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Water, worldwide, is a fascinating industry, in part because it lags behind many other industries, including those being 
discussed at this symposium, in terms of public/private partnership (PPP) and competition.      
 
There are good reasons for this lag.  They have to do with the very nature of water, its occurrence and its management, 
and the fact that water and sanitation, being so fundamental to human survival and health, have such a special place in 
people's values.  The result is an exceptionally conservative approach to change.   
 
That said, the water industry is changing, and changing rapidly.  The last ten years have been remarkable in our history, 
and have only been a beginning.  The forces for continued change within Australia and across the globe are explored in this 
paper.   
 
Change brings both threat and opportunity.  The players in this industry dwell, it is suggested, disproportionately on the 
threats.  Given the considerable reserves of experience and competence which our organisations have built up over many 
years, there is no reason why we should not develop the capacity to compete, rather than simply hand over roles and 
preside over a decline of capability.   It is suggested that we do our nations and our customers a disservice if we do not 
invent and explore ways to develop new competitiveness based on the capability of existing utilities.     
 
The paper concludes with some speculation on possible ways ahead.   
 

1.       THE WATER SERVICES INDUSTRY IN AUSTRALIA  

 
The water services industry in Australia today is a veritable laboratory, with a remarkably wide range of models of public 
sector form, private sector participation and regulation.  
 
The utilities are owned by a mixture of state and local governments, and there has been no privatisation to date (apart 
from in irrigation).  Many of the utilities have been changed from public service departments to corporations.  They now 
have clear commercial objectives.   Confusion between commercial and non-commercial pursuits has been either 
eliminated or rectified by the use of explicit subsidies.  They have expert, rather than representative, boards of directors 
operating generally under the same laws as private companies.  Regulatory, policy and resource allocation roles have been 
separated out to other agencies.  
 
An important driver of reform has been the development of National Competition Policy, which was embodied in legislation 
in 1995 and formed the basis of a Competition Principles Agreement between the Federal and state governments.  One of 
its aims is to encourage greater competition where it is in the public interest, particularly in markets where there has been 
little or no competition.  The Federal Government uses incentive payments to encourage the States to implement the 
Competition Principles Agreement.  
 
Considerable weight is given to the reform of traditional public sector utilities (electricity, gas, water and transport) to:  

 allow price oversight of government business enterprises,  

 ensure competitive neutrality of government business enterprises and put those businesses on a commercial 
footing,  

 remove monopoly powers and anti-competitive advantages, and  

 enable third party access to significant national infrastructure. 

 
 
For water services in particular, the National Competition Policy requires a ¿strategic framework for the efficient and 
sustainable reform of the Australian water industryî, including:  

 commercially viable and justifiable costing and pricing, and transparency of subsidies,  
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 institutional reforms of government monopolies to separate service provision from regulatory functions,  

 water allocation and trading in water entitlements,  

 environment and water quality, and  

 public consultation and education. 

 
 
Economic regulation is still evolving, with the Australian Capital Territory, New South Wales, Victoria and Western Australia 
having economic regulators and Queensland and South Australia having competition agencies.  Some states have systems 
of operating licences dealing with performance and customer issues, and there are various mechanisms for shareholders to 
exercise guidance, including Statements of Corporate Intent, customer service agreements and strategic plans in various 
forms required by legislation.  
 
The regulatory structure in New South Wales is the most advanced, from the point of view of price regulation.  The 
Independent Pricing and Regulatory Tribunal (IPART) regulates water prices and consults stakeholders as part of the 
process.  Importantly, the actions of the other regulators - such as those in the environmental and health fields whose 
demands can cause the costs of water services to increase - are also subject through this process to greater public 
examination and justification.  
 
Outside the water services industry, a common driver for the outright sale of utilities, or major assets of them, has been 
the desire of governments to free up capital funds for other purposes, particularly the re-payment of public debt.  The 
state of Victoria has been most active in this regard, having sold most of its major energy generation and transmission 
assets.   The Federal Government has also been active, its sales having included banking, aviation and 
telecommunications.  
 

2.       GLOBAL FORCES FOR CHANGE  

 
Only in the 1990s has the water services industry become truly global.  
 
Generally speaking, water services had been very much of local concern. Government ownership had gone unquestioned, 
and there had been little opportunity for others to invest.  
 
Today, there are many forces for globalisation:  

 Well-established companies in advanced countries have little prospect of growth at home, and look overseas for 
growth.  

 Growth brings greater opportunity for economies of scale, thus boosting competitive advantage and profitability.  

 Growth permits a company to fund expensive research and development, which are often the keys to competitive 
advantage.  

 Standards are becoming global.  More and more, we find ourselves making reference to the standards of other 
countries for everything from telephone response times to permissible contaminant levels.  

 We now have regional and global agreements - for example, dealing with effluent standards or green house 
emissions - and we can expect the scope of these to grow.  

 Interest groups and pressure groups are becoming globally organised and, with the aid of the internet, highly 
informed and up to date.  

 Healthy drinking water and sanitation are regarded by developing nations as fundamental to their futures; thus 
they ratchet up standards and welcome international entrants.  

 Companies with technological leadership are able to create new export markets by presenting opinion leaders in 
other countries with opportunities to lift standards.  

 International aid grants and loans are often targeted at water and environmental improvements, and companies 



in donor countries have consequent growth opportunities.  

 Where a foot-hold has already been gained in a country in industries such as energy, transport or 
telecommunications, the extension to water services is natural.  

 There is a huge amount of liquidity in advanced countries looking for secure investment opportunities. 

 
 

3.       THE SCOPE FOR COMPETITION IN WATER SERVICES  

 
A number of characteristics of the water and wastewater industry make it less amenable to competitive reform than 
industries such as transport, energy and telecommunications.   These tend to place water services towards one end of the 
spectrum which spans from monopoly to open competition.  

 Water is generally relatively cheap to obtain.  Sources are well defined and, being finite, are often specifically 
allocated or licensed to particular users.  Thus there is little scope for competitive sourcing, unlike with electricity 
where competition in generation is commonplace.    

 On the other hand, water is expensive to store, transport and treat, and the related facilities exhibit strong 
characteristics of natural monopoly.  Thus the highest cost segments of the production and delivery processes do 
not lend themselves to direct competition.   Third party access is theoretically possible but rarely practised.    

 Public health and social equity are ever-present objectives which work against a purely competitive model for 
water services.  Governments invariably require uneconomical services to be delivered to areas, or to community 
groups, necessitating subsidy, whether explicit or implied.   It is often seen as more straightforward to administer 
such subsidies through publicly owned agents that privately owned ones.    

 The water and wastewater industries are readily capable of existing, in the long term, in very fragmented form.   
There can be countless small utilities drawing on local sources, and discharging treated products locally.   The 
United States has 56 000 water providers with an median customer base of around 3000.  There is nothing wrong 
with this state of affairs, but it does illustrate a characteristic of the industry ‹ that there are relatively few 
economies of scale to be harvested, unlike in energy or telecommunications.  

 Asset condition and asset valuation represent much greater uncertainties with water, largely because so many 
assets are buried and thus difficult to inspect.   This represents a deterrent to would-be investors and makes the 
decisions of price regulators more problematic.   (On the other hand, the spectre of huge maintenance liabilities 
can provide a motive for governments to privatise, as in the U.K. in the 1980s).  

 Finally, a strong force against the sale of utilities, or other forms of private sector involvement, is community 
concern about the private ownership of assets, which is far greater with water assets than with energy or 
telecommunications assets. 

 
 
While direct competition is thus less likely, there exists a multitude of less direct forms, some of which will be explored 
later.  
 

4.       MODELS OF PUBLIC-PRIVATE PARTNERSHIP  

 
A spectrum of different approaches to private sector involvement has emerged in Australia, ranging from the contracting 
out of particular services to the private sector provision and/or operation of facilities.  Examples are discussed below, with 
mention being made of responsibility for capital investment, and of the apportionment of risk and reward between the 
public and private sector parties.  
 
4.1          Contracts for Service  
 
Under this model, contracts are let for the provision of such services as maintenance and operations, fleet management, 
meter reading, engineering design, information technology services, and so on.  The duration of these contracts is typically 
one to five years, and the utility retains overall management of the business.  This form of contracting is widely practised 
by utilities in Australia and throughout the world, and is useful because of its flexibility and efficiency.  Relatively little risk 
is transferred to the contractor, and the utility retains ownership of the assets.  
 
The use of contracts for service has increased in the water industry in Australia during the 1990s and has been 



accompanied by corresponding reductions in the numbers of staff in utilities.  In certain cases, contractors or consultants 
have been required to offer positions to affected employees, whose other options have included voluntary severance 
packages.  This has proved successful, especially as most governments have policies which preclude forced retrenchment.  
In the writer's own organisation, around 500 out of 1500 employees impacted by out-sourcing and cost cutting during 
1995/96 took up new careers through such a process.  
 
4.2          BOO/BOOT Schemes  
 
The most notable application of the Build-Own-Operate (BOO) concept in the Australian water scene is the Prospect water 
filtration plant, which treats the majority of Sydney's water supply.  The BOO model was adopted as a way of introducing 
competition at the tender stage, and at subsequent points in time as additional capacity is acquired (by either adding 
plants or extending the Prospect plant).   
 
A consortium, Australian Water Services, comprising Lyonnaise des Eaux, Lend Lease Corporation and P&O Australia was 
selected in 1992 for this $230 million, 25-year contract, under which the plant is financed on a non-recourse basis, built, 
owned and operated by AWS.  Sydney Water pays fees comprising an availability charge covering 80% of the project's 
fixed costs, and a variable charge based on megalitres of water treated.  There is no provision for the plant to be 
transferred to Sydney Water at the end of the contract period, but the contract can be extended.     
 
Under this model, Sydney Water retained responsibility for water distribution, and for service to customers, as well as raw 
water harvesting.   This last function has since been transferred to a new Sydney Catchment Authority following a widely 
publicised contamination scare in July and August 1998.  
 
4.3          Management Contracts  
 
Under a management contract, the operations and maintenance of a facility, a group of assets or an entire scheme is 
contracted out.  Asset ownership and responsibility for new investment remain with the publicly owned utility, as does 
ultimate responsibility for customer service.  
 
The most important application of this model in Australia was the contracting out by the South Australian Government in 
1995, through its utility South Australian Water, of the operations and maintenance of the water and wastewater systems 
of the city of Adelaide for a period of fifteen years.  
 
The contractor is United Water, whose shareholders are Thames Water Overseas Ltd (47.5%), CGE Australia (owned by 
Compagnie Generale des Eaux, 47.5%) and Kinhill Engineering (5%).    There was a requirement that United would offer 
55% of its equity to Australian investors within twelve months, but to date this has not taken place.  
 
Under the contract, United manages, maintains and operates the water and wastewater systems in the Adelaide urban 
area, manages the associated capital works program, and provides project management for those capital works, but not 
actual construction.  SA Water retains ownership of the assets and responsibility for customer service and billing.  It also 
operates and maintains all services in the country areas of the state, and operates and maintains the raw water supply and 
storage for the metropolitan area.  
 
The contract was not awarded on the basis of a traditional tendering process based on a complete, detailed description of 
the works and the contractual terms.   In view of the huge amount of complexity entailed in comprehensively describing 
the tasks to be carried out, a more flexible approach was taken, based on a request for proposals, in which certain defined 
objectives and constraints were to be addressed and an interactive process then ensued with short-listed bidders.    
Performance standards were set at levels at least as high as those achieved by SA Water prior to the contract, and these 
are reviewed and generally increased each year.   Financial penalties apply where standards are not met.  
 
Because of the importance of ensuring that short-term financial performance is not boosted by running down the assets, 
United and SA Water are required cooperatively to develop and implement asset management plans covering one, five and 
twenty-five years, and these are to be updated annually.  Reimbursible costs, comprising mainly maintenance costs, are 
set annually and there are arrangements for sharing savings and over-runs.  Prices for operations and maintenance 
services and for project management were set at the outset for the first five years, and are to be re-negotiated after that.  
All decisions and approvals for capital expenditure are made by SA Water, which provides the required finance.  
 
Great importance was placed by the State Government on a requirement that there be a major stimulus to export of 
water-related goods and services from South Australia.  Specific aspects included:  

 investment in South Australia and the relocation of activities to the state, particularly utilising the extensive 
international networks of CGE and Thames,  

 the creation of alliances and partnerships between South Australian businesses and international and interstate 
firms,  

 research and development and technology transfer, to establish Adelaide as a technological leader in the water 



services field,  

 a business support program, involving export market development and financial and legal services, and  

 measures to create a skilled workforce. 

 
 
Exports to the value of  $626 million over ten years were to be generated.  
 
4.4     The Alliance Model in Management Contracts  
 
A new approach to operations and maintenance management contracts was introduced four years ago by Western 
Australia's Water Corporation.   This is referred to as ¿alliance contractingî, and was first applied on British Petroleum's 
offshore oil and gas projects in the North Sea.  It was introduced by several offshore construction projects in Western 
Australia, notably WMC Petroleum's East Spar Project and Ampolex's Wandoo Project.  
 
Alliance contracting can be thought of as forming a single company (although not incorporated) which is focused on the 
maximisation of achievement against a set of pre-agreed goals and targets under an agreed risk-and-reward structure.  
The single entity includes staff of the client organisation and the contractors and consultants, working as a team in a 
project environment which is built upon trust, equity and the absence of blame.    
 
In 1995, the Water Corporation contracted out the maintenance and operation of the water distribution and sewerage 
infrastructure for the city of Perth, in two contracts separated geographically by the Swan River, each worth around $15 
million per year for five years.  Each contractor was required to set up a separate company, a ¿service companyî, to 
perform the work involved, and is paid direct operating and maintenance costs, a management fee and an annual 
performance bonus.  The companies are run on an open book basis.  An ¿alliance boardî, comprising two or more senior 
representatives of each of the client and the contractor meets at least quarterly, makes the key decisions on the works, 
and agrees upon an annual budget and performance targets.  Decisions must be unanimous, otherwise the chairman, who 
is appointed by the client organisation, has the final say.  The performance bonus is based on a number of factors, 
including performance levels and the degree to which the budget is met or bettered.  Bonuses are paid for a particular 
year's achievement only, further improvements being required if bonuses are to be paid for subsequent years.     
 
The alliance model was adopted because of the immense complexity involved in the day-to-day operation of water and 
sewerage services in a major urban area, and the obvious difficulty and bureaucratic work load entailed in managing such 
a contract on a schedule-of-rates basis.    
 
Registrations of interest were invited, and a short list of contractors was invited to tender.   The information provided at 
the time of inviting tenders was brief by comparison with the large volume which would accompany a traditional call-for-
tenders.  The contract documents were developed in consultation over a period of several months between the client's and 
the contractors' staff.   Both parties were required to assign to this negotiation the particular members of staff they 
proposed assigning to the eventual operation of the contract.  This negotiation process formed an essential part of the 
building of a cohesive team which would focus on agreed alliance objectives.  
 
After more than three years, it is clear that both contracts are proceeding well, with compounded annual productivity 
improvements of around 7% having been achieved.   Both contractors  have achieved quality accreditation to international 
standards, and have achieved high safety accreditation.   
 
Because the initial contracts were to replace competent direct labour work forces, the contractors were required, prior to 
taking up the works, to offer each member of the Corporation's related workforce positions in their own workforces, under 
terms at least as favourable as those previously enjoyed.   This worked very well, with a total of 209 people taking up jobs 
with the contractors.   A great advantage of this approach was that the contractor took over a ready-skilled group of 
workers, adding to his own (and the client's) confidence.    
 
A further advantage of the creation of a separate service company is that the Corporation can more readily change 
contractors if necessary in future.  An incoming contractor can choose to offer employment to the work force of the service 
company.  From the Corporation's point of view, there is advantage in having fewer impediments to changing contractors.  
 
The alliance model was adopted for Sydney Water's Northside sewage storage tunnel project, which would not have been 
completed before 2001 under normal contracting methods, but was required in time for the 2000 Olympics.   Because of a 
significant amount of negative community perception of the project, the alliance model was seen as a way of addressing 
these concerns.   The members of the alliance set five performance criteria against which the success of the project would 
be measured: time, cost, safety, environment and community.   Benchmarks were set for each criterion, to be scored and 
audited by independent third parties.   
 
Failure to achieve success on any one of the criteria would lose the alliance 50% of their potential profit.  
 
A similar approach is now being applied in Western Australia to the design, construction and initial operation of a waste 
water treatment plant expansion worth over $120 million.  The value of the model is already evident here, with the 



principal objective of the alliance workforce being to minimise the discounted whole-of-life cost of the plant.   The result 
promises to be a much greater degree of optimisation than could have been achieved under a more traditional, adversarial 
form of contracting.  
 

5.       THE GROWTH OF INTERNATIONAL WATER COMPANIES  

 
Two countries have been particularly successful in creating domestic water services markets which have spawned water 
services companies which increasingly span the globe.  
 
All of us watched with great interest the privatisation of ten English and Welsh water and sewerage companies in 1989.   
Some of these companies have been adventurous abroad, with both successes and failures, but with very considerable 
potential.   Some are already in foreign ownership.  Of particular interest is the fact that, to this day, only in the U.K. do 
private companies have 100% private ownership of assets.  This has necessitated the development of a relatively 
sophisticated regulatory system, which now acts as a competitive advantage to British companies competing overseas.  
 
The French have, for more than a century, taken a different approach, based on various types of ¿concessionî.   The most 
common form of these is referred to as ¿affermageî, in which the private sector handles all service and maintenance 
activities, as well as customer service and billing, but all capital financing is provided by the municipality.   French domestic 
markets are less competitive than those in Britain or Australia, and this stability at home is advantageous when competing 
abroad.  
 
Elsewhere there have been interesting new developments in the involvement of the private sector, particularly along the 
lines of the French model.  Of note are the arrangements in Manila and Jakarta, both of which have divided themselves 
into two geographic sectors and let concessions for the provision of water and wastewater services.  Both have required 
massive, early capital injections to extend and modernise schemes, with the new assets reverting to government 
ownership at the end of the 25-year concession periods.   French and British companies, together with local partners, have 
been in the forefront in winning these concessions.  
 

6.       SKILLS  

 
While the development of various forms of PPP during the 1990s has been generally successful, there is a need to be 
concerned with the long-term robustness of these new arrangements.    
 
Of particular concern is the continuing development of the skills and experience required to plan infrastructure and to 
manage assets which demand a very long-term view.   
 
Those key individuals who have implemented many of the new PPP arrangements acquired their skills and experience ¿on 
the jobî, through long careers which spanned both technical and managerial work.  When it came to engaging others to 
carry out the work, the utilities were thus very well placed to be competent and well informed customers.   The innovative 
design of some of the PPP models reflects the high calibre of thinking and experience which was applied to their design.  
 
The problem for the future is that the utilities have now outsourced the breeding grounds for the skills and experience they 
need to be competent customers well into the future.  
 
While this is not an insurmountable problem, it does require strong leadership and political support to put in place 
innovative human resource management programs.  The fact that the organisations, after ¿outsourcingî, are very much 
smaller simply adds to the challenge.  Strategies may, for example, involve interchanges of staff in some manner between 
the public and private sectors.   
 
Without such deliberate action, it seems unlikely that the competence of governments as customers will be sustained, and 
it is the customers of the utilities who would suffer in the long run.  
 

7.       RISK    

 
One issue which has, to date, received too little discussion is that of risk, and responsibility for risk.  
 
This is arguably because government has always been the ultimate bearer of risk in the provision of a wide range of 
services, and it has been tacitly assumed by all those responsible for designing new PPP arrangements, whether managers, 
professionals or government ministers, that this would still prevail.   The early objective was to engage the private sector 
in ways which improved efficiency and customer service, and relatively little thought was given to the pros and cons of 
shifting substantial portions of risk to the private sector.  
 
Because they often become enmeshed in political or legal conflict, specific examples will not be analysed here.    Suffice it 
to say that there is no shortage of cases for study in utilities ‹ including, in the last year or so, failures of Melbourne's gas, 
Sydney's water, Adelaide's sewage treatment, and Auckland's electricity.  
 
There is certainly scope for re-thinking the allocation of risk and responsibility.   With the decline of hands-on 
responsibility, and thus in-depth expertise, on the part of the government-owned ¿clientî, there are arguments for placing 
more risk with the private party, and for paying more for relinquishing that risk.  
 



Political reality dictates that governments are held ultimately responsible by their constituents for utility failures, whether 
or not the facilities in question are under private or public ownership and operation.   Even where a particular risk might 
have been allocated clearly, in contractual terms, to the private sector party, governments may still elect to take 
responsibility upon themselves in the eyes of the public because the voters hold the government ultimately responsible.   
This political reality must be taken into account in determining the optimum allocation of risk.  
 
While there is a range of possibilities, the current allocation of risk, based on the doctrine that the state previously carried 
out all utility work and thus continues to bear all risk, seems unlikely to be the most appropriate as public-private 
engagement evolves in the future.  
 

8.       A TIME TO DEVELOP COMPETITIVE CAPABILITY  

 
Australia's water services organisations are essentially mature and competent.  So, presumably, are those in the Southern 
African countries.  It is therefore questionable whether, in engaging the private sector to carry out particular functions, the 
simple winding down of public sector capability is the most sensible course to take.  Given the existence of these reserves 
of capability, why not develop them to build up new sources of industry capacity and competitiveness?   
 
Why not offer our governments not only well designed models of PPP, but bold plans to develop competitive new 
industries?   That way, we will do the best thing by our customers ‹ combining hard-won expertise with the efficiency 
advantages of competition.   We will also provide better opportunities for our staff.  
 
Australia's water utilities are not in a position to take much entrepreneurial risk because they are owned by governments.   
Entrepreneurial risk is more appropriately assumed by shareholders than by taxpayers.    Presumably the same applies in 
African countries.  
 
We thus need to be innovative in the ways we propose to unleash the capability of our organisations.   These will almost 
certainly involve private sector equity.  They could involve companies jointly owned by two or more existing utilities.   
Perhaps, if the target markets spanned the nations of a particular region, they could be jointly owned by utilities from two 
or more countries.   Perhaps these might be Australian and African!   Perhaps this symposium might lead to the formation 
of potent new commercial competitors!  
 
It was pointed out at the beginning of this paper that the water services industry lagged others in aspects of commerce 
and competition, and a number of reasons for this have been explored.    
 
There is no reason for this lag to continue.  Now we can learn from the missed opportunities of others.   Now is the time to 
re-write the rules in PPP. 
 
Dr Jim Gill FTSE,  
Managing Director, Western Australian Water Corporation,  

 


