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Submission to National Water Commission 2011 Bienal Assessment of the NWI

1. Introduction
The Local Government Association of NSW and Shitesociation of NSW (the Associations) are the
peak bodies for NSW Local Government.

Together, the Associations represent all the 152VNf@neral-purpose councils, the special-purpose
county councils and the regions of the NSW Aboafjimand Council. The mission of the
Associations is to be credible, professional orggiions representing Local Government and
facilitating the development of an effective comiitysbased system of Local Government in NSW.
In pursuit of this mission, the Associations repregsthe views of councils to NSW and Australian
Governments; provide industrial relations and sgeti services to councils and promote Local
Government to the community.

The Associations thank the National Water Commis$iw the opportunity to make a submission to
its 2011 Biennial Assessment of the National Whigiative.

The first part of the submission outlines the As&stians’ position with respect to Australian
Government policy initiatives aimed at addressihg overallocation of water and potential future
decreases in water availability in the Murray-DaglBasin. The Associations’ comments focus on the
development of a basin plan by the Murray-Darlingsid Authority and the purchase of water
entitlements under thRestoring the Balance in the Murray-Darling Basimo§am and, through
water saving infrastructure and water use effigieimvestment, under thBustainable Rural Water
Use and Infrastructure Program.

The second part of the submission provides comnanthe institutional and regulatory framework
for the delivery of urban water services in regioN&W. Water supply and sewerage services in
regional NSW, including ensuring supply securityrotigh infrastructure provision, demand
management and integrated water cycle managenrenpravided by Local Government. There are
currently 106 local water utilities, including 9@wncil-owned and operated local water utilitiesjrfo
water supply county councils, and one water suppty sewerage county council. Local water utilities
service over 1.8 million people — approximately 36Pthe state population. This part focuses on why
Local Government is best placed to deliver safe sexlre water supply and sewerage service in
regional NSW and brings to the Commission’s attenthe current NSW Government inquiry into the
institutional and regulatory framework for Local ¥@wnment water utilities in regional NSW.

The third part of the submission outlines the AgstiEns’ position in relation to the introductiori o
market mechanisms and competition in the urban mseetor and raises some concerns about the
regime for private sector entrants and public netwaccess recently introduced in NS\Wdter
Industry Competition Act (NSW) 2006

The fourth part of the submission showcases a nuwibexamples of Local Government achieving
best practice in water management and conservatidin the provision of water supply and sewerage
services.

2. Impacts of the Murray-Darling Basin Plan

The Associations recognise the need for and supip@rimplementation of sustainable levels of water
diversion to protect the environmental health,liexste, and productive base of the Murray-Darling
Basin’'s river system. However, the Associations @ecerned about potential negative impacts on
regional communities of the basin plan preparedth®y Murray-Darling Basin Authority and the
purchase of water entittements under tRestoring the Balance in the Murray-Darling Basin
Program

These initiatives are expected to result in sulbstareductions in water availability for consumygti
use. This is likely to have significant socio-ecomoimpacts on affected communities (e.g. reduction
in irrigated agriculture and flow-on effects). Lesater for consumptive use also has the potertial t
directly impact on councils’ town water supplies.
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The Associations believe that the process of censig socio-economic impacts needs to be
strengthened to ensure decisions on sustainabésibwn limits, where possible, take into account
community preferences on the trade-offs betweerir@mwental water and water for other uses.
Socio-economic impact analysis should include fathgted analysis of localised impacts, options for
affected communities to make the transition totariwith less water and structural assistancesieed
The Associations urge the Australian Governmestriengthen the mechanism for reporting on socio-
economic impacts and identifying and implementitngctural adjustment assistance.

The Associations believe that enhanced focus shmilgiven to saving water for the environment by
way of investment in water use efficiency and watving infrastructure; e.g. under tBastainable
Rural Water Use and Infrastructure ProgranSuch investment, as distinct from direct water
entitlement purchases, would ensure that governspending remains in the region, is available for
economic adjustment and helps affected communititssthe transition to a future with less water.

Furthermore, the Associations are concerned about the basin plan will affect town water
allocation and thus councils’ ability to plan fondasupport population and economic growth. The
Associations stress the importance of giving pyaid town water supplies taking into account aktua
and anticipated growth patterns (population andistrial development) experienced and planned for
in communities.

The Associations recognise that under \tiater Act (Cwth) 2007the basin plan and its sustainable
diversion limits need to ensure that critical hunvaater needs can be met and be given highest
priority in state water resource plans. Howeveitjcal human water needs only capture a level of
water use in events of very low water availabilitgit water use under normal conditions. To ensure
communities, particularly communities in regionaddarural areas, can maintain adequate living
standards, social well being and economic developmgportunities, it is crucial that water supplies
for urban use (Local Government town water supplee guaranteed. Considering that town water
use, including water use by manufacturing and atidurstries that is supplied by local water ugj
make up only a small proportion (about 4%) of totater use in the basin, priority to town water
supplies can be given in the basin plan withogdiiig essential environmental flows.

3. Institutional and regulatory framework

Local Government water utilities in NSW are suctidsim delivering safe and secure water supply
and sewerage services to its communities. Thigmgahstrated by the achievements in implementing
best practice as well as the outcomes of the NSWéfBment’s Inquiry into Local Water Utilities.

Best practice

Under the NSW Office of Water'8est Practice Management of Water Supply and Sewera
Guidelines 200yIocal water utilities are required to achieveth@actice including determination of
levels of service and pricing levels based on Ilterg strategic business planning and cost recovery
principles. Local water utilities operate as sefmbaisiness units and expenditure and income stream
are ring-fenced from those of other council adegit

The NSW Office of Water monitors and reports onf@anance of local water utilities in its annual

NSW Water Supply and Sewerage Performance MorgtoReport Local water utilities have

continuously improved best practice managementraade significant progress in their adoption of

the criteria of best-practice management identifiiehe best practice guidelines including:

* 89% of local water utilities have sound strategisibess planning in place covering 98% of the
connected properties in their area of operation;

*  96% of utilities achieve full cost recovery for wasupply and 97% for sewerage;

* The economic real rate of return for water suppig aewerage was 0.6% (median of 0.3% for
water supply and 1.1% for sewerage). This figurkigder than country Victoria but lower than
the capital city utilities; and
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* 68% of local water utilities have commenced integgtawater cycle management (IWCM)
evaluation or strategy; with 46 utilities havingnggleted an IWCM evaluation and 26 of which
having also completed an IWCM stratéeygy.

The 2008-09 performance report also acknowledgesctimtinuing efforts to minimise the typical
residential bill, which for water supply and sewggas $900 per assessment (Jan 2010$), an increase
of a total of 2% in real terms over the past 14ryeAt the same time, 99% of the 20,700 samples
tested for E. coli comply with th2004 Australian Drinking Water Guidelinewith 88% of local
water utilities complying with these guidelines.ekage annual residential water supplied is a lo® 17
kilolitres per property, which is 47 percent lowkan that in 1991. This reduction is mainly due to
strong pay-for-use water pricing signals with a raedvater usage charge of 150 cents per kilolitre
together with implementation of water conservatmd demand management measures by the
utilities. In addition, the water restrictions ingeal by 61% of utilities as a result of severe dnbug
conditions have contributed to this outcome.

The excellent performance of NSW local water ig#itin achieving efficient water use and avoiding
real increases in their typical residential billshalso been acknowledged in the National Water
Commission’dNational Performance Report 2008-2009 - Urban Walislities.

According to the report, real water and sewerageepi{in Australia] had increased in recent years t
fund increases in operating and capital expendiuth the exception of non-metropolitan NSW,
where the typical residential bill for water sup@pd sewerage had reduced slightly over the past
13 years. Further, the report states that in NSW, metrogolititilities (Sydney Water and Hunter
Water) had reduced their residential water suppliedl% [over the 4 years] since 2005-06, while
regional utilities [27 utilities reporting in theeport] had reduced theirs by 11% reflecting the
requirement for regional utilities to comply withet NSW Government'Best-Practice Management
of Water Supply and Sewerage Guideljinekich encourage implementation of a broad range o
demand management and water pricing measures.

Local Government water utilities also continuertgprove elements of best practice identified assarea
of concern by the NSW Government Inquiry into Lobshter Utilities (see below). Appendix 1
outlines improvements in these areas. Of partia@®vance are improvements in implementing risk
based drinking water quality management plansekample, continued implementation of such plans
will help further reduce occurrences of boil waitarts? .

Inquiry into Local Water Utilities
In 2007, the NSW Government commenced an inquitg ihe provision of water supply and
sewerage services by council owned and operatadliater utilities in regional NSW.

The purpose of the inquiry is to identify the meffiective institutional, regulatory and governance
arrangements for the long term provision of watgrpdy and sewerage services, and to ensure these
arrangements are cost-effective, financially viabistainable, optimise whole-of-community
outcomes and achieve integrated water cycle maragem

The inquiry was undertaken by an independent paoehprising the former NSW Deputy Premier,
The Hon lan Armstrong OBE, and the former headhef NSW Premier's Department, Dr Colin
Gellatly. The panel reviewed more that 140 submissi including a submission from the
Associations, and conducted public hearings througiNSW during which it heard presentations
from more than 115 stakeholders.

1 NSW Office of Water2008-09 NSW Water Supply and Sewerage Performance Monitoring Report.

2 National Water Commission and Water Services Assoadiatf Australia,National Performance Report 2008-
2009 - Urban Water Utilitiespage 24.

% Ibid, page 16.

* Over the period May 2006 to June 2008, 22 boil water alents issued by utilities due to failure to meet
microbiological water quality requirements pursuant to thetfalian Drinking Water Guidelines; see NSW
Office of Water,2008-09 NSW Water Supply and Sewerage Benchmarking Reguet8.
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The inquiry’s final report, released in January 20@onfirmed that institutional and regulatory

arrangements should maintain Local Government respility for the operation and management of

water supply and sewerage services and Local Goarhownership of water supply and sewerage
infrastructure and recommended models for improvegional cooperation. In summary, the
recommendations of the inquiry included:

» Formation of 32 regional groupings out of the catr207 local water utilities, including some
bigger utilities that remain as they are (standhalotilities).

» Two structural models for the governance of grogpithat do not remain as stand-alone utilities:
a binding alliance model comparable to a stratedi@nce of councils but with mandatory
membership and a corporation owned by member clsunci

* That the function of groupings would be mainly &gic business planning (incl. asset
management) and regional water planning; a takeoW@perational functions or infrastructure
was not recommended.

« Mandatory regulation (based on current best praageidelines) including mandatory pricing
regulation (charges based on proper business@lansight by independent body).

* Mandatory water quality risk management accordingustralian Drinking Water Guidelines.

The Associations strongly believe that to ensuranéegrated and locally appropriate approach to
water supply and sewerage management and achiéweabp/hole-of-community outcomes for local
communities, it is crucial that institutional anegulatory arrangements maintain Local Government
responsibility for the operation and managementvafer supply and sewerage services and Local
Government ownership of water supply and sewenafgastructure.

The Associations acknowledge that regional solgtionight be required to share professional
resources, undertake catchment-based water supglyl@amand planning and potentially plan, fund
and deliver infrastructure necessary to provideusecsafe and efficient regional water supply and
sewerage services over the long term. Howeverpnadjisolutions do not require the removal of water
supply and sewerage functions from Local GovernmmiEnéy can be achieved through appropriately
structured regional alliances of councils which m@in Local Government responsibility and

ownership. This model captures the benefits aswatiwith regional planning without having the

disadvantages of institutional settings where wsii@ply and sewerage functions are removed.

Therefore, the Associations support a binding regialliance model as a preferred model to fatdita
regional cooperation and resource sharing, imploca@ water utilities’ capacity to meet best preeti
requirements, and coordinate member councils’egiatbusiness planning. A detailed illustration of
the regional alliance model supported by the Asgmeis is provided in appendix 2.

Furthermore, institutional reform, particularly oefn that would remove water supply and sewerage
functions from Local Government, need to be thohtyigssessed against the impacts it might have on
the financial sustainability of councils and ondband regional economies and employment. Water
supply and sewerage services are a major part ef mgional councils’ operations. They contribute
to a critical mass of responsibilities that makeirools financially viable and attractive for skdle
professionals. In many councils, especially in $mnatural council, water supply and sewerage
services are a significant part of engineers’ amdos officers’ workload. Employees are often multi
skilled and shared between general purpose fursctaomd water supply and sewerage functions
providing for efficient workforce flexibility. Remal of water supply and sewerage functions from
councils would eliminate these synergies effectsrasult in the departure of professional staff tlue
insufficient workload and challenges or becausé gevices become unaffordable for councils. Loss
of operations and staff in councils would haveagsidirect and flow-on effects on small communities
and the affected families, particularly in ruradé@s where councils are often the largest employer.

Finally, given the geographic, demographic, climeiated and socio-economic diversity in regional
NSW and the resulting differences in water resoarte demand profiles, it is important to recognise
that a “one size fits all” approach to providing terasupply and sewerage services will not be
appropriate. Local Government is best placed totifle local requirements and community
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preferences and should therefore have the automomgtablish solutions that suit their local/regibn
circumstances.

During the inquiry, the Associations establisheaiwsmber of principles for the delivery of water
supply and sewerage services in regional NSW &siisl

PRINCIPLES FOR THE DELIVERY OF WATER SUPPLY AND SEWERAGE SERVICES IN
REGIONAL NSW

1. Institutional arrangements should maintain Local Government responsibility for the operation
and management of water supply and sewerage services and ownership of water supply and
sewerage infrastructure as they are most effective in achieving whole-of-community outcomes and
integrated water cycle management, utilise efficiency of economies of scope, and so allow for
sustainable, locally appropriate long term strategic planning and service provision.

Whole-of -community outcomes

In order to achieve whole-of-community outcomes, phiorities and needs of a wide range of
community stakeholders need to be balanced takitm ¢onsideration the economic, social and
environmental impacts associated with those pi@sitand needs as well as the availability of
resources to achieve them.

To undertake this balancing act an integrated apgioto strategically planning for and delivering
all community services is essential. Evidently hsan approach also needs to be responsive to the
needs and priorities of local communities.

Being responsible for a wide range of communitywises and functions, Local Government already
allows for such integrated strategic planning. Alkocal Government is best placed to manage local
services and facilities because they are closeshéocommunity and understand local issues and
priorities.

Maintaining the integration of water supply and seage functions with other general purpose

functions of councils ensures that strategic plagnfor water supply and sewerage operations and

infrastructure is part of such an integrated plamgpiframework and that objectives specifically

related to water supply and sewerage are determimidtin the broader context of ecological, social

and economic sustainability. For example, Local &awment will most effectively:

» Coordinate strategic land use planning and strategianning for water supply and sewerage
operation and infrastructure (e.g. water sensitivban design, see below);

» Coordinate water supply and sewerage operationsiafrestructure with economic development
priorities;

» Coordinate water demand management with the lagaply and demand profile as well as local
and catchment-wide environmental objectives; and

» Coordinate water supply and sewerage operationsiafrdstructure with the provision of other
council operations that are major water users; gugrks and reserves, aquatic leisure centres,
airports, showgrounds, and caravan parks.

These desirable benefits would be much more dfffiouachieve in an institutional setting where
strategic planning for and delivery of water supplyd sewerage operations and infrastructure were
removed from Local Government. Separate watetiaslilet alone entities in a disaggregated sector,
would struggle to facilitate integrated planningedto a lack of direct involvement in the strategic
community planning process and access to the poofdrath the Local Government Act (NSW) 1993
and the Environmental Planning and Assessment M8t\() 1979. Also, decision makers in water
supply and sewerage entities which are complettyoved from Local Government might not have
the incentive to look beyond their business objestiand aim to achieve whole-of-community
outcomes. Only council-owned and operated watditiesi also provide for true integration with
other general purpose functions such as stormwatanagement, land use planning and control,
economic development, and environmental management.
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I ntegrated water cycle management

Increasing efforts are now being made to implemtvd concept of integrated water cycle
management and its sub-component water sensitiv@nudesign to minimise the impacts of urban
development on the water balance and the envirohraed to help address water scarcity by
diversifying supply options and conserve water.

Local Government across regional NSW, becauseedhtlkgration it affords to particularly strategic
water supply planning, water supply and sewerag®igion, stormwater and drainage management,
strategic urban planning, and land use developnoamirol, is best placed to put this concept into
reality.

Whereas traditional water management used to ldadaah component of the urban water system in
isolation, integrated water cycle management coeiall aspects of the urban water cycle (water
supply, sewerage, stormwater, conservation, reegelpollution prevention, flood control etc) and
related aspects such as energy consumption relateslater supply and treatment to ensure that
water is used optimally for urban development adl we within the natural water catchment.
Integrated water cycle management does not onlyiredntegration of the various elements of the
water cycle but also integration with strategic arbplanning and land use development conttols.

Water sensitive urban design applies the principliemtegrated water cycle management in the built
environment and focuses on on-site residential emimercial developments. Examples of water
sensitive urban design include rainwater tanks,yoling, greywater, and stormwater harvesting
schemes.

Institutional models that result in the removalvedter supply and sewerage functions from councils
have the potential to severely disrupt the inteigratthat currently exists, inevitably leading to
reduced capacity to implement integrated watereyshnagement and water sensitive urban design.

For example, the implementation of elements of medasitive urban design that are intrinsically
linked to urban and land use planning, such asrstwater harvesting for water supply, greywater
reuse, or rainwater tanks, becomes increasinglficdit for an entity that is removed from the land
use planning and control processes.

Vertical disaggregation of a separated water suppig sewerage sector into bulk supply, treatment,
distribution, and retail function would only furtheeduce the capacity to implement integrated water
cycle management. For example, the multi-layeredlehenvisaged for South East Queensland
appears to be too mechanistic and, because of érarbetween the layers of entities, could actually
prevent integrated water cycle management

Economies of scope
Associated with the integration of water supply amdverage function and other general purpose
functions are economies of scope resulting in ceat-efficiency gains.

In economic terms, economies of scope occur § tthieaper for one entity to provide a range of
services together (i.e. water supply and sewerageices and other general purpose services), than
for each of the services (e.g. water supply ancesage services) to be provided by separate entities
Economies of scope may arise from integration ahnéal, managerial and administrative
resources.

In council-owned and operated water utilities teichih and managerial synergies arise from the
integration of engineering, asset management amgacate planning system for water supply and
sewerage, roads and transport, communication, wasBnagement, or recreational services.

5 National Water Commission, Institutional and Regoly Models for Integrated Urban Water Cycle Masmagnt, Issues
and Scoping Paper, (2007), page 15.
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Economies of scope also arise from the abilityftectively and efficiently coordinate strategic dan
use planning and land use development control Witastructure intensive services such as water
supply and sewerage services as well as privaterangial and residential related investment into
water solutions. Furthermore, the broad range afviees provided by general purpose councils,
affords the range of responsibilities required toract highly professional staff and benefit fromeir
skills and knowledge which would otherwise not\eglable.

In administrative terms, economies of scope anieenfthe integration of information technology
services, or the ability to provide one billing acalstomer service system for all community services

Large, stand-alone water supply and sewerage pesgithay well achieve some economies of scale,
however cannot capture the identified economiescope. Benefits commonly associated with water
utilities covering larger regional areas such agatanent-based, regional strategic water supply and
demand planning and infrastructure delivery coudgially be achieved through regional alliances of
councils without loosing the economies of scope@ated with the integration of water supply and
sewerage functions and general purpose functions.

2. Governance arrangements need to ensure decision makers are accountable to the communities
that are to benefit from and fund the provision of water supply and sewerage services as well as for
the achievement of broader whole-of-community outcomes.

Best practice governance generally refers to a sleni making process that has clear objectives,
allows for the consideration of relevant stakehold¢erests, and provides for well-aligned incersv
and the absence of conflict of interest for decisivakers. In relation to the provision of essential
community services such as water supply and sewesagvices, best practice requires clear
accountability of decision makers to the commusiierved as well as for the achievement of broader
whole-of-community outcomes.

Local Government provides such a framework of claacountability. Democratically elected
councillors are responsible for the setting of sAc direction for councils’ operations in ordey t
achieve desired whole-of-community outcomes inefudiutcomes related to water supply and
sewerage provisions. Furthermore, maintaining watepply and sewerage services as visible and
accessible local operation within Local Governmaigo contributes to accountability within the
community and provides incentives for the provisibreliable customer service and serviceability.

Structural models that remove responsibility fortevasupply and sewerage services from Local
Government, and thus from elected local represemst must necessarily address how decision
makers would be accountable to the communitiesarato benefit from and fund the provision of
water supply and sewerage services. It is questienavhether such models can provide the
appropriate incentives to ensure that decision mak#egrate water supply and sewerage objectives
into broader whole-of-community outcomes and snatility principles.

Another issue in relation to governance arrangemméhthe trend to populate decision making bodies
with independent, external persons. An examplédsproposed Central Coast Water Corporation
where only a minority of board members can be apedi from the councillors and employees of the
constituent councils (section 12 of the Central €d&ater Corporation Act (2006) NSW).

Independent, external persons have only a limitedoantability to the community and the
disadvantages associated with such limited accduiitianeed to be outweighed by the benefits of
having “externals” on the decision making body.

It is often argued that the benefits of allowingeemals on decision making bodies is to access the
expertise, knowledge and perceived “objectivity'idependent experts and professionals. However,
the conflict between accountability and accessittependent expertise can be resolved satisfactorily
without distorting the clear accountability provilén councils. An institutional setting that allofes

and encourages regional alliances would enable cdsirto involve experts and professionals in the
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decision making process of the regional allianceappropriate ways and where they are needed.
Resource sharing arrangements within the regionigdrace model could also provide the resources
to make expert services more accessible and atidedar councils.

3. Decision making with regards to water pricing needs to be socially, environmentally and
economically sustainable, responsive to local community needs, and flexible to enable local water
utilities to respond to changing circumstances. Pricing decisions should continue to be guided by
the best practice pricing policies required by the Department of Water and Energy.

Pricing for water supply and sewerage service israportant consideration in the determination of
whole-of-community outcomes. It is essential touenghat pricing decision are responsive to
community needs, based on local water supply antadd profiles, and integrate water supply and
sewerage objectives into broader whole-of-commumitgomes and sustainability principles.

Pricing decision should continue to rely on the Metted best practice pricing policies provided by
the economic regulator; the NSW Office of Watee office’s Best-Practice Management of Water
Supply and Sewerage Guidelines are based on geperadiples established by the Independent
Pricing and Regulatory Tribunal NSW (IPART) andegged under the Local Government Act (NSW)
1993.

Pricing principles should be based on cost recowanysiderations (i.e. the recovery of the long term
operational and capital cost of providing water plypand sewerage servicésJhe Associations also
supports water utilities being provided with thetiop to send stronger pricing signals to customers
to encourage water conservation and demand manageara facilitate the implementation of
integrated water cycle management strategies.

The Associations support a process of externaltaoiiprice determination by council auditors
instead of price determination by a regulator (8RART).

4. Regulatory arrangements need to be improved to avoid regulatory duplication, inconsistency and
conflict; regulatory arrangement should facilitate integrated water cycle management and
encourage regional solutions/models to facilitate catchment based-planning and water resource
sharing arrangements among utilities.

Within the current regulatory framework there i®ge to better coordinate regulation in relation to
health, environmental, economic and land use plagnobjectives and set clear regulatory
responsibilities to avoid duplication and inconsisty and resulting confusion and inefficienciess It
often difficult for local water utilities to keeppuwith regulatory objectives and requirements,
particularly when responsibilities of agencies dapr

A significant number of agencies are currently imed in the administration of a range of regulation

relevant to water supply and sewerage including:

* Department of Health — regulates and monitors wajerlity in reticulated water supplies,
including fluoridation of water supplies;

* NSW Office of Water — regulates water supply ekittas and volumetric entitlements, including
water sharing plans and monitoring of waterways;

» Catchment management authorities — responsiblanfiptementation and funding of catchment
activity plan;

» Dam Safety Committee — responsible for surveillaar® monitoring of prescribed dams for both
water supplies and regulated waterways;

* NSW Office of Water - responsible for approvalsspant to section 60 of the Local Government
Act (NSW) 1993, main regulator of the sector thiotige Best Practice Management for Water
Supply and Sewerage Guidelines, performance reypthirough the Water Supply and Sewerage

8t is noted that full cost recovery does not regai return on existing rural water assets, althaudoes require provision
for future asset refurbishment or replacement.

Submission Date:November 2010 Page 9 of 17



Submission to National Water Commission 2011 Bienal Assessment of the NWI

NSW Performance Monitoring Report, management efQGbuntry Towns Water Supply and
Sewerage Program;

* Independent Pricing and Regulatory Tribunal — rewief Developer Charges Guidelines for
Water Supply, Sewerage and Stormwater; and

» Department of Local Government — responsible fomgigance with Local Government Act
(NSW) 1993 and ensuring the implementation of prgpeernance in the industry.

Recent examples of regulatory inconsistency anéus@n include:

* Inconsistencies between the two prominent inigstiof Integrated Water Cycle Management
(IWCM), an essential component of the NSW GovertsnBast-Practice Management of Water
Supply and Sewerage Guidelines, and the Buildingaswability Index (BASIX), a state-wide,
government requirement for houses and units toesehcertain energy and water consumption
reduction targets (e.g. potential for BASIX targetsoverride more stringent locally appropriate
water conservation and demand management meassredentified by local water utilities in
their integrated water cycle management plans; pidé for BASIX to limit the options
developed in IWCM plan (e.g. rainwater tanks ar@gesncouraged in areas where they may
prove to be a less effective option than otheratites and can be a costly burden to developers,
consumers and potentially to council owned watditias should they be required to finance
future rainwater tank rebates)

» Confusion around the issue of load based licensind reuse versus effluent credits for river
discharge; and

» Confusion among agencies about the regulatory reguent and objectives in relation to the
issue of non-connection of development to urbaemartd sewerage services.

Further, the Associations believe that the basis doy regulatory arrangement should be the
continued implementation and improvement of thstiexi best practice framework; i.e. Best-Practice
Management of Water Supply and Sewerage Guidegdimekiced by the NSW Office of Water.

Beyond existing regulatory objectives, regulatorrangements could encourage the wider
application of regional alliance models and proviskechanisms for improved coordination between
the stakeholders involved in catchment-wide nattesburce management and integrated water cycle
management. This would, where appropriate, enaldencils to truly contribute to regional,
catchment-wide strategic water supply and demaadrphg. For example, submissions have raised
the possibility of water sharing arrangement amomgmbers of regional alliances and the regulatory
framework should provide local water utilities withe option to do so.

5. To ensure local water utilities throughout regional NSW have the financial capacity to provide
the level of water supply availability and security and sewerage treatment that is required by the
community, a permanent State Government infrastructure funding program should accompany
efforts by the sector, such as regional alliances, to facilitate resource sharing and regional
infrastructure provision.

Financial self-sufficiency means that water supguityl sewerage providers have available sufficient
own-source income to fund operational and capitduirements for the provision of water supply
and sewerage services over the long term; i.e.owitfinancial support from governments in the form
of subsidies or other resources.

Related to the requirement of financial self-sidficy is the concept of cross subsidisations among
areas to enable utilities to achieve, in a finafigisgelf-sufficient manner, similar service levéls
similar prices in areas of different cost structsirdt needs to be noted that the concept of cross
subsidisation already exists on a small scale wisenall towns and villages in an individual council
area are provided with a level of water supply as&lverage services they could not afford by
themselves. Facilities in such small villages caty ®e funded through the revenue generated in the
whole area covered by the water utility.
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However, large scale cross subsidisation by larggional water utilities (which are, due to their
size, necessarily separated from Local Governmientiot desirable because they eliminate all the
benefits of Local Government integrated servicesvigion (e.g. whole-of-community outcomes,
locally appropriate solutions, water sensitive unb@design and decentralised solutions).

Many existing local water utilities in regional NS&ke financially self-sufficient and it is theregor
doubtful whether there is a need to restructure wmle sector. Most local water utilities achieve
positive real rate of return based on recently utaleen fair value revaluation of assets. At worst
case, the economic real rate of return is sligimgative for a handful of councils implying tha¢ th
revenue raised is only just insufficient to renester supply and sewerage infrastructure in the long
term by no more than a few percent.

However, in light of the challenges posed by draughlimate change and skills shortage, some
smaller local water utilities in rural and remotegions might not have the capacity to renew or
modernise existing or construct new water supplg aewerage infrastructure. Regional alliances
can help address these financial challenges throgglource sharing and financial coordination to

and support by all member councils for regionalppeopriate water supply and sewerage solutions.
However, regional circumstances will dictate whatchievable and in some regions, particularly in
rural and remote regions, communities might nobée to afford the desired level of water supply
and sewerage service even from a regional perspecti

It is also questionable whether water utilities slibbe required to solely depend on internal cross
subsidisation or whether horizontal equalisationjeattives such as equal supply security, demand
restrictions and achievement of comprehensive heatlid environmental standards, are more
appropriately achieved through subsidies fundednfra broader base such as general taxation
income.

To ensure local water utilities throughout the wholf regional NSW can provide safe secure water
supply and sewerage services, the Associationsosuihie retention of a permanent funding program
to provide technical and financial assistance taalo water authorities for the renewal and
enhancement of water supply and sewerage infrastreiin areas of need.

4. Competition

The Associations do not object in principle to ifeoduction of competition and market mechanisms
in the urban water sector. However, any proposalattoduce competition must clearly demonstrate
that the benefits of competition in a given mark@lt outweigh the costs; i.e. that competitionristhe

net public benefit. While the private sector playsle in the urban water market (e.g. as contramto
consultant), it needs to be noted that competititiie provision of urban water supply and sewerage
services is untried in Australia and internatiopahd the ramifications of the introduction of metrk
mechanisms are as yet unknown. Therefore, the Asgmts emphasises the need for caution in
implementing market mechanisms and call for an organd robust process to be put in place to
review the introduction of any new market elements.

The LGSA rejects any form of privatisation of locshter supply and sewerage utilities in NSW,
either as privatised, vertically integrated mongppkoviders or as privatised entities within a
disaggregated sector, because of the direct cob#isveen whole-of-community objectives of service
provision, demand management and water conseryatiah profitability requirements of the private
sector.

Private Sector licensing and network access in NSVdter Industry Competition Act (NSW) 2006

The Associations have a number of concerns abautitensing and access regime that recently
commenced in NSW under tWgater Industry Competition Act (NSW) 200®e regime facilitates
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private sector entry into the provision of wateply (potable or non-potable) or sewerage senlges
means of any water industry infrastruct(rre.

An important concern of the Associations about ti&@® regime relates to how the risk of financial or
operational failure of a private service providemabysical failure of a private supply source vbié
addressed. It is likely that public water utiliti@scluding local water utilities, will be declaredpplier

of last resort; i.e. being responsible for steppimgf the private operator/source fails. This esisa
number of issues for local water utilities incluglihow to share the cost associated with contingency
planning and making contingency provisions as waslithe cost associated with having in place the
technical capacity to step in. More research arigypdevelopment is required before supplier ot las
resort schemes can be introduced.

Another concern of the Associations relates tociberdination of the new regime with the land use
planning and development control system. Currettiilg, construction and operation of some private
water infrastructure will require Local Governmeapproval undersection 68 of the Local
Government Act (NSW) 1923 well as a licence under tiéater Industry Competition Act (NSW)
2006 However, it is expected that, in the future, watdrastructure requiring a licence would be
exempt from the section 68 approval regime. Claatfon is required as to how the new regime will
ensure that the licensed activity is consistenhwduncils’ land use planning policy and instrunsent
and local water utilities’ integrated water cyclamgement plans.

5. Local Government water management and water conseation activities
The following section showcases a number of exasnpldiow Local Government contributes to best
practice in water management and conservation:

Annual Water Management Conference

The Associations organise and hold an annual watragement conference providing a forum for

discussion on urban water supply and sewerage dsas/droader water management issues. The
event attracts up to 250 delegates from NSW aretstste, including councillors and council general

managers, water managers and professionals, polekers from government agencies, and key
industry stakeholders. This conference enables €lbons and council professionals to be up to speed
with and apply latest developments in water managé@nd conservation.

Water Loss Management Program

The Water Loss Management Program is a joint thigaof the Associations and the Water
Directorate NSW in partnership with the Australi@overnment. The program supports councils’
local water utilities in their efforts to reducekage from their drinking water distribution systehy
providing specialist knowledge, equipment and feiahassistance to help councils identify, develop
and implement water saving projects.

The program, which commenced in the financial y2806/07, is funded by the Australian
Government's Water Smart Australia program to theuant of $7.38 million providing funding to
councils of up to 33% of the costs of projects digerelated to water loss reduction. The remaining
project funding is made up by councils. The AusralGovernment also provides funding for the
program management (including staff cost) with saoetributions in kind by the Associations and
the Water Directorate. The program is managed tegim based within the Associations.

Currently, more than 80 councils participate in pihegram with expected total water savings of about
7 GL per annum.

Orange City Council — Blackmans Swamp Stormwateveékting Scheme
Orange City Council's Blackmans Swamp Stormwaterveisting Scheme represents the first large
scale, indirect-to-potable stormwater harvestingjgot in NSW, if not Australia. The scheme is

" The regime also provides for access to distrilnutietworks of public water utilities. The accesgime currently only
applies in the area of operation of Sydney Watertdamnter Water.
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capable of providing between 1300-2100ML of addiibwater into the Orange’s raw water supply
each year from the city’s stormwater system, mgaimto 40 per cent of the city’s total water needs

The scheme is as a new and innovative approadchgimenting water supply through capturing urban
stormwater flows. It is the largest potable stortewaeuse system in Australia and has won several
industry awards. The scheme is also a remarkaldgessful exercise in public communication and
education, with the community willingly acceptirgused stormwater for their drinking supply.

CENTROC Water Study

Responding to a decade of drought and calls frommuonities across Central NSW, the Central NSW
Councils Regional Organisation of Councils (CENTRQ@@dertook a comprehensive water security
study aiming to provide a strategy for the sustamassurance of water security across the redion o
16 member councils over the next 50 years.

The Study addresses:

« The likely impact of climate change of the availiépiof water resources under different climatic
scenarios;

» Approaches to the management of water resourced! byater users in the region, including the
irrigation and mining sector, and the provisiondorvironmental flows; and

» Best practice in water conservation and manageiatithe role of water savings and demand
management.

Among other things, the study provides advice dnmagtructure augmentation in Central NSW to
improve water security for the communities servgdntember councils. It recommends large scale
infrastructure solutions, including a core regiosapply and distribution network to provide for the
supplementary water requirements and a number élipe connections. The study also makes
recommendations with regards to demand managenmehtbast practice management for water
utilities. CENTROC is now in the process of considg options for co-operative programming across
its members to implement the recommendations o$titny.

Coffs Harbour City Council and Clarence Valley ColliRegional Water Strategy

To improve supply security to meet the future nesfdbe area and to achieve improvements in water
quality and environmental flow protection, Coffsrblaur City Council and Clarence Valley Council
adopted a joint Regional Water Supply Strategyuty 1997 which includes build and non-build
components.

The build approach involves 87 kilometres of pipe$ connecting reservoirs with Coffs Harbour's
Karangi Dam and the new Shannon Creek Dam. Sha@neek Dam will secure bulk raw water

supply until at least 2030. Current storage is ato65% capacity, holding around 19,000 ML, which
is already three times the storage available iraKgirDam.

The non-build strategy focuses on water efficienttiatives and also introduced a cap on water
extraction from the Nymboida and Orara River resglin much improved environmental flows. The
efficiency program has won numerous awards anchi®rggoing implementation of the Regional
Water Efficiency Strategic Plan (WESP). The WESB inaolved extensive communication with the
community and reduces the need for a much largeage. The program includes the introduction new
water efficiency initiatives such as tWgaterWise Schoolprogram for local school education and
endorses existing strategies such as water réstripblicies, drought management, rebates for water
saving devices, integrated water cycle managemecigimed water and stormwater reuse.

6. Conclusion

As short concluding remarks the Associations wolilé to reiterate the important role Local

Government plays in managing water and providingewaupply and sewerage services. The
Associations call on all spheres of governmentatatioue to work with and support councils in their
pursuit of best practice water management and costien.
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In relation to water supply and sewerage serviogipion in regional NSW, the Associations support
institutional and regulatory arrangements that ma@inlLocal Government responsibility for the
operation and management of water supply and sge&emrvices and Local Government ownership
of water supply and sewerage infrastructure. Theogiations believe that this is crucial to ensure a
integrated and locally appropriate approach to mstgply and sewerage management and optimal
whole-of-community outcomes for local communitieSharing of resources and skills and
coordination of regional water resource and inftagtire planning can be facilitated by regional
alliances of councils.

In relation to recent Australian Government policifiative, i.e. the development of the basin pign

the Murray-Darling Basin Authority and the purchagewater entitlements under tiiRestoring the
Balance in the Murray-Darling Basin Prograrthe Associations urge governments to ensure socio-
economic impacts on regional communities are addcksand structural adjustment assistance is
provided when governments implement these inigativMost importantly, the Associations urge
governments to ensure that town water suppliesifban use are guaranteed under the sustainable
diversion limits under the Murray-Darling Basin RlaThis guarantee needs to include water
requirements for actual and anticipated growth sgpeed and planned for in communities
(population and industrial development).
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Appendix 1 — Improvements on best practice concerridentified by the Inquiry into

Local Water Utilities

Table: Improvements of Local Government water utilties with respect to best practice concerns
identified by the Inquiry into Local Water Utilitie s

Comparison 2006/07 to 2008/09: Improved / No chang SHBISE

Best practice element

2006/07 (concerns
identified by inquiry)

2007/08 NOW
performance report

2008/09 NOW
performance report

Areas of good
performance in 2006/07

Annual residential water
supplied per property

Lower than all the other
Australian states. It was
also lower than all the
capital city utilities except
for Brisbane and
Melbourne.

Similar to country
Victoria, Lower than all
the other Australian
states. It was also lower
than all the capital city
utilities except for
Brisbane and Melbourne

Similar to country
Victoria, and lower than
all the other Australian
states and the capital city
utilities, except for
Brisbane and Melbourne

Water main breaks

Lower than most of the
capital city utilities and
country Victoria

and the capital city
utilities

Lower than all other state

<Remained much lower
than all the other states
and the capital city
utilities

Operation, maintenance
and administration cost
per property for water

supply

Higher than the capital cit

utilities but was lower than capital city and lower tha

country Victoria

yAbout the median for

country Victoria

Lower than the country

nutilities in all the other
states but higher than
most of the capital city
utilities

Areas of relatively poor
performance in 2006/07

Economic real rate of
return

Lower than the capital city

utilities and country
Victoria.

Similar to country
Victoria and Sydney and
lower than other capital
city utilities

Higher than country
Victoria but lower than
the capital city utilities

Operation, maintenance
and administration cost
per property for sewerag

Higher than the capital cit
utilities and country
eVictoria

yHigher than the capital
city utilities but lower
than country Victoria

Similar to country
Victoria but higher than
the capital city utilities.

Completion of risk based Only 5 out of the 98 water 20 utilities
drinking water quality supply utilities
management plan
Unsatisfactory
performance in 2006/07
Failure to comply with | 17 local water utilities 12 utilities 12 utilities

the Australian Drinking
Water Quality
Guidelines, 2004
(ADWG) for
microbiological water
quality.

Failure to meet the 90-
percentile limit for
Biochemical Oxygen
Demand (BOD).

8 local water utilities (21
did not report)

21 utilities (all utilities
reporting)

14 local water utilities (5
did not report)
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Failure to achieve full 7 local water utilities 7 utilities 4 utilities
cost recovery for water

supply.

Failure to achieve full 11 local water utilities 9 utilities 3 utilities

cost recovery for
sewerage.

More than 30 water main
breaks per 100km of
main

11 local water utilities
Statewide median 11

13 local water utilities
Statewide median 9

12 local water utilities
Statewide median 10

More than 140 sewer
main chokes and
collapses per 100 km of
main

15 local water utilities
(Statewide median was
46).

Median 44

More than 36 sewer
overflows to the
environment per 100 km
of main

13 local water utilities
Statewide median 18

8 local water utilities
Statewide median 12

12 local water utilities
Statewide median 12

Failure to comply with
the Australian Drinking
Water Guidelines for
chemical quality — these
non compliances are not
health-related and
involve parameters such
as hardness, iron and
manganese.

26 local water utilities

4 utilities

4 utilities

Failure to comply with
Australian Drinking
Water Guidelines for
physical water quality —
these non compliances
are not health-related an
involve

parameters such as colg
and turbidity

14 Local water utilities

1 utility

0 utilities

Failure to meet the 90-
percentile limit for
suspended solids

43 local water utilities
21 did not report

The major cause for non-
compliance was due to the gro
of algae in maturation ponds
being measured as suspended
solids — for new installations and
major augmentations, ultra-violet
disinfection is being used as an

alternative to maturation ponds {o

overcome this problem.

26 local water utilities
21 did not report

The major cause for non-

tltompliance was due to the

growth of algae in maturation
ponds as well as the impact of
the current drought

26 local water utilities
5 did not report

The major cause for non-
compliance was due to the
growth of algae in maturation
ponds as well as the impact of
the current drought

Sources:

Armstrong | and Gellatly GReport of the Independent Inquiry into Secure amgteBnable Urban Water Supply and Sewerage Serfaces
Non-Metropolitan NSV2008), pages 21/22.

NSW Office of Water2008-09 NSW Water Supply and Sewerage Performanogdving Report,(2010)

NSW Office of Water2008-09 NSW Water Supply and Sewerage Benchmar&pat2010)

Submission Date:November 2010

Page 16 of 17




Appendix 2 — The binding alliance model

This appendix outlines the separation of functioatsveen member councils and the alliance in the

binding alliance model as proposed in the submissibe Associations advocate a binding alliance

model where:

* Resource sharing and skills pooling are undertlyesn alliance membership of which is
binding;

* Best Practice Guidelines become mandatory regakfiar each council, and

» Compliance with regulation is properly audited Byeenal auditor or the alliance.

Functions of the alliance

In the alliance model proposed by the Associatidmsmain function of the alliance is to facilitate
resource sharing and skills pooling among membencits and provide skills and knowledge to
assist member councils in undertaking strategiiniess planning and satisfying regulatory
requirements. The alliance would also coordinate@uride strategic business planning by member
councils, particularly where there are benefitseigional solutions (e.g. regional supply solutiol%)
enable the alliance to perform this function, ibsld develop a regional integrated water cycle
management strategy, outcomes of which would infimermember councils’ planning. However, the
alliance has no power to direct member councitsitegic business planning process, including
pricing decisions.

The alliance could also be responsible for audigimgtegic business planning by member councils
(including pricing determinations) and complianaéhwegulations and reporting to the regulator (see
below). This audit process would facilitate peergsure among member council to achieve required
service standards.

It needs to be noted that this model does not pdedhe alliance, over time and by mutual agreement
of member councils, from taking on functions presxgly performed by member councils and /or

being granted the authority to make binding deni$ay member councils (e.g. management of
beneficial regional infrastructure).

Function of member councils
In the alliance model proposed by the Associatioranber councils continue to be responsible for
the strategic business planning for their utilitgfea of operation. This includes:

» Determination of service levels for water supplg aewerage services. This determination
should:
0 Be based on what service level the community wandsis willing and able to pay for;
0 Be based on local conditions, including hydrolobaad technical (system) conditions; and
0 Meet mandatory regulatory requirements (“mandalb@st practice”) as a baseline or
minimum standard; i.e. regulatory requirementsisuee appropriate health, water quality,
safety, environmental and social outcomes; and
» Determination of operational, recurrent and futtepital (infrastructure) requirements to deliver
the determined level of service; and determinatiocharges (pricing) to fund operational and
capital requirements based on economic regula{@ugs full cost recovery, provision for return
of, and on, capital).

The strategic business planning process shouldiiject to an external audit ensuring that
assumption and processes are fit for purpose gudatéons are complied with. The audit could be
undertaken by an external auditor or by the alkeaued would form the basis for regulatory oversight
by the government.

A good example

A good example of this model is the Lower Macquéviater Utilities Alliance. This alliance

provides assistance to member councils in achidwasg practice where required. It is also preparing
a regional integrated water cycle management plamprove regional co-operation.



