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Submission to Productivity Commission Inquiry into Australia’s Urban Water Sector

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 15%Nf@neral-purpose councils, the special-purpose
county councils and the regions of the NSW Aboagihand Council. The mission of the
Associations is to be credible, professional orgatndns representing Local Government and
facilitating the development of an effective comrityibased system of Local Government in NSW.
In pursuit of this mission, the Associations représthe views of councils to NSW and Australian
Governments; provide industrial relations and sgisti services to councils and promote Local
Government to the community.

The Associations thank the Productivity Commisdimmthe opportunity to make a submission to its
Inquiry into Australia’s Urban Water Sector.

Local Government plays an important role in watanagement and in the provision of water services
to the community.

Councils use water for their business activities @aammunity services and continuously aim to
improve the efficient use of this scarce resource.

In regional NSW, councils also provide water supptgl sewerage services including ensuring supply
security through infrastructure provision, demandanagement and integrated water cycle

management. There are currently 106 local watditiegi providing water supply and sewerage

services to communities in regional NSW, including &uncil-owned and operated local water

utilities, four water supply county councils, angeovater supply and sewerage county council. Local
water utilities service over 1.8 million people ppaoximately 30% of the state population.

The provision of water supply and sewerage senig@ssignificant responsibility often making up a
quarter or more of councils’ annual budget and ewipg a significant number of their workforce.
Water supply and sewerage services are an impatament of communities’ understanding of and
involvement in Local Government as a “one stop shomccess essential services and deal with local
issues. Local water utilities also have flow oneef6 on local and regional economies and
employment.

The first part of the submission provides commemtghe institutional and regulatory framework for
the delivery of urban water services. This parufss on why Local Government is best placed to
deliver safe and secure water supply and seweragdces in regional NSW and brings to the
Commission’s attention the current NSW Governmenuiiry into the institutional and regulatory
framework for local water utilities in regional NSW

The second part of the submission outlines the éatons’ position in relation to the introductiofi
market mechanisms and competition in the urbanmggetor and raises some concerns about the
regime for private sector entrants and public netwaccess recently introduced in NSW/dter
Industry Competition Act (NSW) 2006

The third part of the submission showcases a nuniflexamples of Local Government achieving best
practice in water management and conservation artte provision of water supply and sewerage
services.

2. Institutional and regulatory framework

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

Under the NSW Office of Water®est Practice Management of Water Supply and Seeera
Guidelines 200Iocal water utilities are required to achieveth@sactice including determination of
levels of service and pricing levels based on It strategic business planning and cost recovery
principles. Local water utilities operate as sefabaisiness units and expenditure and income s¢ream
are ring-fenced from those of other council adtegit

The NSW Office of Water monitors and reports on genance of local water utilities in its annual
NSW Water Supply and Sewerage Performance MorgtoReport Local water utilities have
continuously improved best practice managementnaade significant progress in their adoption of
the criteria of best-practice management identifiethe 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;

e 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

« 68% of local water utilities have commenced integglawater cycle management (IWCM)
evaluation or strategy; with 46 utilities havingwgeted an IWCM evaluation and 26 of which
having also completed an IWCM strategy.

The 2008-09 performance report also acknowledgesctmtinuing efforts to minimise the typical
residential bill, which for water supply and sevggras $900 per assessment (Jan 2010$), 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 Guidelinesith 88% of local
water utilities complying with these guidelines.ekage annual residential water supplied is a los 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 conservatimmd demand management measures by the
utilities. In addition, the water restrictions ingsal by 61% of utilities as a result of severe dnbug
conditions have contributed to this outcome.

The excellent performance of NSW local water udititin 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 Wat#lities.

According to the report, real water and sewerageegifin Australia] had increased in recent years t
fund increases in operating and capital expenditite the exception of non-metropolitan NSW,
where the typical residential bill for water supgpd sewerage had reduced slightly over the past
13 yearg. Further, the report states that in NSW, metrogolittilities (Sydney Water and Hunter
Water) had reduced their residential water supgtiedl% [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 Guidelinebich encourage implementation of a broad ranige o
demand management and water pricing measures.

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 operatetiuater utilities in regional NSW.

L NSW Office of Water2008-09 NSW Water Supply and Sewerage Performanoédving Report.

2 National Water Commission and Water Services Assion of AustraliaNational Performance Report 2008-
2009 - Urban Water Utilitiespage 24.

% Ibid, page 16.
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The purpose of the inquiry is to identify the meffective institutional, regulatory and governance
arrangements for the long term provision of watgypsy and sewerage services, and to ensure these
arrangements are cost-effective, financially viabfstainable, 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 througtNSW during which it heard presentations
from more than 115 stakeholders.

The inquiry’s final report, released in January 20@onfirmed that institutional and regulatory

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

water supply and sewerage services and Local Gmarhownership 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 cotr#07 local water utilities, including some
bigger utilities that remain as they are (standvalotilities).

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

e« That the function of groupings would be mainly wgc business planning (incl. asset
management) and regional water planning; a takeof/@perational functions or infrastructure
was not recommended.

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

* Mandatory risk management according to Australianking Water Guidelines.

The Associations strongly believe that to ensuranéegrated and locally appropriate approach to
water supply and sewerage management and achi@weabprhole-of-community outcomes for local
communities, it is crucial that institutional anefulatory 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 solstionight be required to share professional
resources, undertake catchment-based water supglylemand planning and potentially plan, fund
and deliver infrastructure necessary to provideusecsafe and efficient regional water supply and
sewerage services over the long term. Howeverpnedjisolutions do not require the removal of water
supply and sewerage functions from Local GovernmEney can be achieved through appropriately
structured regional alliances of councils which mgin Local Government responsibility and

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

disadvantages of institutional settings where wsiply and sewerage functions are removed.

Therefore, the Associations support a binding negfialliance model as a preferred model to fatdita
regional cooperation and resource sharing, implosa water utilities’ capacity to meet best preeti
requirements, and coordinate member councils’egratbusiness planning. A detailed illustration of
the regional alliance model supported by the Asdimis is provided in appendix 1

Furthermore, institutional reform, particularly eefh that would remove water supply and sewerage
functions from Local Government, need to be thohdyigssessed 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 makermls financially viable and attractive for skille
professionals. In many councils, especially in $enafural council, water supply and sewerage
services are a significant part of engineers’ avdas officers’ workload. Employees are often multi
skilled and shared between general purpose furscteord water supply and sewerage functions
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providing for efficient workforce flexibility. Remal of water supply and sewerage functions from
councils would eliminate these synergies effectsrasult in the departure of professional staff ttue
insufficient workload and challenges or because s$evices become unaffordable for councils. Loss
of operations and staff in councils would haveaesidirect and flow-on effects on small communities
and the affected families, particularly in ruraé@s where councils are often the largest employer.

Finally, given the geographic, demographic, climatated and socio-economic diversity in regional
NSW and the resulting differences in water resoarog 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 tmtifle local requirements and community
preferences and should therefore have the autotomstablish solutions that suit their local/regibn
circumstances.

During the inquiry, the Associations establisheditember of principles for the delivery of water
supply and sewerage services in regional NSW assll

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

1. Ingtitutional 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 piesitand needs as well as the availability of
resources to achieve them.

To undertake this balancing act an integrated ajgtoto 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 communityises 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 plagrfior 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 determimiéginin the broader context of ecological, social

and economic sustainability. For example, Local &ament 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; epgrks and reserves, aquatic leisure centres,
airports, showgrounds, and caravan parks.
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These desirable benefits would be much more diffiouachieve 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 pogfdysth the Local Government Act (NSW) 1993
and the Environmental Planning and Assessment M8W\() 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 ohjestiand aim to achieve whole-of-community
outcomes. Only council-owned and operated watdities also provide for true integration with
other general purpose functions such as stormwatanagement, land use planning and control,
economic development, and environmental management.

I ntegrated water cycle management

Increasing efforts are now being made to implemém@ concept of integrated water cycle
management and its sub-component water sensith@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, becauseeohtlgration it affords to particularly strategic
water supply planning, water supply and seweragwigion, stormwater and drainage management,
strategic urban planning, and land use developnoamtrol, 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 coewiall aspects of the urban water cycle (water
supply, sewerage, stormwater, conservation, resgclpollution 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 principliestegrated water cycle management in the built
environment and focuses on on-site residential emeimercial developments. Examples of water
sensitive urban design include rainwater tanks,yoling, greywater, and stormwater harvesting
schemes.

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

For example, the implementation of elements of matasitive urban design that are intrinsically
linked to urban and land use planning, such asmsteater 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 supplgd 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 drariietween the layers of entities, could actually
prevent integrated water cycle management

4 National Water Commission, Institutional and Regoily Models for Integrated Urban Water Cycle Masagnt, Issues
and Scoping Paper, (2007), page 15.
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Economies of scope
Associated with the integration of water supply aesverage function and other general purpose
functions are economies of scope resulting in ceat-efficiency gains.

In economic terms, economies of scope occur § ithieaper 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 ahn&al, managerial and administrative
resources.

In council-owned and operated water utilities teichh and managerial synergies arise from the
integration of engineering, asset management amgorate planning system for water supply and
sewerage, roads and transport, communication, wasgnagement, or recreational services.
Economies of scope also arise from the abilityffectively and efficiently coordinate strategic dan
use planning and land use development control imittastructure intensive services such as water
supply and sewerage services as well as privater@neial and residential related investment into
water solutions. Furthermore, the broad range afviees provided by general purpose councils,
affords the range of responsibilities required ttract highly professional staff and benefit frameir
skills and knowledge which would otherwise not vlable.

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

Large, stand-alone water supply and sewerage pessidnay 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 coutgialy be achieved through regional alliances of
councils without loosing the economies of scopedated 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 areto 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 stakeholidéerests, and provides for well-aligned incertv
and the absence of conflict of interest for decisisakers. 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 commusigierved 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 ggic direction for councils’ operations in ordey t
achieve desired whole-of-community outcomes ineudiutcomes 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 provigibreliable 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 communitiesdhato 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 makaegrate water supply and sewerage objectives
into broader whole-of-community outcomes and snatiiity principles.
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Another issue in relation to governance arrangeménthe 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 appdi from the councillors and employees of the
constituent councils (section 12 of the Central §&&ater Corporation Act (2006) NSW).

Independent, external persons have only a limitedoantability to the community and the
disadvantages associated with such limited accdailitianeed 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'iredependent experts and professionals. However,
the conflict between accountability and accessittependent expertise can be resolved satisfactorily
without distorting the clear accountability providien councils. An institutional setting that allofes

and encourages regional alliances would enable cisito involve experts and professionals in the

decision making process of the regional allianceappropriate ways and where they are needed.
Resource sharing arrangements within the regionigdrece model could also provide the resources

to make expert services more accessible and atitedar 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 policiesrequired 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 anehdd profiles, and integrate water supply and
sewerage objectives into broader whole-of-commumnitgomes and sustainability principles.

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

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

The Associations support a process of externaltaodiprice determination by council auditors
instead of price determination by a regulator (6RART).

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

51t is noted that full cost recovery does not reeai return on existing rural water assets, althatdoes require provision
for future asset refurbishment or replacement.
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A significant number of agencies are currently ised in the administration of a range of regulation

relevant to water supply and sewerage including:

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

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

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

« Dam Safety Committee — responsible for surveillaargk 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 thiotlge Best Practice Management for Water
Supply and Sewerage Guidelines, performance reppttirough the Water Supply and Sewerage
NSW Performance Monitoring Report, management ef Gbuntry 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 fomgiiance with Local Government Act
(NSW) 1993 and ensuring the implementation of prgpeernance in the industry.

Recent examples of regulatory inconsistency anfus@m include:

¢ Inconsistencies between the two prominent iniggtiof Integrated Water Cycle Management
(IWCM), an essential component of the NSW GovertisnBast-Practice Management of Water
Supply and Sewerage Guidelines, and the BuildirgjaBability Index (BASIX), a state-wide,
government requirement for houses and units toeaghtertain energy and water consumption
reduction targets (e.g. potential for BASIX targetsoverride more stringent locally appropriate
water conservation and demand management meassrédeatified 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@ngesncouraged in areas where they may
prove to be a less effective option than othefatiites 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 licensing reuse versus effluent credits for river
discharge; and

« Confusion among agencies about the regulatory reguént and objectives in relation to the
issue of non-connection of development to urbaematid sewerage services.

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

Beyond existing regulatory objectives, regulatoryrangements could encourage the wider
application of regional alliance models and proviesechanisms for improved coordination between
the stakeholders involved in catchment-wide natteaburce management and integrated water cycle
management. This would, where appropriate, enaldencils to truly contribute to regional,
catchment-wide strategic water supply and demaadmhg. For example, submissions have raised
the possibility of water sharing arrangement amamgmbers of regional alliances and the regulatory
framework should provide local water utilities witie 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
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efforts by the sector, such as regional alliances, to facilitate resource sharing and regional
infrastructure provision.

Financial self-sufficiency means that water supphgl sewerage providers have available sufficient
own-source income to fund operational and capitjuirements for the provision of water supply
and sewerage services over the long term; i.e.ouitfinancial 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 finafigizelf-sufficient manner, similar service levéds
similar prices in areas of different cost structsrdt 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 aselverage services they could not afford by
themselves. Facilities in such small villages caty de funded through the revenue generated in the
whole area covered by the water utility.

However, large scale cross subsidisation by larggiognal water utilities (which are, due to their
size, necessarily separated from Local Governmientiot desirable because they eliminate all the
benefits of Local Government integrated servicegvigion (e.g. whole-of-community outcomes,
locally appropriate solutions, water sensitive unbdesign and decentralised solutions).

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

However, in light of the challenges posed by droughmate 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 supplgt aewerage infrastructure. Regional alliances
can help address these financial challenges throwgiource sharing and financial coordination to

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

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

To ensure local water utilities throughout the wéholf regional NSW can provide safe secure water
supply and sewerage services, the Associationsosuttie 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 infrastreign areas of need.

3. Competition

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

net public benefit. While the private sector play®la in the urban water market (e.g. as contramtor
consultant), it needs to be noted that competiticthe provision of urban water supply and sewerage
services has been untried in Australia and intenally and the ramifications of the introductioh o
market mechanisms are as yet unknown. TherefoeeAsisociations emphasises the need for caution

Submission Date:November 2010 Page 10 of 14



Submission to Productivity Commission Inquiry into Australia’s Urban Water Sector

in implementing market mechanisms and call for againg and 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 mongpgkoviders 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 conseryatiuh 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
private sector entry into the provision of wateply (potable or non-potable) or sewerage senliges
means of any water industry infrastructire.

An important concern of the Associations about tid@s/ regime relates to how the risk of financial or
operational failure of a private service providemphysical failure of a private supply source viié
addressed. It is likely that public water utiliti@scluding local water utilities, will be declarsdpplier

of last resort; i.e. being responsible for stepgimgf 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 slithe cost associated with having in place the
technical capacity to step in. More research arigypdevelopment is required before supplier of las
resort schemes can be introduced.

Another concern of the Associations relates tocerdination of the new regime with the land use
planning and development control system. Curretitg, construction and operation of some private
water infrastructure will require Local Governmeapproval undersection 68 of the Local
Government Act (NSW) 1983 well as a licence under thiéater 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. Cleatfon is required as to how the new regime will
ensure that the licensed activity is consistenhwiuncils’ land use planning policy and instrunsent
and local water utilities’ integrated water cyclamagement plans.

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

Annual Water Management Conference

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

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

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

Water Loss Management Program

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

® The regime also provides for access to distrilnutietworks of public water utilities. The accesgime currently only
applies in the area of operation of Sydney Watertdmnter Water.
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The program, which commenced in the financial y2806/07, is funded by the Australian
Government's Water Smart Australia program to thant of $7.38 million providing funding to
councils of up to 33% of the costs of projects dlyerelated 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 sawoetributions in kind by the Associations and
the Water Directorate. The program is managed legm tbased 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 Stormwatevétiing Scheme

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

capable of providing between 1300-2100ML of additlowater 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 approachgimenting 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 remarkaldgesgful 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 fromneanities across Central NSW, the Central NSW
Councils Regional Organisation of Councils (CENTR@@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 availipiof water resources under different climatic
scenarios;

» Approaches to the management of water resourcedl yater users in the region, including the
irrigation and mining sector, and the provisiondovironmental flows; and

« Best practice in water conservation and manageueahtthe role of water savings and demand
management.

Among other things, the study provides advice dmastructure 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 pdlipeé connections. The study also makes
recommendations with regards to demand managemehtbast practice management for water
utilities. CENTROC is now in the process of consialg options for co-operative programming across
its members to implement the recommendations oty .

Coffs Harbour City Council and Clarence Valley CoilifRegional Water Strategy

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

The build approach involves 87 kilometres of pipes 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 aob5% capacity, holding around 19,000 ML, which
is already three times the storage available irakgirDam.

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

5. Conclusion

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

Government plays in managing water and providingewaupply and sewerage services. The
Associations call on all levels of government tatowue to work with and support councils in their
pursuit of best practice water management and ceetien.

In relation to water supply and sewerage serviogipion in regional NSW, the Associations support - | Formatted: Justified
institutional and regulatory arrangements that ma#&inLocal Government responsibility for the

operation and management of water supply and sgea@vices and Local Government ownership

of water supply and sewerage infrastructure. Th&oAiations believe that this is crucial to ensure a

integrated and locally appropriate approach to msigply and sewerage management and optimal
whole-of-community outcomes for local communities.
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Appendix 1 — The binding alliance model

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

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

model where:

» Resource sharing and skills pooling are undertélesn alliance membership of which is
binding;

« Best Practice Guidelines become mandatory regafiar 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 Associatitmesmain 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 strategiless planning and satisfying regulatory
requirements. The alliance would also coordinate@uide strategic business planning by member
councils, particularly where there are benefiteeigional solutions (e.g. regional supply solutiofis)
enable the alliance to perform this function, ibskd develop a regional integrated water cycle
management strategy, outcomes of which would infimermember councils’ planning. However, the
alliance has no power to direct member councitsitsgic business planning process, including
pricing decisions.

The alliance could also be responsible for audisimgtegic business planning by member councils
(including pricing determinations) and compliandéhwegulations 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 prexly performed by member councils and /or

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

Function of member councils
In the alliance model proposed by the Associatiorember councils continue to be responsible for
the strategic business planning for their utilitgi®a 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 wantsis willing and able to pay for;
0 Be based on local conditions, including hydrolobarad technical (system) conditions; and
0 Meet mandatory regulatory requirements (“mandabest practice”) as a baseline or
minimum standard; i.e. regulatory requirementsrtsuee appropriate health, water quality,
safety, environmental and social outcomes; and
» Determination of operational, recurrent and futapital (infrastructure) requirements to deliver
the determined level of service; and determinadiocharges (pricing) to fund operational and
capital requirements based on economic regulafegs full cost recovery, provision for return
of, and on, capital).

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

A good example

A good example of this model is the Lower Macqué&viater Utilities Alliance. This alliance

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