an annual net profit of $296 million for 2001-2002. 
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Whilst concessions for pensioners and seniors for water consumption provide 
much-needed assistance for these groups, they are not universally available for 
low-income households.  There is an urgent need for concessions to be 
reviewed to:  firstly, ensure that they adequately provide assistance to low-
income households; and secondly, expand eligibility to allow Health Care Card 
holders to also access concessions on water usage.  In addition the current 
CSO’s only apply for the Water Corporation, and not for other water providers 
resulting in inadequate concessions for non Water Corporation consumers.  
 
The current transparency and application of the Water Corporation CSO’s is 
questionable. In September 2001 the Water Corporation released the following 
press statement: 
 
“The Chairman said dividend and taxation payments to the State Government 
would amount to $396 million. Much of that had already been paid, with the 
final dividend to be paid in October.”  

 
The State Budget Actual Expenditure on CSO payments to the Water 
Corporation in the following year was $238,781,000.00, leaving a surplus of 
$157,219,000.00 at least for an increase in CSO payments.  WACOSS believes 
that revenue from the Water Corporation can be put towards the CSO 
payments in an expanded concession on water consumption for those with 
Health Care Cards.   
 
Due to limitations in metering technology, charges for consumption in multiple 
dwellings must be averaged across all tenants. This produces some inequities 
and possibly inefficiencies but the costs of moving to a system of individual 
metering would be cost prohibitive. 
 
Where technology exists to more adequately measure individual water usage, 
this should be implemented. The family of two that uses as much water as a 
family of five should be targeted to reduce their water consumption, similarly, 
individual billing in housing complexes would be a more fair system for individual 
tenants. As technology becomes more affordable, and no longer cost 
prohibitive, new meters should be implemented. 
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Wastewater Pricing 
 
Western Australia and South Australia are the only states to base residential 
wastewater charges on property values. A more transparent pricing 
arrangement would be to set a charge equal to the ‘per property’ average cost 
of service delivery. This would remove the need for property valuation 
assessments, with a cost saving of $2.4 million each year, and the need to make 
routine adjustments to charge rates in line with changes in property values. 
 
While a valuation-based charge may be viewed as more equitable, because it 
recovers a higher proportion of costs from high-income households, it is an 
imperfect way of achieving this social objective. 
 
On balance, the Authority is of the view that decoupling wastewater charges 
from property values has merit, principally because it makes pricing more cost 
reflective and transparent. However, distributional issues would need to be 
addressed. 
 
In Victoria they have recently banned late payment fees for some utility 
providers, via legislative mechanisms. New South Wales in years ahead of 
Western Australia with retrofitting programs. South Australians pay a dollar per 
kilolitre of water, wherever they are and whatever it costs to supply them. Many 
other states are also moving to an inclining block tariff system, and the 
Economic Regulation Authority is suggesting we should move further away from 
this. What programs run, models adopted, and emphasis other states place on 
water is at the discretion of their regulators/governments. Because other states 
have adopted alternative wastewater charging systems is not reason enough 
for Western Australia to follow. 
 
The move to introduce a flat wastewater fixed charge for all houses should not 
be implemented and it is important that progressive systems of charges remain. 
The potential increase in wastewater charges for lower value properties may be 
over $200, which is a significant burden for low-income earners.  It is also 
important that progressive charges continue to be supported to ensure those in 
our community who have the greatest capacity to pay make an additional 
contribution to important services. 
 
The introduction of a flat charge for wastewater will see a significant increase in 
prices for affordable housing areas.  Attachment one illustrates the housing 
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value of properties in the Perth metropolitan region. Attachment two illustrates 
housing affordability between 2001 and 2004 (the geographical location of the 
suburbs that are still affordable for low to medium income earners). The 
correlation between the most affordable areas, and the lower value properties 
is clearly evident. 
 
The conclusions to draw from comparison of the two documents in the context 
of the introduction of a flat wastewater charge is that the most affordable 
suburbs in 2004 are also the lower value properties. This indicates the overall 
locations that low to medium income earners live, and therefore clearly 
illustrates that a fixed charge for all houses will have the most impact on low to 
medium income earners as they live where wastewater prices are 
recommended to increase. 
 
It is important that progressive wastewater charges, based on property 
valuation, continue to be applied. This ensures that those in our community who 
have the greatest capacity to pay make an additional contribution to 
important services. 
 
 

Options for Pricing Reforms and Their Impacts 
 
Under the ERA findings, it appears the people who will most benefit from the 
restructure in pricing are small families who own a high value property in a 
wealthy suburb.  
 
The options for pricing reforms as outlined by the ERA model the comments and 
findings made earlier in the draft report, so the WACOSS responses to those 
comments and findings apply when discussing the specific options. 
 

Option 1: Set the usage charge to LRMC 
 
The Authority suggests that the Water Corporation give further consideration to 
rebalancing tariffs so that usage charges reflect LRMC. This would improve 
efficiency by more clearly signalling to customers the underlying long run cost of 
supplying water, where scarcity constraints exist. 
 
The adoption of Long Run Marginal Cost Pricing because it “has a role to play” 
without any analysis of and factoring into the findings of the impact on low-
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income households quite clearly indicates the necessity for the Government to 
reject the price recommendations, if the final report continues down this path. 
 
The questions consumers, and particularly low income consumers would be 
asking include, exactly what will the increased revenue be used for, and what 
level of community support exists for their money to be spent in that manner. To 
make a finding that generates income for; purposes not yet specified, and as a 
demand management tool despite the evidence indicating price is not an 
effective demand management tool is irresponsible and socially unfair. 
 
The Authority proposes that, in conjunction with tariff rebalancing, the number of 
tariff steps be reduced in order to simplify the price signals to customers and to 
bring the tariff structure into line with those in other States. 
 
For the purpose of collecting views and perspectives from stakeholders, the 
Authority has developed two options – a flat rate usage charge and a two-block 
inclining tariff. Both result in low volume users experiencing a reduction in their 
water bill due to a lower fixed component. At average consumption levels of 
250 kL per annum, customers would experience a small increase in their bill of 
$12 (flat rate) or $6 (two-step). 
 
Again, what programs run, models adopted, and emphasis other states place 
on water is at the direction of their regulators/governments. Because another 
state is adopting a particular tariff structure is not reason enough for Western 
Australia to follow. 
 
The changes to tariff steps can not be justified on the basis of that it would 
simplify the price signals to consumers, as it assumes that consumers currently 
have adequate information to analyse their current water usage. In particular, 
tenants don’t receive consumption bills; so have limited knowledge of the 
current tariff steps. Whilst there is a general awareness in the community of the 
need to conserve water, the ability of individual consumer to respond to price 
signals is limited by the lack of information about their individual consumption 
patterns. 
 
A $1 per kilolitre for the first 600 kL and $1.50 for each kL over 600 kL is a 
significant rise in price from the current price structure. The increased price per 
kilolitre of water will be between 9 cents to 58 cents for all consumers. Only 
owner/occupiers will benefit from an associated reduction in the fixed rate 
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charge. There has not been adequate analysis conducted by the ERA to justify 
these price increases. 
 
Option2: Introduce a two-block inclining tariff 
 
The choice between a flat rate or two step charge essentially hinges on whether 
a desired role for the tariff structure is to reduce demand. On balance, the 
Authority considers that a two-step inclining tariff does have a beneficial role to 
play in managing demand. 
 
The analysis indicates that under the proposed two-step tariff, large families with 
above-average water requirements would be likely to experience an increased 
bill, in the order of $60 per annum for a household using 600 kL per annum. 
Therefore, it is recommended that ways to compensate these customers be 
examined, such as free water savings packages to assist households in 
managing their water consumption. 
 
Further research and modeling on how to adequately structure concessions, 
and adequately compensate large families in the current 5-step inclining tariff or 
a 2-step inclining tariff, if adopted needs to be conducted. It should be 
acknowledged that disadvantage in water pricing can be effect by both the 
tariff, the structure of the tariff, and models of concessions. WACOSS is not 
convinced that adequate analysis has occurred to justify the tariff changes 
recommended by the ERA. 
 
Flat pricing structures do not acknowledge water use as either essential or 
discretionary. An inclining tariff ensures a premium is paid for discretionary water 
use. However, there is no commitment within the ERA recommendations to 
distinguish household water use as either essential or discretionary, which will 
result in large families being penalised. 
 
Increasing the water consumption price will not necessarily decrease demand 
from large families (where there is a large number of children or extended family 
living within the one house).  There is a danger that the substantial tariff increase, 
even if confined to the over 600kl consumption level, has the potential to impact 
negatively on large families and particularly on low-income families who are least 
likely to be able to afford the increased cost and are already doing everything 
they can to limit their consumption. 
 

 46



Water Corporation statistics show that last year there were over 70,000 
residential households across Western Australia with consumption over 550kl per 
annum.  Alarmingly, many of the locations of highest demographic 
disadvantage showed higher rates of consumption over 550kl.  Regional towns 
such as Geraldton, Karratha and Broome and first homeowner ‘’mortgage belt’’ 
or low-income suburbs such as Thornlie, Canning Vale and Kinross experience 
the highest number of households with consumption over 550kl.  Of great 
concern to WACOSS is the fact that over 10,000 (14%) of the households who 
consumed over 550kl were low-income or disadvantaged consumers with 
income limits low enough to qualify for a Concession Card. 
 
The ERA could consider a model advocated by Yarra Valley Water, where 
people can self identify with the water provider as a large family. This could then 
entitle them to an increased water allocation at a lower rate as recognition of 
their inability to reduce their essential water use. 
 
The ERA has acknowledged equity impacts of such pricing models, and 
although indicating free water saving packages could be made available to 
larger families, there is inadequate detail in the draft findings to assess the 
relative impact on large families. The water saving packages for large families 
need to consider the volume and cost savings that can be made, and whether 
these offset the impact of pricing models.  There is also inadequate 
consideration of other families who may be facing financial hardship and can 
least afford price rises. 
 
AQWEST/Busselton Water 
 
The pricing reforms of Bunbury and Busselton water as recommended by the 
ERA appear to be linked to the price setting models recommended for the 
Water Corporation. In that context, WACOSS reiterates the comments made 
above. 
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Introduction 
The State of Affordable Housing in WA is Shelter WA’s annual overview of the extent 
to which West Australians are able to access affordable housing. The overview is 
based on a range of key housing indicators, and focuses on families in the bottom 
half of the income range.  

Last year, Shelter WA identified affordability as the most significant barrier for low 
income families to access appropriate housing. Since then, housing affordability in 
has deteriorated further, particularly with regard to purchasing.  

 

Overview 
The central issue for housing in WA in 2003-04 was another major decline in housing 
affordability for home purchasers. Two interest rate rises and house price growth of 
14.4% saw the household income required to purchase a median priced Perth home 
rise to over $100,000 per year. By comparison, the median household income is 
$55,084 per year.  

Another illustration that home ownership is becoming very difficult to achieve is that 
in June 2001, a family earning at the top of the second income quintile (currently just 
under $48,000) had a choice of 49 Perth suburbs in which it could afford to buy a 
median priced home. By June 2004, the choice had reduced to just 9 suburbs: 
Armadale, Brookdale, Calista, Koongamia, Medina, Parmelia, Swan View, Wattleup 
and Westfield.  

This analysis does not indicate that prospective home purchasers earning lower 
incomes cannot buy houses priced below the median outside of these nine suburbs. 
In fact, there are some indications that a significant number of affordable properties 
priced below the median are on the market in many suburbs.  

However, the above figures do indicate that these home purchasers can no longer 
rely on their traditional strategy of buying a median priced house in a suburb that they 
can afford. Instead, they have to spend time and effort in order to find a suitable 
house that they can afford in areas where most properties will be out of their reach, 
and where they will be competing with better-heeled investors for the ones that they 
can afford. 

In other words, recent developments in the housing market have increased the 
transaction costs associated with finding and purchasing properties at the bottom end 
of the market. The immediate effect, as has been well documented, has been a 
severe decline in the number of first home buyers.1  

Until the March quarter of 2004, this fall in first home buyer activity was more than 
compensated for by investors. While disastrous for first home purchasers, a side 
effect of this investor activity has been an ample supply of properties for rent. The 
result has been a limited increase in rents, with the median rent increasing from $157 
per week in June 2003 to $164 per week in June 2004. 

However, there are several indications that rents are about to rise. Firstly, investor 
activity fell in the June quarter, prompting a slight decline in house prices. Secondly, 
rising house prices and steady rents have produced a further decline in rental 
returns: the gross return yield for a median priced house in Perth was 3.5% in June 
2004, down from 3.9% in June 2003 and 5.0% in June 1999.  

These extremely low rental returns and limited prospects of further capital gains 
mean that many investors will be looking to sell off their properties over the next few 
years in order to invest their funds in more promising assets. Barring further interest 

 
1 For instance, see Productivity Commission, First Home Ownership  - Productivity Commission Inquiry Report 
No.28, March 2004 
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rate rises, this would benefit some first home buyers. At the same time, it would also 
reduce rental stock and put upward pressure on rents. 

Despite the small increase in rents, however, housing stress levels in the private 
rental market remain high. One of the prime factors is that Commonwealth Rent 
Assistance, the Government’s main demand side assistance program, continues to 
be particularly ineffective in increasing housing affordability. One third of CRA 
recipients were not in housing stress before receiving the payment and another third 
remained in housing stress after receiving the payment. CRA was effective in 
eliminating housing stress only for the remaining third of recipients. 

With home ownership becoming unaffordable, the continuing high degree of housing 
stress in the private rental sector, and continuing high levels of homelessness and 
overcrowding, the pressure on social housing to provide an affordable safety net for 
people on lower incomes is increasing. In 2003/04, the news regarding social 
housing has been mixed.  

On the positive side, the State Government has continued to provide some funding 
for social housing from its Consolidated Revenue Fund. This appears to have halted 
the decline of social housing at around 4.9% of total housing stock. However, Shelter 
WA believes that social housing should be increased to at least 6% of housing stock 
in order to address the current housing affordability crisis. This would require a 
funding injection in the order of $150 million per year in addition to current capital 
expenditure of around $130 million. 

A second way of increasing the amount of funds available for expansion is to amend 
the policy of ‘targeting’ people with high needs and low incomes. This policy 
jeopardises the financial viability of the sector as it increases tenancy management 
costs and reduces rental revenue. Unfortunately, there are no signs that this policy is 
about to be changed.  

However, the State Government has pursued a two different ways of increasing 
affordable housing stock. Firstly, as of 1 July 2004 it has abolished stamp duty for 
first home purchasers on dwellings below $220,000, with discounts available for 
dwellings up to $300,000. At the time of writing, the impact of this measure was yet to 
be revealed. Secondly, it is developing a Not For Profit Housing Company, which 
may create a new source of affordable housing.  

While these initiatives are commendable, their scope is insufficient to address the 
housing affordability crisis. The main obstacle to achieving this is the lack of coherent 
policy direction at a national level. As the National Shelter 2004 Policy Platform 
argues, “Government intervention in the housing system lacks coherence and is 
disjointed and ineffective, although extremely expensive. Despite housing assistance 
and housing related tax exemptions valued at over $25 billion per year, nearly 
100,000 people are homeless, and housing affordability is at an historic low.” It is 
worth pointing out that 11.7% (11,697) of homeless people live in Western Australia.2

 

Home Purchasing 
Figure 1 shows the Perth median house price and household incomes for Western 
Australia over the last ten years. The figure shows that while housing affordability has 
fluctuated over the period, the reduction in affordability brought on by recent house 
price rises has been exceptionally large.  

The figure shows three distinct periods. Firstly, between 1994 and 1997, house 
prices increased slowly at an average 3.6% per year. However, the ‘affordability gap’ 
between the income required to affordably purchase a median priced house and the 

 
2 Chris Chamberlain and David MacKenzie, Counting the Homeless 2001: Western Australia, Swinburne University 
and RMIT University, 2004 
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actual median household income increased from 22.9% in June 1994 to 60.6% in 
September 1995 and subsequently fell to 4.5% in September 1997. This was a result 
of interest rate movements: the average standard variable mortgage rate first 
increased from 8.75% to 10.50%, then fell to 6.70%.  

In the second period, from 1997 to 2002, interest rates were by and large steady. 
House price growth increased to 6.8% per year, and as a consequence the 
affordability gap increased slowly to 33.2% in June 2002.  

However, over the last two years house price growth has averaged 13.8% per year, 
while mortgage interest rates have increased from 6.55% to 7.05%. As a result, the 
affordability gap has widened to 84.0%. The income required to purchase a median 
priced house has increased from $68,388 to $101,359, while median household 
income has only increased from $51,324 to $55,084. Put differently, in June 2002 the 
median household income was $17,064 below the income required to purchase a 
median priced Perth house. By June 2004 this gap had risen to $46,275.  
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Figure 1: House Prices, Household Income and Affordability, Perth 1994-2004 
Data Sources: Real Estate Institute of WA, Reserve Bank of Australia. The income required to purchase a median 
priced dwelling was calculated assuming a deposit of 10% of the median property value plus 5% costs, average 

standard variable home loan over 25 years with repayments at 30% of household disposable income. 

Figure 2 illustrates that rising house prices and interest rates have particularly 
affected low to median income households. In June 2001, there were 49 suburbs in 
which a household earning at the top of the second income quintile (currently 
$47,756 per year) could purchase a median priced house. By June 2004 the same 
household could only afford to purchase a median priced house in 9 of these 
suburbs; 82% of the suburbs that were affordable in June 2001 were no longer 
affordable three years later. Suburbs such as Girrawheen, Gosnells, Lockridge, 
Midvale and Orelia have become unaffordable for low to middle income earners over 
the last twelve months.3  
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3 One suburb, Swan View, was affordable at the second income quintile cut-off until 2002 and after annual growth of 
13.9% became unaffordable in 2003. However, a fall of 5.8% saw this suburb become affordable once more in 2004. 
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June  2004 June  2003 June  2002 June  2001 June  2004 June  2003 June  2002 June  2001
A rm adale Leda
B alga Lock ridge
B anks ia Grove Lynwood
B eckenham M addington
B eechboro M edina
B ellevue M erriwa
B rookdale M iddle S wan
Calis ta M idland
Clarkson M idvale
Coolbellup M irrabooka
Cooloongup Orelia
Craigie P arm elia
E as t Cannington Queens  P ark
Forres tfield Rock ingham
Girrawheen S outh Lake
Gosnells S tratton
Heathridge S wan V iew
High W ycom be Two Rocks
Hillm an W aik ik i
Huntingdale W anneroo
K elm scott W arnbro
K enwick W attleup
K oondoola W estfield
K oongam ia W estm ins ter
Langford

S uburbs a fforda ble  for low -m e dia n incom e  
house holds

S uburbs a fforda ble  for low -m e dia n incom e  
house holds

Figure 2: Affordable Suburbs, Perth 2001-2004 
Data Sources: Real Estate Institute of WA, Reserve Bank of Australia. The income required to purchase a median 
priced dwelling was calculated assuming a deposit of 10% of the median property value plus 5% costs, average 

standard variable home loan over 25 years with repayments at 30% of household disposable income. 

Figure 3 shows the geographical location of the suburbs that are still affordable for 
low to median income earners. This map indicates that these affordable suburbs are 
now exclusively concentrated around Armadale, Midland and Kwinana. As was noted 
in last year’s edition of this paper, all “three of these areas are characterised by 
higher than average unemployment and a relative lack of accessibility to services 
such as public transport. This implies that low to middle income families can’t afford 
housing with access to jobs or education, affecting not only their own life prospects 
but also those of their children.”4  

However, it should be noted that the above figures should not be taken to read that 
there is no affordable housing outside of these nine suburbs. In fact, there are 
indications that there is a good supply of below-median houses in many more 
expensive suburbs. On the other hand, there is also ample qualitative evidence that 
low to median income earners have difficulty purchasing these properties.  

Instead, most first home buyers rely on buying a median priced house in a suburb 
that they can afford. When prices go up, first home buyer activity tends to shift to 
cheaper suburbs, rather than cheaper houses in previously affordable suburbs.5  

There are three factors that might explain this behaviour. Firstly, other things being 
equal, first home buyers can purchase a better dwelling or bigger block of land in a 
cheaper suburb. Secondly, focusing on a suburb where most properties are within 
the purchaser’s price range avoids substantial transaction costs in terms of time and 
effort spent searching for a suitable property. Finally, a substantial proportion of 
investors focuses on cheaper properties in slightly more expensive suburbs, where 
rental returns are higher. By shifting to similar priced properties in cheaper suburbs, 
first home buyers may be able to avoid having to compete with relatively well-heeled 
investors for a small number of lower priced properties in higher priced suburbs. 

                                                 
4 Karel Eringa, The State of Affordable Housing in WA, Shelter WA Occasional Paper 2003-2, August 2003 

 4

5 See Reserve Bank of Australia, Submission to the Productivity Commission Inquiry on First Home Ownership, 
Occasional Paper No 16, November 2003. 
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Figure 3: Affordable Suburbs, Perth, 2001-2004 

Base map reproduced with permission of the Department of Land Information, P321: see www.dli.wa.gov.au. 
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Overall, home ownership has become much more difficult to achieve over the last 
few years. The income required to purchase a median priced property has increased 
dramatically, and the number of suburbs where the majority of properties are 
affordable at the second income quintile has fallen from 24 to just nine over the last 
twelve months. While there are still affordable dwellings in many suburbs, high 
search costs and competition from investors make these properties difficult to access 
for many low to median income earners. The result has been a much-publicised fall 
in the number of first home purchasers in the market.6  
 

Private Rental 
The big reduction in affordability for home purchasers could be expected to increase 
pressure on the private rental market by increasing demand for rental 
accommodation. The associated fall in the numberof first home buyers reported 
above highlights that a proportion of young households are remaining in the private 
sector for longer.  

However, Figure 4 indicates that the associated rent increases have not been as 
large as might be expected. In fact, over the last three years, Perth’s median rent has 
increased by around 2.5% per year in real terms. This is well below the growth rate of 
4.2% experienced between 1996 and 2000.7  
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Figure 4: Rent and Vacancy Rate, Perth, 1996-2004 
Base map reproduced with permission of the Department of Land Information, P321: see www.dli.wa.gov.au.  

 

The underlying reason why significant rent increases have failed to materialise over 
the last few years is likely to be vacancy rates, which were consistently been above 
4% between 2001 and early 2004. The sustained high vacancy rate appears to be 
the result of the interplay of three factors.  

                                                 
6 For instance, see Productivity Commission, First Home Ownership  - Productivity Commission Inquiry Report 
No.28, March 2004 

 6

7 Perth’s real median rent fell by 10.1% in the 2000/01 financial year. However, this year has been left out of 
consideration in this analysis due to the impact of the introduction of the GST. 

http://www.dli.wa.gov.au/
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The first factor is the number of first home buyers, which soared after the introduction 
of the First Home Owners Grant in 2001, thus reducing demand for rental 
accommodation. In addition, net migration into Western Australia was negative, 
further reducing demand. This resulted in high vacancy rates in this period. 

In 2002 and 2003, the number of first home buyers fell, increasing demand for rental 
accommodation. However, at the same time the number of investors in the housing 
sector also rose, leading to an increase in the supply of private rental 
accommodation. The outcome was continued high vacancy rates high.  

More recently, however, demand for rental accommodation has increased as a result 
of further falls in the number of first home buyers and a marked increase in migration 
into the state. In addition, investor demand has dropped after house prices reached 
their peak. As a result, vacancy rates have fallen from 4.5% to 3.3% over the last 
twelve months, although this is yet to feed through into increases in real rents.  

Unless house prices fall or rents rise, investment in housing is likely to become a 
relatively unattractive proposition. Figure 5 shows that prior to 2000, rents rose 
roughly in line with house prices, leaving a median rental return of around 5%. While 
low by international standards,8 this return allowed investors to cover property 
management costs, maintenance and some finance costs.  
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Figure 5: Gross Rental Return, Perth 1996-2004 
 

However, over the last three years rent increases have not kept pace with increases 
in property values. As a result, the median rental return has fallen to just over 3.5% in 
recent times. This return is insufficient to cover property management costs and 
maintenance, let alone the costs of finance. In this type of market, investors purchase 
properties with the expectation that rental losses will be covered by future capital 
gains.  

Finally, it should be noted that while overall affordability in the private rental sector 
appears to be much better than for home purchasers, it does not follow that there is 
no affordability problem in this sector. In particular, the use of averages may mask 
developments in different market segments. Research by AHURI has confirmed that 

                                                 

 7

8 See Productivity Commission, First Home Ownership  - Productivity Commission Inquiry Report No.28, March 2004, 
pp.22-23 
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very little accommodation is available at the bottom (affordable) end of the market,9 
while vacancy rates are substantially higher at the top end. This implies that housing 
affordability in the rental sector is much more of an issue for people on lower 
incomes.  

This is confirmed by data on Commonwealth Rent Assistance (CRA), which “is a 
non-taxable supplementary payment to help with the additional cost of private rental 
housing.”10 CRA aims to provide “customers with more choice about where they live 
and the quality of their housing.”11 However, figures collated in the Productivity 
Commission 2004 Report on Government Services indicate that CRA failed dismally 
in delivering such choice.  

The report indicates that in June 2003, 86,244 West Australians received CRA 
payments.12 54.6% received the maximum amount payable and the average 
entitlement was $73.89 per fortnight.13 28.7% of recipients were still in housing stress 
after taking CRA into account, and 33.9% of recipients were not in housing stress 
even before they received CRA. This means that CRA was successful in eliminating 
housing stress for only 37.4% of recipients.14  

In addition, some groups who experience housing stress are unable to access CRA. 
This includes working families on low incomes, who are ineligible for CRA as well as 
single young people, who have to spend in excess of 25% of their Youth Allowance 
on rent before they receive a single dollar of CRA due to the impact of the rental 
threshold.  

One outcome has been that homelessness and overcrowding rates in the state 
continue to be high, particularly among Indigenous people. Despite this, expenditure 
on CRA is increasing while expenditure on social housing under the CSHA is falling. 
In 2002/03, government expenditure on the CSHA was $1.39 billion, while 
expenditure on CRA was $1.85 billion. 

 

Social Housing 
The final tenure, social housing, has continued to decline in importance relative to 
home ownership and private rental. Figure 6 shows that while the total number of 
dwellings owned by the Department of Housing and Works increased slightly in 
2003/04 (from 39,181  to 39,215 ), social housing as a proportion of total housing 
stock has fallen from 5.4% to 5.2% over the year.15  

Social housing stock has increased by around 0.5% since 1997, when it represented 
6.1% of all occupied dwellings. This decline is caused by two factors. Firstly, funding 
for social housing in WA under the Commonwealth State Housing Agreement 
(CSHA) has fallen by 26.5% since 1996/97 in real terms.16 This has coincided with a 
move to ‘target’ social housing increasingly to people with high needs and low 
incomes. As a result of targeting, tenancy management costs for social housing 
providers have increased while rental income has fallen.  

 

 
9 Maryann Wulff, Judith Yates and Terry Burke, Low Rent Housing in Australia 1986 to 1996, 2001. See also Judith 
Yates, Maryann Wulff and Margaret Reynolds, Changes in the supply of and need for low rent dwellings in the private 
rental market, Australian Housing and Urban Research Institute, March 2004  
10 Productivity Commission, Report on Government Services 2004, Canberra, 2004, p.16.13. 
11 Ibid, p.16.72. 
12 Ibid, Table 16A.44 
13 Ibid, Tables 16A.50 and 16A.52 
14 Ibid, Table 16A.63 
15 These proportions are based on occupied housing stock, which increased from 731,660 to 747,740 dwellings in 
2003/04. If the around 75,000 unoccupied dwellings in the state are included, social housing stock fell from 4.9% to 
4.8% of total housing stock.  
16 From $148.7 million to $133.0 million. 
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Figure 6: Social Housing Stock, WA, 1997-2004 
Data Source: Department of Housing and Works Annual Reports 1997-2004 

In order to make some inroads into housing needs, Shelter WA believes that social 
housing must be increased to at least 6% of total housing stock.17 This would allow 
the social housing sector to house all of the people on the waiting list, which has 
oscillated around the 13,000 mark for the last two decades. In addition, it would allow 
the sector to house a small proportion of households who are currently living in 
housing stress in the private rental sector. 

In order to achieve this by 2025, social housing stock must increase by around 1,500 
dwellings per year. Even maintaining social housing stock at its current level of 5.2% 
of total housing stock would require funding an additional 800 dwellings per year. 
Shelter WA estimates that this would require a total CSHA funding of around $260 
million per year – nearly double the current amount of $133 million. 

 

Addressing the Housing Crisis 
The continuing decline in housing affordability in WA has produced a situation in 
which households earning less than $50,000 per year now have severe difficulty 
accessing housing that they can afford and that is appropriate to their needs. Perth is 
now suffering a housing affordability crisis, with affordability a major issue for both 
home purchasers and private renters. The social housing sector is unable to meet 
existing need.  

Addressing the housing crisis can be done either by increasing housing assistance or 
by increasing the effectiveness of existing subsidies. As noted above, Shelter WA 
believes that funding for public housing should be doubled, and the policy of targeting 
amended. In addition, Commonwealth Rent Assistance should be retargeted towards 
delivering affordability. Finally, all grants and tax incentives should be reviewed in 
order to ensure consistency. 

In view of the magnitude of the crisis, the response should include all three levels of 
government. In this regard, Shelter WA is happy to report that on the State 

                                                 

 9

17 The target of 6% is advocated by a number of organisations, including the Australian Council of Social Service 
(ACOSS), National Shelter,  
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Government level, the housing affordability crisis has been taken seriously. In 
2003/04, the Western Australian Government has developed a number of initiatives 
aimed at delivering more affordable housing, including:  

• Stamp duty exemptions and concessions for lower priced dwellings starting 1 
July 2004, 

• Developing a Not For Profit Housing Company, 

• A requirement for 15% of all new developments on State Government land to 
be set aside for affordable housing, and 

• Continuing limited funding for social housing from consolidated revenue. 

While the scope of these initiatives is insufficient to make any real difference, they do 
indicate that the WA Government has taken the housing affordability crisis seriously. 
The same cannot be said about the Commonwealth Government, which has chosen 
to ignore its responsibilities, trying to pass on responsibility for addressing the crisis 
to the States and Territories.18 This is despite increasingly urgent calls to address the 
affordable housing crisis from sources as varied as the Senate Community Affairs 
Committee,19 the Productivity Commission,20 National Shelter,21 and a National 
Housing Affordability Summit conducted by a coalition of building unions, industry 
associations and community organisations.22  

The Commonwealth Government’s inaction is particularly worrying in view of National 
Shelter’s finding that a lack of consistency and coordination in the way housing 
assistance and housing related tax exemptions valued at over $25 billion per year 
are allocated. “For instance, the First Home Owners’ Grant aims to reduce the 
deposit gap faced by prospective home owners. However, negative gearing 
provisions encourage investment demand, thus putting upward pressure on house 
prices.”23 Shelter WA strongly supports developing a National Housing Strategy and 
establishing a Commonwealth Housing Minister as a first step to finding a solution to 
the housing affordability crisis. 

Finally, at the local government level, responses to housing affordability have been 
patchy. Most local governments have, at least to some extent, developed housing 
strategies that focus on planning issues but include some reference to social 
responsibilities including housing affordability. In addition, a number of country shires 
provide subsidised accommodation for employees and one local government, the 
City of Subiaco, has developed a housing strategy that explicitly recognises 
affordability as a key issue that the City needs to address. On the other hand, a small 
number of local governments, including the Cities of Perth and Fremantle, continue 
to deny their responsibilities with regard to homelessness and housing affordability. 

On the whole, if our housing crisis is to be addressed, all levels of government must 
increase their efforts, preferably guided by a National Housing Strategy. 

                                                 
18 For an example of this, see a press release by Treasurer Peter Costello, Release Of The Productivity Commission 
Report On First Home Ownership, 23/6/2004, http://www.treasurer.gov.au/tsr/content/pressreleases/2004/051.asp  
19 See Senate Community Affairs References Committee, A hand up not a hand out: Renewing the fight against 
poverty - Report on poverty and financial hardship, March 2004 
20 See Productivity Commission, First Home Ownership  - Productivity Commission Inquiry Report No.28, March 
2004 
21 See National Shelter, Rebuilding the Australian Dream – National Shelter Policy Platform 2004, June 2004 
22 National Housing Alliance, Four-point Plan, May 2004 and National Summit Housing On Affordability, Improving 
Housing Affordability – A Call for Action, June 2004 
23 National Shelter, Rebuilding the Australian Dream: A National Approach - National Shelter Election Platform 2004, 
June 2004 

http://www.treasurer.gov.au/tsr/content/pressreleases/2004/051.asp
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