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The NSW Government is pleased to respond to the invitation from the Productivity
Commission (the Commission) to comment on its Draft Report Urban Water in
Australia April 2011 (the draft report).

The NSW Government has considerable knowledge of and experience in urban water
issues and is pleased to share its knowledge with the Commission to assist it in its
consideration of these important issues. The NSW Government continues to strongly
support the implementation of reforms to improve the economic efficiency of the urban
water sector and the well being of the NSW and national economies.

This submission is structured as a short paper raising the NSW Government’s
headline issues, followed by a number of attachments which provide a response to all
of the draft report’s draft findings, draft recommendations and information requests
(Attachment A), comments and corrections on the draft report’s text (Attachment B),
and which address inaccuracies in a report which the draft report quotes extensively
(Attachment C).

The NSW Government supports the Commission’s efforts to identify opportunities for
economic efficiency improvements in the urban water sector. The NSW Government
recognises that the implementation of measures to enhance economic efficiency of the
urban water sector will provide benefits to the economy in general and water users in
particular.

The NSW Government generally agrees with the draft findings and draft
recommendations in the draft report. The NSW Government:

¢ supports draft recommendations 5.1, 6.2, 8.2, 9.3, 11.5, 11.7, 11.8, 13.3 and 13.4;

e supports in principle draft recommendations 3.1,6.1,7.1,7.2,7.3, 9.1, 9.2, 11.6,
13.5,14.1,14.2, 14.3 and 14.4;

e does not oppose draft recommendation 11.1 and 11.2;
e notes, but does not support draft recommendations 8.1 and 11.4, and
¢ notes that draft recommendations 11.3 and 13.6 are not applicable to NSW.

The NSW Government notes the Commission’s draft recommendations 13.1 and 13.2
on local water utilities in regional NSW. The NSW Government is considering its
response to the Report of the Independent Inquiry into Secure and Sustainable Urban
Water Supply and Sewerage Services for Non-Metropolitan NSW (the Armstrong and
Gellatly review).

Whilst supporting the draft report’s attempt to identify efficiency gains in the sector, the
NSW Government considers that the difficulty is in identifying the areas where the
potential efficiency gains are largest, and in quantifying the costs and benefits of
implementing such reforms. This task is complicated by the breadth and complexity of
the issues contained within the Commission’s inquiry terms of reference.

NSW considers that the Commission would maximise its chances of identifying
efficiency gains in the sector if it were to:

o take into consideration existing reform commitments and other processes to
assess the need for additional reforms;

o follow best practice consultation processes; and

e undertake a rigorous, evidence based analysis of the issues.
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Existing reform commitments and other reform processes

The National Water Initiative commits all Australian jurisdictions to an existing reform
agenda for the water sector, including urban water.

The NSW Government strongly urges the Commission, when investigating the
potential for further economic efficiencies in urban water, to take into account the
implementation of existing reform commitments and other processes underway to
assess the need for additional reforms.

For example, on 7 April 2011, the National Water Commission (NWC) released its
report Urban Water in Australia: future directions. While the draft report (at page xviii)
acknowledges the NWC'’s work, the Commission has prepared its draft report without
taking into consideration the NWC's findings. NSW strongly encourages the
Commission to liaise with the NWC and draw upon the NWC'’s work in preparing the
Commission’s final report.

The need to undertake effective stakeholder consultation

The NSW Government notes the short, five week, timeframe offered by the
Commission for stakeholders to respond to the draft report. NSW has concerns that
the short consultation period presents a risk that stakeholders will not be able to share
their knowledge and provide the Commission with considered views on the many
issues in the draft report, including its numerous draft findings, draft recommendations
and requests for further information.

These concerns have been amplified by the Commission’s release, on 4 May 2011, of
Partial Equilibrium Models Of The Urban Water Sectors In Melbourne And Perth
(Supplement 1 To The Draft Report) and Residential Water Consumption And
Expenditure Using Combined Census And Utility Billing Data (Supplement 2 To The
Draft Report.

The release of these important background documents at such a late stage in the
inquiry allows stakeholders only two weeks to review and comment on them. This is
inadequate and presents risks that the Commission’s final report will not benefit from
the input of stakeholder comment.

Evidence based analysis

Whilst the NSW Government generally agrees with the Commission’s draft findings
and draft recommendations, some areas in the draft report would benefit from further
work before the Commission presents its final report to the Commonwealth
Government in August 2011. These include:

e the Commission’s proposal to replace price regulation with a light handed price
monitoring regime;

e a more thorough discussion of the quality of the existing evidence base, including
rigorous quantitative analysis based on robust empirical data. At least two
important issues would benefit from this: the price elasticity of demand for water in
Australia and the quantification of the costs of drought restrictions; and

e the Commission’s use of the report by AECOM for Infrastructure Australia ‘Review
of Regional Water Quality and Security 2010".

The Commission’s proposals for economic requlation of the sector

The NSW Government has concerns with the Commission’s draft recommendation
11.4: :
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“State and Territory Governments should move away from regulatory price
setting to a price monitoring regime (where some form of prices oversight
is considered necessary). Within five years of moving to a price monitoring
regime, all State and Territory Governments should initiate independent
reviews (not by regulatory agencies) to determine:

o whether water utilities are abusing their market power and, if they are,
what action should be taken to deal with this

* whether ongoing price monitoring would likely produce net benefits to
the community and, therefore, whether it would still be required. If such
benefits cannot be demonstrated, all price regulation should be
abolished and replaced by a self-reporting regime to be overseen by an
appropriate government agency in the relevant jurisdiction.

... The National Water Initiative pricing principles should be amended to
remove any reference to independent regulatory price setting, except
where it can be demonstrated that a more light handed approach as
described above would be unlikely to prevent an abuse of market power.”

The draft report does not present compelling evidence that the use of price regulation
in the urban water sector is leading to material economic inefficiencies.

The economic case for regulating natural monopolies to ensure that they do not exert
market power is long-established, and price regulation of monopoly service providers
is an established way of seeking to ensure that monopolies do not abuse their market
power in terms of pricing and service quality. Water utilities’ prices are regulated
because parts of their supply chain, such as transmission and distribution, are natural
monopolies, not because they are government-owned. The open, consultative pricing
regulation processes implemented by an independent pricing regulator offer
considerable benefits in regulating service provision by monopoly service providers.

Light handed regulatory regimes involving price oversight are generally better suited to
industries, such as airports and ports, with a relatively small number of well informed
customers, or where there is actual competition or contestable markets in operation to
place downward pressure on prices. This is not the case with water utilities. The
scrutiny offered by regulatory oversight of operating expenses and capital investment
is likely to lead to genuine savings to consumers and provide a level of consumer
assurance that costs are scrutinised.

The proposed removal of price regulation for urban water utilities could, if
implemented, have broad and far-reaching repercussions that are not satisfactorily
identified or addressed in the Commission’s draft report. For example, the proposed
removal of price regulation would remove fundamental efficiency incentives that
economic regulation places on water and wastewater utilities. In addition, an effective
incentive structure for utilities to minimise costs would need to be developed to replace
regulatory oversight.

The draft report does not appear to consider that draft recommendation 11.4 is
inconsistent with the approach taken in the energy market, where effectiveness of
competition is the test to be met before price regulation is removed.

NSW looks forward to a comprehensive analysis of these issues in the final report.

The quality of the existing evidence, including rigorous quantitative analysis based on
robust empirical data, used to support measures to improve economic efficiency

The NSW Government has reviewed the Commission’s draft report with interest and
commends the Commission for its wide ranging survey of the literature addressing
urban water issues in Australia.
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The NSW Government notes the relative paucity of empirical analysis of many
important issues facing the sector, and considers that the lack of evidence-based
analyses may be acting as an impediment to the development of sophisticated policies
aimed at improving economic efficiencies in the sector. The NSW Government would
welcome the Commission’s view on specific pieces of empirical analysis that should
be undertaken as a matter of priority.

NSW considers that one area where further empirical work would make a major
contribution to policy development is the price elasticity of demand.

The NSW Government acknowledges the work done to date in this field. However,
with the notable exception of Abrams, B., Kumaradevan, S., Sarafidis, V. and
Spaninks, F.", many estimates of the price elasticity of demand for water are based on
analysis of changes in aggregate water demand rather than of detailed individual
customer usage data.

Better understanding of price elasticity would help to progress policy in a number of
areas including the development of alternative service offerings, flexible pricing and
the costs and benefits of more universal metering arrangements. Moreover, it is
inappropriate to use many studies to assess significant changes to price because they
provide only point elasticity measures around a particular price range. To address this
deficiency, more testing of price elasticity at several points and allowing a more
significant range of change in price would be useful. Further analyses of long- versus
short-run elasticities and of the elasticities of indoor versus outdoor use would also be
useful.

A second area where policy makers would benefit from further empirical analysis is the
estimation of the costs and benefits of using water restrictions during severe drought.

NSW notes the Commission’s discussion of the quantification of the costs on
households and others of imposing water use restrictions during severe drought and
acknowledges that some of the costs of drought restrictions, including many listed in
Box 2 on page XX and on pages 198-199 of the draft report, are very difficult to
quantify. The task of estimating the costs and benefits of restrictions is complex,
particularly as it involves using economic methods to quantify non-market values,
which also have differential values for different users. As the costs and benefits
imposed by restrictions are often not readily monetised or evidenced, these costs may
not be fully appreciated by water users. NSW supports further work to quantify these
costs and benefits and an evidence-based approach to the analysis of restrictions.

This could usefully include efforts to address the cost estimation difficulties discussed
in a report for the National Water Commission by the Institute for Sustainable Futures
(ISF)?, which found that “large data gaps exist about the costs and benefits of
restrictions, particularly more recent severe rules” (page 59). This report examines
approaches to estimating the cost of restrictions and discusses their limitations.

Despite the difficulties of quantifying these costs, the draft report concludes that
“evidence from a number of sources suggests that water restrictions are likely to have
cost in excess of a billion dollars per year from the lost value consumption alone” (draft
report, page xvi). The NSW Government suggests that the Commission conduct an
assessment of the reliability of the estimates that have been made of the costs of

' The Residential Price Elasticity of Demand for Water, Joint Research Study, Sydney, February 2011
? Review of Water Restrictions, Volume 1 Review and Analysis, University of Technology Sydney,
2009
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drought restrictions and provide a more detailed explanation of its estimate of more
than a billion dollars per year.

NSW notes the Commission’s view that the estimates of costs associated with
restrictions are significant enough to warrant a closer examination of alternative
measures, such as flexible pricing arrangements, to reduce water demand during
periods of low water availability, with a view to reducing the future role of restrictions.
The NSW Government agrees with the Commission that “consumers should not be
called upon year after year to restrict their demand” (page 202 of the draft report) and
supports the economic efficiency arguments that consumer choice is superior to
mandatory restrictions, and that an efficient price mechanism provides allocative
efficiency.

The NSW Government agrees with the Commission that further work needs to be
done to examine the potential for flexible pricing to become a drought management
tool and make a contribution to improved economic efficiencies in the sector and to
consider practical implementation issues relating to flexible pricing.

In its 2009 review of prices for the Sydney Catchment Authority (SCA), the
Independent Pricing and Regulatory Tribunal (IPART) noted that it continues to be
interested in examining an innovative form of pricing at the 2012 determination of
SCA’s prices. IPART plans to release an issues paper for stakeholder consultation in
mid 2011.

NSW notes that options and any potential proposals to introduce such a pricing reform
will need to be very carefully assessed to avoid adverse consequences in terms of
drought management, impacts on customers, the revenue requirements of bulk water
supply utilities and implications for new investment due to increased uncertainty
regarding returns of investment.

NSW considers that considerable work remains to be undertaken on the quantification
of the costs and benefits of drought restrictions and on the implications of flexible
pricing in the wholesale and retail water markets. Until such work is further advanced,
there is not yet a compelling case to abolish the use of drought restrictions as a
measure to manage severe drought in metropolitan areas, as proposed by draft
recommendation 8.1 which says: .

“The use of water restrictions should be limited to times of
emergency where a water shortage arises unexpectedly, or in
regional urban areas where there are no viable new water sources
available to augment supply and restrictions are needed to avoid
running out of water. Consumers should instead be able to
exercise choice in their water consumption behaviour through an
efficient price mechanism.”

The NSW Government favours a real options approach to water planning, with
restrictions considered as one measure in the mix of measures available to balance
supply and demand at least cost. For example, the 2010 Metropolitan Water Plan for
Greater Sydney revised the approach taken in the 2006 Metropolitan Water Plan in
regard to the handling of restrictions. The 2010 Metropolitan Water Plan’s analytical
framework used a cost-effectiveness analysis that included restrictions as an imputed
economic value (the estimated cost of time spent in restrictions). Based on this
analysis, a revised restrictions regime was included in the 2010 Metropolitan Water
Plan. Had no restrictions regime been included, there would have been substantial
implications for the supply-demand balance and thus significant implications for the
mix of measures required to secure supplies with an appropriate degree of certainty.
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The next review of the Metropolitan Water Plan will re-evaluate the method used to
cost restrictions, with the aim of improving the existing approach and addressing,
where possible, the cost estimation issues discussed in the ISF report cited above.

Temporary drought restrictions have been effective in reducing water use during
periods of severe droughts. Restricting outdoor water use was a key element in
securing greater Sydney’s water supply during the recent drought. Between the
introduction of Level 1 restrictions in October 2003 and the introduction of permanent
Water Wise Rules to replace Level 3 restrictions in June 2009, restrictions saved an
estimated 575 billion litres, more than the amount of water used in greater Sydney in
2009-10.

They also deliver benefits to water supply systems in non-drought periods because, by
reducing demand during drought periods with a relatively high degree of certainty, they
increase the volume of water that can be supplied on an annual average basis from a
rain-fed storage system (known as the system ‘yield’). For this reason, temporary
drought restrictions have been described as ‘punching above their weight class’
because they are ‘tightly targeted at extreme drought needs™.

Under a flexible pricing approach, the likely timing and scale of demand reduction in
response to price signals may be difficult to estimate with a high degree of certainty
and it would be appropriate for system operators to make relatively conservative
assumptions about the impact of flexible pricing on storage depletion rates.

Community consultation and recent surveys indicate a high level of support for drought
restrictions and Water Wise Rules.

Draft recommendation 8.1 may have significant implications for the estimation of
system yield, particularly in areas characterised by highly variable inflows to storage
systems, such as Sydney. The draft report does not appear to have considered these
implications and the NSW Government looks forward to the final report addressing
them more comprehensively.

NSW agrees that efficient pricing mechanisms are a first-best mechanism to ensure
water is used efficiently. However, further work needs to be done to understand the
true economic and social costs of restrictions to determine the least cost options to

manage water demands.

The Commission’s use of the AECOM report ‘Review of Regional Water Quality
and Security 2010°

NSW notes that the draft report, particularly Chapter 13, makes considerable use of a
report prepared for Infrastructure Australia by AECOM Review of Regional Water
Quality and Security 2010 which was released on 31 January 2011. This report
contains numerous inaccuracies. It does not accurately represent the circumstances
relating to drinking water quality; operator training; water pricing and full cost recovery;
and water security in non-metropolitan NSW.

To assist the Commission in the preparation of its final report, the NSW Government
provides, at Attachment C, a copy of the letter from the NSW Office of Water to
Infrastructure Australia on 31 March 2011 which provides a detailed commentary on
the AECOM report’s deficiencies. In addition, Attachment B includes corrections to
references to the AECOM report in the draft findings and draft recommendations.

3 ISF and ACIL Tasman, Interim Report on the Review of the 2004 Metropolitan Water Plan, Feb
2006, p19.
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Inclusions

Attachment A Table listing NSW Government positions regarding the draft findings and
draft recommendations in Productivity Commission Draft Report Australia’s
Urban Water Sector, Apnil 2011.

Attachment B Additional NSW Government comments on Productivity Commission Draft
Report Australia’s Urban Water Sector, April 2011.

Aftachment C  NSW Office of Water letter to Infrastructure Australia dated 31 March 2011,
commenting on the inaccuracies in the report prepared for Infrastructure
Australia by AECOM Review of Regional Water Quality and Security 2010,
released 31 January 2011.
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NSW Government submission on Productivity Commission Draft Report:
Australia’s Urban Water Sector, April 2011

ATTACHMENT B

Additional NSW Government comments on the Draft Report

In addition to commenting on the Commission’s draft recommendations and draft
findings, this NSW Government submission comments on a number of other aspects of
the Commission’s draft report which deserve closer attention in the Commission’s final
report.

The National Water Quality Management Strategy

The Commission’s draft report does not reference the National Water Quality
Management Strategy, the main objective of which is to achieve sustainable use of the
nation’s water resources by protecting and enhancing their quality while maintaining
economic and social development. The Strategy provides a management framework for
participants to identify community desired objectives for the uses and values of
waterways and to work towards achieving those objectives over time. All jurisdictions
have adopted the Strategy.

NSW has undertaken comprehensive water quality objective setting process in
accordance with NWQMS process. It would be inappropriate and inefficient to frame
overall water quality objective setting around the regulation of just one pollution source.
The NWQMS framework allows the community’s to be consulted about its objectives for
a waterway with the costs and benefits of those objectives assessed at that time. Once
objectives are established they can then be met over time using affordable approaches
and initiatives as needed. This approach avoids repeat consultation and re-
establishment of community views on environmental objectives for waterways each time
an individual regulatory decision is made in a catchment, particularly in catchments with
multiple sources and types of discharges.

Page xxx — Figure 2

The terminology used in the table is inconsistent with the terminology used by the NWC
in the National Performance framework. To avoid confusion, NSW suggests that the
Commission adopt the terminology used in the National Performance Framework 2010-
11 Urban Water Performance Report Indicators and Definitions Handbook.

For example, the Commission should use term ‘stormwater harvesting’ [\W28.4] in this
Figure and in the Report to avoid confusion with recycling reported in the National
Performance Report 2009-10 (www.nwc.gov.au) where indicators W26 and W27 refer to
‘total recycled water supplied’ and ‘recycled water (percent of effluent recycled)’.
Recycled water in the National Performance Report refers only to treated sewage
effluent. Thus terms such as ‘local stormwater (recycling)’ would be replaced by
‘stormwater harvesting' [W28.4], and ‘bulk recycled stormwater’ would be replaced with
‘bulk stormwater received’ [W28.2] or ‘bulk stormwater exports’ [WW28.1] as appropriate.

Page 18 of the draft report shows the total sourced water for regional NSW as 193.9
GL. The figure is incorrect. This volume applies only for the NSW utilities with over
10,000 connected properties which are reported in the National Performance Report.

This figure should be corrected to 311 GL, as indicated on page 138 of the 2008-09
NSW Water Supply and Sewerage Benchmarking Report (www.water.nsw.gov.au). The
components for surface water, groundwater, recycled water and bulk water are
respectively 66.9 per cent, 14.8 per cent, 2.6 per cent and 15.8 per cent.

Page 22 refers to ‘per capita consumption’. The NSW Government notes that since
2005-06, Australian urban water utilities have been reporting against ‘residential water
supplied per connected property’ (NW! Indicator W12) and recommends that the
Commission’s final report use the NWI indicators.
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Page 29 final paragraph states that the Orange Blackman’s Swamp stormwater harvesting
scheme can only be used when “Orange’s combined water supply is below 50 per cent” of
full capacity.

In response, the NSW Government notes that the Blackman’s Swamp Stormwater
Harvesting scheme was developed as a drought emergency measure for Orange and
therefore did not undergo the normal water licence application consultation process
involving downstream water users as well as environmental water needs. An emergency
licence was provided to Orange City Council to enable to it to secure the Orange water
supply from this source when the Orange storage volume was below 50 per cent of full
capacity.

Council has now applied for a ‘full licence’ for this source through the normal licensing
process which will determine the Council's water access and use rights from this source, as
well as those of the other water users in the area. The matter is currently before a Land
Board hearing.

Page 58 of the draft report states that “Often standards, particularly recycled water
standards, will vary between jurisdictions.” In response, the NSW Government notes
that NSW Health is contributing to work towards harmonisation of the different legislation
and requirements in different States through the National Recycled Water Regulators
Forum.

Page 65 of the draft report states that:

“Managing such risks efficiently does not usually involve eliminating all risks entirely.
Consider a situation where there are large benefits available from developing a fit-for-
purpose recycled water product for garden watering, toilet flushing and other uses. A risk
eliminating approach might specify that the quality of such water needs to be comparable to
that of potable water on the grounds that a small number of people may drink it. Such a
requirement might make the project uneconomic, meaning that a large benefit is lost in order
to eliminate what may have been a very small risk”.

In response, the NSW Government notes that NSW Health supports the recycling of
wastewater to appropriate quality for its purpose. This approach is set out in the
Australian Guidelines for Water Recycling. The Guidelines support lower levels of
treatment of water used in situations where little human exposure can be expected, for
example in irrigation. However, where recycled water is used in place of potable water
for specific purposes, for example toilet flushing and laundry uses, the greatest risk to
public health is well known. This arises from accidental cross-connecting of the pipes
carrying recycled and drinking water. This could lead to recycled water being supplied,
unknowingly, to outlets for drinking water, such as kitchen taps. The recycled water
could also back-siphon from the cross-connected property into the drinking water
distribution network, affecting a greater number of properties.

Extensive cross connections have been identified in the recycled water schemes at
Rouse Hill and Sydney Olympic Park, with hundreds of people having consumed
recycled water. Cross connections have also been found with other schemes in other
States and in the USA. If standards for recycled water quality are reduced, then there
needs to be much increased plumbing regulation and inspection.

The NSW Government considers that augmenting drinking water supplies by
wastewater recycling needs to be carried out in such a way that predictable hazards,
such as cross-connections, are unlikely to pose a risk to public health.

Diffuse and point sources of water pollution.

Page 87 of the draft report refers to a submission from the Water Services Association
of Australia which contends that environmental regulation is problematic in most
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jurisdictions, with water businesses frequently encountering a focus on point source
discharges when the optimal approach might be to deal with diffuse sources.

In response, the NSW Government notes that environmental regulation in NSW focuses
on both point and diffuse source discharges and appropriate policy tools are used in
relation to each. The aim is to ensure that responsibility for the share of the pollution
from different contributors is allocated to the appropriate contributor, while pollution
reduction actions are implemented wherever most cost effective. For example, in
western Sydney the EPA applied a collective annual total pollution load (bubble) limit
across a group of Sewage Treatment Plants, allowing Sydney Water Corporation to
invest in pollution reduction wherever most cost effective. This was estimated to save
$45 million in capital. The EPA has also championed the option of point sources to
procure emission reductions at non-point (i.e. diffuse) sources if equivalent outcomes
could be achieved at lower cost.

Page 112 of the draft report discusses planned potable re-use of recycled water. NSW
notes that there is little experience world-wide in using recycled water (i.e. treated sewage
effluent) in a planned way for potable purposes, with the exception of aquifer recharge in
Orange County, USA since 2008 and in Windhoek, Namibia where potable reuse is a
necessity due to the city’s arid climate and its location 700km from the nearest river and
300 km from the sea.

NSW suggests that the Commission may wish to consider acknowledging, in its final report,
the inherent difficulties of implementing a sound recycled water system for potable re-use.
These difficulties include the extensive monitoring required of both source and treated water
quality and the complexity of the required multiple treatment barriers and their operation

and maintenance in order to ensure a consistently safe water supply is provided to the
community.

Pages 121-123 of the draft report include the contention that the decision to build the
Sydney Desalination Plant was not consistent with the NSW Government’s Metropolitan
Water Plan framework. The NSW Government does not agree with the Productivity
Commission’s characterisation of the decision to build the desalination plant.

The decision to commit to the construction of the plant represented a balanced outcome
given the continued learning from the 2004 and 2006 Metropolitan Water Plans and the
legitimate role of the NSW Government to secure Sydney'’s water supply.

The Commission concedes, in Box 3.1 on page 82 of the draft report, that achieving least
cost planning by not building desalination plants if subsequent years are going to be wet:

“is clearly infeasible as it requires knowledge of the future that is unobtainable.”

Despite the end of the recent extreme drought conditions and investment in measures such
as desalination, recycling and water efficiency, severe and extreme drought conditions can
re-emerge quickly in Sydney. As seen in the period between 2004 and 2006, dam levels
can and do deplete rapidly, at one to two per cent per month. In the circumstances,
desalination represents a valuable component of a total water security plan for Sydney.

As such, the adaptive, Metropolitan Water Plan framework remains in place to safeguard
the water supply into the future. An updated Metropolitan Water Plan was released in 2010.

Page 146 of the draft report refers to ‘inefficient asset management in some regional
areas’. Most local water utilities in regional NSW manage their assets in an efficient
manner. In non-metropolitan NSW, all local water utilities have had an asset register for
well over a decade. Of these utilities, 89 percent have completed a sound 20 to 30-year
strategic business plan and financial plan, and an associated total asset management
plan, which includes an operation plan, maintenance plan and capital works plan which
discloses the capital works required for each of improved standards, growth and
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renewals. Further information on asset management planning is available in the NSW
Water and Sewerage Strategic Bisiness Planning Guidelines, forthcoming.

Page 160 states that Hunter Water Corporation levies residential sewer usage charges.
This is incorrect. In July 2009, the application of these charges was discontinued. See
Part B of the National Performance Report 2009-2010 (www.nwc.gov.au).

Page 162 of the draft report discusses trade waste. The NSW Government advises that
the NSW Trade Waste Regulation Guidelines 2009 (www.water.nsw.gov.au) are a
suitable basis for the regulation of sewerage and liquid trade waste in Australia. These
Guidelines require the approval and monitoring of each trade waste discharger,
appropriate trade waste fees and charges, and appropriate non-residential sewer usage
and access charges. The NSW Independent Pricing and Regulatory Tribunal
determines cost reflective trade waste fees and charges. Utilities which comply with
these Guidelines also comply with the National Wastewater Source Management
Framework, 2008 (Water Services Association of Australia).

Page 175 states ‘there are still some areas of Australia where water consumers do not
face a price that is related to the amount of water they consume’. The NSW Government
advises that there is only one urban water utility in NSW without a fully metered potable
water supply. It has fewer than 500 connected properties.

The third paragraph on page 386 says ‘AECOM observed that ‘treatment plant
operators working in regional areas do not receive access to the same level of training
provided in the larger metropolitan areas’.

In response, the NSW Government notes that the operator training, mentoring and
feedback provided by the NSW Office of Water to NSW water utility operators are of a
consistently high standard. For details, please see the NSW Office of Water’s letter of 31
March 2011 to Infrastructure Australia at Attachment C to this submission.

The final paragraph on page 389 quotes from the AECOM Report that “even those
utilities that earn sufficient revenue to allow a dividend payment to State Government
shareholders sometimes fail to supply high quality drinking water”. In response, the
NSW Government notes that local water utilities in regional NSW do not pay dividends
to the NSW Government.

Page 390 of the draft report states that:

“A number of respondents to this inquiry commented on the high costs imposed on water
utilities by the existing regulatory and legislative framework, and considered that regional
utilities face proportionally greater costs and difficulties managing these requirements
relative to metropolitan utilities. Kempsey Shire Council (sub. 30, p. 18) commented
‘environmental and public health standards have led to a significant increase in the capital
and operating costs of water utilities”.

In response, the NSW Government notes that NSW Health’s Drinking Water Monitoring
Program supports water utilities to meet some of their public health regulatory
requirements. The standard of management of drinking water supplies set out under the
Australian Drinking Water Guidelines has increased over time. In addition, the standards
have risen to address hazards identified through the experience of waterborne
outbreaks in other developed nations. The Framework for the Management of Drinking
Water Quality set out in the Guidelines represents an Australian interpretation of best
practice for water utilities. The NSW Government considers that the public health
standards set out in the Australian Drinking Water Guidelines and the Framework for the
Management of Drinking Water Supplies are appropriate.

Page 394 refers in the final paragraph to a situation where ‘one wastewater treatment
plant may serve an aggregated group of the utilities in place of multiple plants’. NSW
notes that this is not the case in NSW. As towns sewered by the existing utilities are
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typically separated by more than 50 kilometres, there are few opportunities to reduce
the number of treatment plants required.

Page 395 refers to ‘economies of scale in water treatment’. Note our comments on Page
394 above.

Page 399 states that “AECOM 2010 observe that many small towns are currently
without water treatment because the increase in residential bills required to recover the
cost would be substantial’.

In response the NSW Government notes that this ‘observation’ is incorrect with regard to
non-metropolitan NSW. Surface water supplies in non-metropolitan NSW receive
comprehensive multi-barrier water treatment at the level of sophistication needed to
assure a high quality potable water supply. Where source water quality is high and does
not require filtration, it is not cost-effective or necessary to burden customers with the
high cost of providing filtration. For such water supplies, disinfection alone is sufficient
treatment. For a small number of very small villages, only a non-potable reticulated
water supply is provided, with drinking water obtained from rainwater tanks. This is a

satisfactory option.

The discussion of ‘Yardstick competition’ on page 401 fails to acknowledge the public
disclosure of a broad range of performance indicators for each NSW utility. The NSW
Annual Water Supply and Sewerage Performance and Monitoring System and the Best-
Practice Management Guidelines including strategic business planning, financial
planning and asset management by each local water utility have resulted in the
demonstration of financial sustainability by each of the 89 per cent of NSW utilities with
a sound strategic business plan and financial plan, as well as significant improvements
in utility performance and accountability.

Appendix B2 NSW’s structural, institutional, governance and regulatory arrangements

There are a number of inaccuracies in the commission’s draft report. The following
amendments are suggested.

Page 458, last paragraph — Sydney Water Corporation, not the Sydney Catchment
Authority, is responsible for water treatment.

Page 459, 2" paragraph — update with “The Central Coast Water Corporation was formed
in February 2011 and by July 2013 will take over full responsibility for providing the bulk and
retail water, wastewater and stormwater services presently provided by Gosford City
Council and Wyong Shire Council.”

Page 460, 2™ last dot point - update Public Health Act 1991 to Public Health Act 2010, also
add a note to indicate that the 2010 Act requires preparation of a risk-based drinking water
quality management plan by each local water utility.

Page 461, 2™ paragraph - update NSW Office of Water (within the Department of
Environment, Climate Change and Water) with ‘NSW Office of Water (within the
Department of Primary Industries)’.

Page 461, sub-heading and 3" paragraph, update the reference to ‘Department of
Environment, Climate Change and Water’ with ‘Department of Premier and Cabinet’.

Page 462 — final paragraph update ‘Department of Water and Energy’ with ‘Department of
Primary Industries’.

Page 464, final paragraph - update Public Health Act 1991 with Public Health Act 2010.
Page 465, 2" paragraph — update ‘Minister for Water’ with ‘Minister for Primary Industries’.

Page 465, 4" paragraph — update ‘Department of Environment, Climate Change and Water’
with ‘Department of Premier and Cabinet’.
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