Local Government Shires Association of NSW

Association of NSW

SUBMISSION TO THE NSW LEGISLATIVE ASSEMBLY STANDING
COMMITTEE ON NATURAL RESOURCE MANAGEMENT INQUIRY
INTO SUSTAINABLE WATER MANAGEMENT

DATE April 2010

GPO Box 7003 Sydney NSW 2001
Lev 8, 28 Margaret St Sydney NSW 2000
Tel: (02) 9242 4000 Fax: (02) 9242 4111

www.lgsa.org.au Igsa@lgsa.org.au



LGSA Submission to NSWLegislative Assembly Sustainable Water Managemenhquiry

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

Together, the Local Government Association andShiges Association represent all the 152 NSW
general-purpose councils, the special-purpose garmincils and the regions of the NSW Aboriginal

Land Council. The mission of the Associations is ie credible, professional organisations

representing Local Government and facilitating thevelopment of an effective community-based
system of Local Government in NSW. In pursuit a§ timission, the Associations represent the views
of councils to NSW and Australian Governments; mtexndustrial relations and specialist services to
councils and promote Local Government to the conitpamd the media.

The Associations thank the NSW Legislative AssenfBignding Committee on Natural Resource
Management for the opportunity to make a submisdionits Inquiry into Sustainable Water
Management.

The first part of the submission focuses on redamtralian Government policy initiatives in the
Murray-Darling Basin aimed at addressing currenereallocation of water and potential future
decreases in water availability in the basin;the.development of a basin plan by the Murray-Darli

Basin Authority and the purchase of water entitleteeunder theRestoring the Balance in the
Murray-Darling Basin Program

Both initiatives are expected to result in subsgmeductions in water availability for consumgiv
use. This is likely to have significant socio-econo impacts on affected communities (e.g. reduction
in irrigated agriculture and flow-on effects).

Less water for consumptive use also has the patetatidirectly impact on council’'s town water
supplies. To ensure communities, particularly comities in regional and rural areas, can maintain
quality living standards, social well being and mamic development opportunities, the Associations
urge the NSW Parliament and the NSW Governmenmhsoire that town water supplies for urban use
are excluded from the sustainable diversion limiteder the Murray-Darling Basin Plan and
guaranteed under the provisions of Water Act (Cwth) 200that secure critical human needs. This
guarantee needs to include water requirements dirabhand anticipated growth experienced and
planned for in communities (population and indadttievelopment).

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

Local Government plays an important role in wateanagement and in the provision of water services
to the community. Councils use water for their hass activities and community services and
continuously aim to improve the efficient use akthcarce resource. In regional NSW, councils also
provide water supply and sewerage services. Therewrently 107 local water utilities providing
water supply and sewerage services to communitiesgional NSW, including 97 council-owned and
operated local water utilities, four water suppbucty councils, and one water supply and sewerage
county council. Local water utilities service ove8 million people — approximately 30% of the state
This is a significant responsibility including emisig supply security through infrastructure prooisi
demand management and integrated water cycle mixeage The Associations call on the NSW
Parliament and the NSW Government to continue tckwath and support councils in their pursuit of
best practice water management and conservation.

The third part of this submission brings to the outtee’s attention the current NSW Government
inquiry into the institutional and regulatory framark for local water utilities in regional NSW. The
Associations have contributed significantly to thiguiry and provided comprehensive submissions
outlining that Local Government is best placed tdiveer water supply and sewerage service in
regional NSW.
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2. Submissions to the Murray-Darling Basin Authority and to the Restoring the
Balance in the Murray-Darling Basin Program

While recognising the need for and supporting thplémentation of sustainable levels of water
diversion to protect the environmental health, lieste, and productive base of the Murray-Darling
Basin’s river system, the Associations are conakaimut the negative impacts recent Australian
Government policy initiative, such as the developté a basin plan by the Murray-Darling Basin
Authority and the purchase of water entitlementdeurtheRestoring the Balance in the Murray-
Darling Basin Programmight have on regional communities.

The Associations urge the NSW Parliament to ensoice-economic impacts on regional
communities as well as the security of town watgpdies are taken into account and addressed and
structural adjustment assistance is provided whosermments implement these initiatives. To
illustrate the Associations’ concerns, their sulsiiss to the Murray-Darling Basin Authority and to
the Restoring the Balance in the Murray-Darling Basiro§ramare provided below.

Submission on the Murray-Darling Basin Authority’s Issues Paper entitled Development of
Sustainable Diversion Limits for the Murray-Darling Basin (December 2009)

Introduction
The Local Government Association of NSW and Shikesociation of NSW (the “Associations|)
thank the Murray-Darling Basin Authority (MDBA) fahe opportunity to make a submission on| its
issues paper entitlddevelopment of Sustainable Diversion Limits forltheray-Darling Basin.

The Associations are the peak bodies for NSW LdgaVvernment. Together, the Associatians
represent all the 152 NSW general-purpose countits,special-purpose county councils and |the
regions of the NSW Aboriginal Land Council. The sms of the Associations is to be credible,
professional organisations representing Local Gawent and facilitating the development of [an
effective community-based system of Local GovernmienNSW. In pursuit of this mission, the
Associations represent the views of councils to th8W Government and the Australian
Government; provide industrial relations and spgmtisservices to councils and promote Local
Government to the community and the media.

The Associations believe that, when making decgsimm sharing water between the environment|and
consumptive use, social, economic and environmemasiderations should be placed on an equal
footing.

The Associations recognise that M&ater Act (Cwth) 200&stablishes a process for the integrated
management of the Murray-Darling Basin and thdrggtif sustainable water diversion limits by the
MDBA. At this stage, the Associations will confirieeir comments to improvements that can| be
made within the established process.

The Associations continue to call for adequate iclemation of socio-economic impacts of diversjon
limits on regional communities. Sustainable divamsiimits are expected to result in substantial
reductions in water availability for consumptiveeu$his is likely to have significant socio-economi
impacts on affected communities and regional ecoe®ife.g. reduction in irrigated agriculture and
flow-on effects). Less water for consumptive ussoédhas the potential to directly affect councjl's
town water supplies and, as a result, impact oulatipn and economic growth.

Addressing socio-economic impacts
The Associations note and welcome that socio-ecamompacts associated with the setting| of
sustainable diversion limits are to play a moressanttive part in the development of the Basin Plan
under theWater Act (Cwth) 20Q7In the Associations’ understanding of the isspaper, socio
economic issues are to be considered as follows:

Submission Date:April 2010 Page 3 of 26



LGSA Submission to NSWLegislative Assembly Sustainable Water Managemenhquiry

» Socio-economic analysis
Comprehensive social and economic analysis is tangertaken across the basin and for th
irrigation areas of the basin which account for ldrgest proportions of current water diversic
and might potentially be significantly affected bgy changes in future water availability. T

ose
ns
he

aim would be to determine the potential implicasidor a range of possible changes in water

availability.

» Socio-economic optimisation of sustainable diversimit options
Results of the social and economic analysis ateetased to optimise how, when and where
environmental water required to satisfy sustaindblersion limits can be delivered at least so
and economic cost. This optimisation process agp&amainly look at alternative options f
“sourcing” the water required for the environmentluding sourcing the water from differe

the
cial
or
nt

catchments. For example, if environmental wateofte catchment were sourced from a diffefent

catchment, the sustainable diversion limit of thiexfer would increase and more water would
available for consumptive use. The issues papecates that there would be scope to rev
sustainable diversion limit options and re-run hiydrological modelling to facilitate adjustmer
for better social and economic outcomes.

* Reporting on socio-economic implications
Once sustainable diversion limits have been detexdhfor inclusion in the proposed Basin Pl
an analysis of the social and economic implicatisrte be provided to the Murray-Darling Basg
Ministerial Councils. The council includes basiatetgovernments.

» Transition period
A 5-year transition period can be included in néateswater sharing plans accredited under
Basin Plan where the sustainable diversion limitefavater resource is lower than the long te
average quantity of water that had been taken treresource for consumptive use. Tempo
diversion provision are added to the sustainablerdion limits and reduced to zero within
years of the commencement of the new water shatarg(in NSW in 2014).

However, the Associations believe that the sugdespgroach to addressing socio-economic imp|
needs to be further strengthened as follows:

Socio-economic optimisation of sustainable diversimit options
Results of socio-economic analysis should not belyised for optimising where environmental wa
is delivered from but also allow for a re-evaluataf what has been determined as key environmg
asset and ecosystem function and associated emeérdal water requirement. In order to maxim
social, economic and environmental benefits to comities, this re-evaluation must take ir
account community preferences about the tradeeiffiben water for the environment and water
consumptive use, particularly where the determamaf key environmental assets goes bey
setting minimum environmental water requirementgessary to maintain basic ecosystem function

In relation to optimising delivery options, the Asgtions seek clarification on the process anaf
criteria for determining which sustainable divenslonit option would result in the “least socialca
economic cost”. This determination is a criticabgess as it inevitably requires a judgement a
which regional economy/agricultural area is comipaely more or less valuable. In its issues pal
the MDBA indicates that criteria such as the gresisie of irrigated agricultural production wou
play an important role. However, the issue papersdwoot indicate which social criteria would
relevant and whether communities would be consuiltethe process. To ensure outcomes of
process are well understood and accepted by basmmnanities, a comprehensive set of social
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economic criteria needs to be develop and appliedappropriate consultation with communities and

other affected stakeholders be undertaken.

Finally, socio-economic analysis should not onlgkat direct impacts but also analyse and pre

sent
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transition options for communities in the eventaexfuctions of water for consumptive use.

Reporting on socio-economic impacts and structadjistment

To ensure the Australian Government and basin gaternments are fully and regularly inform
about social and economic implications, reportinglftese implications to the Murray-Darling Ba
Ministerial Council should be on a regular basicamjunction with the rolling update of the Bag
Plan and its sustainable diversion limits. Regalad comprehensive reporting on these implicat
and potential transition options should prompt ahble governments to implement structy
adjustment assistance where required and apprepfarthermore, to enable communities to @
with these implications and adapt to necessarygagsreports should be made publicly available.

In addition, the Associations urge the Australiaov&nment to establish an interdepartmental
whole-of-government approach to assessing the m@ednd implementing structural adjustme
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assistance based on the analysis of the sociat@mmbmic implications undertaken under the Basin

Plan. Coordination among relevant government agsnand ministerial offices will be crucial
providing assistance in the most effective, effitiand equitable way.

Town water security and critical human needs

In their role, the Associations represent nmiltowned and operated local water utilitiadich
provide water supply and sewerage servicegotmmunities in regional NSW. These local wé
utilities service over 1.8 million people — approxgitely 30% of NSW. Town water use, includi
water use by manufacturing and other industriesishsupplied by local water utilities, make upy
a small proportion (about 4%) of total water uséim basin.

Councils are concerned about how the Basin Plaritarsistainable diversion limits will affect the
town water allocation and their ability to plan #md support population and economic growth.
Associations stress the importance of giving ptyotd town water supplies, particularly critic
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human needs, and taking into account actual anttiaied growth patterns (population and

industrial development) experienced and planned iforcommunities. Considering the sm
proportion of town water use in relation to totalter use in the basin, priority to town water sigs
can be given in the Basin Plan without affectingeesial environmental flows.

Integration with existing policies and plans on lad management
The Associations understand the legislative regins on the MDBA undethe Water Act (Cwth
2007to address land management, however believe ttigtiucial that the proposed Basin Plar
not isolated from existing policies and plans amdlananagement. A broad range of polices and g
already exist at a state, regional and local s@deyss a broad range of water management,
management, land use planning and economic develuopssues.

It is unrealistic to expect the Basin Plan to s@iteof the issues in the basin in isolation. Aorgase
in environmental water will not repair environmdrdagradation without appropriate and integra
improvements in land management activities, andy l@rm protection through strategic land
planning.

While the Murray Darling Basin Agreement specifigakstricts the scope of the Basin Plan to w
management, the MDBA must ensure that appropteteks’ and/or directions are included withir
to encourage other activities to align with theeatiyes of the Basin Plan.

Conclusion & Recommendations
The Associations welcome the recognition by the MDB8f the importance of socio-econom
considerations. However, the Associations belidwat the process of considering socio-econo
impacts needs to be strengthened further to ergeoisions on sustainable diversion limits, wh
possible, take into account community preferencethe trade-offs between environmental water
water for other uses. Most importantly, to enswmmunities, particularly communities in regior
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and rural areas, can maintain adequate living stasd social well being and economic develop

ent

opportunities, it is crucial that essential watepies for urban use (Local Government town water
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supplies) are guaranteed.

Furthermore, socio-economic analysis should alsduite options for communities to make the

transition to a future with less water and infortmustural assistance where required. The Assoaia
urge the MDBA to strengthen the mechanism for rpgron socio-economic impacts al
identifying and implementing structural adjustmassistance.

Finally, to ensure optimal environmental outcontks, Associations call on the MDBA to ensure
Basin Plan is adequately coordinated and integnaittdthe land management process.

The Associations hope their submission is of aamstst and look forward to continuing to work with
the MDBA on the development of the Basin Plan.

itio
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Submission to the Stakeholder Consultative Commitee on the Australian Government's
Restoring the Murray-Darling Basin Program (August 2008)

I. Introduction

The Local Government and Shires Associations of NE@SA) welcome the opportunity to provig
comments to the Stakeholder Consultative Commdteéhe Australian GovernmentRestoring the
Murray-Darling Basin Program

The LGSA are the peak bodies of Local Governmemi8W representing the interests of all 1
general purpose councils, as well as about 13 &lppaipose councils. Thirteen regional Aborigi
Land Councils are also eligible to be members efliG SA.

In this role, the LGSA represent local water uéht in NSW which provide water supply al
sewerage services to communities in regional N$\uding 97 council-owned and operated lo
water utilities, four water supply county councésid one water supply and sewerage county cou
Local water utilities service over 1.8 million pdep- approximately 30% of NSW.

The LGSA are concerned about the impacts of thérAlien Government'$Vater for the Future
Plan on local communities, particularly the impact adter buybacks on regional and local
economies.

The LGSA believe there is a need to establish alaegconsultative mechanism between

le

52
nal

nd
cal
ncil.

the

Australian Government and peak local governmentidspdsuch as the LGSA, not only on the

Restoring the Murray-Darling Basin Prograimut also on a number of other programs under
Water for the Future Plan

II. Background and questions for comment
In April 2008, the Minister for Climate Change anter, Senator the Hon Penny Wong announc
the Australian GovernmentWater for the Future Plan

The plan includes thRestoring the Murray-Darling Basin Progratat least $3.0 billion over the
next ten years). Under the program the AustraliameBiment is to purchase water entitlements al
return the water associated with the purchasetlenénts to the environment in order to achieve
sustainable water diversion levels.

Other programs under th&ater for the Future Plaare:

» National Greywater and Rainwater Initiati¥®250 million) to provide direct incentives for
household rainwater and greywater use;

» Sustainable Rural Water Use and Infrastructure Paog($5.8 billion) to improve productivity
and efficiency of irrigation infrastructure;

» Improving Water Information Prograif$450 million) to measure water availability arshge and

the

nd

produce national water accounts, supported by matiwater monitoring and data collecting
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network (Bureau of Meteorology);

» Urban Water and Desalination Progra($1.0 billion) to fund new and innovative watepply
projects in desalination, recycled water and stostewharvesting in areas with a population of
50,000 or more and to establish centres of excadlémwater recycling in Brisbane, and in
desalination technology in Perth; and

» National Water Security Plan for Towns and Cit{®250 million) to fund infrastructure renewals

enhancements and practical projects to save waderealuce water losses in areas with a
population of less than 50,000.

The Stakeholder Consultative Committee on Restoring the Murray-Darling Basin Prograimas
invited comments on the following questions:

What general stakeholder group do you belong tdoamdpresent on the Committee?
How aware are they of the program and its objesfive
What opinion does your broader stakeholder groupe haf the water entitlement purcha
program?
What is their major concern?
What aspect/s of the program do they support?
What do you think are the main strengths of theym?
What do you think are the main weaknesses of thgram?
What type of communication products or use of medigiou think is required to meet the neg
of your stakeholder group?
9. Did the presentations at the recent Committee mgati Canberra help you better understand
program?
10. What do you think about:
a. The criteria used to ensure the water was obtdoreal high value asset?
b. The Departments approach to paying market prices?
c. The adequacy of communication products?
d. The transparency of program reporting on the weBsit
11. What are the main concerns that you would like esid in this review?
12. How would you suggest the program could be impr@ved

Lo I =

g9 = @ @l o=

[ll. LGSA comments on theRestoring the Murray-Darling Basin Program

The LGSA recognise the need for and support théeimgntation of sustainable levels of water
diversion to protect the health, resilience, aratipctive base of the river system in the Murray-
Darling Basin.

However, the LGSA are concerned about potentidbseconomic impacts of water buybacks on
regional and rural communities.

Many areas in regional and rural NSW are largepyethelent on agricultural industry with significan
long-term investment and little opportunity for digification. The purchase of water entitlements
from irrigators and other water dependent industciguld ultimately result in these industries legvi
rural and regional areas. This could lead to advenpacts on local employment, economic
development, and the viability and cohesion of lecanmunities that are already struggling under
current drought conditions.

The LGSA believe it is critical that these impa&is identified and appropriately managed and tha
structural adjustment programs are in place whegaired.

The LGSA will continue to monitor impacts of theogram in consultation with their members.
The LGSA also believe that, to ensure optimal emnmental, social, and economic outcomes, it IS

important to appropriately coordinate water buyksaender the program with water buy-back
programs of the NSW Government (e.g. the Living MurProgram, the Water for Rivers Program

Py

bds

the

—
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and the Department of Environment and Climate Caangiverbank Progrant).

IV. General comments on consultation
To ensure Local Government’s concerns are addressedcils in NSW, and the LGSA as their peak
representative body, need to be involved in congmsive consultation to assess socio-economic
impacts on regional and rural communities and ifierequired support for structural adjustment.

The process of consultation with the LGSA so fag baen fragmented and unsatisfactory.

The LGSA request the establishment of a regulaswtaiive mechanism on thWgater for the Future
Plan, particularly on théRestoring the Murray-Darling Basin Prograas well as on other relevant
programs such as ti8ustainable Rural Water Use and Infrastructure Pangf and theNational
Water Security Plan for Towns and Cifies

TheWater for the Future Plapresents a significant opportunity for all levefggovernment to work
together to secure long term sustainable waterlgd@pAustralian communities. The LGSA look
forward to working with the Australian Governmenmt this important plan.

3. Local Government Water Management and Conservatiomctivities
The following section showcases a number of exasnpldhow Local Government contributes to best
practice in water management and conservation:

LGSA Water Management Conference

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

discussion on urban water supply and sewerage Hsawédroader 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 enablesdiltars 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 inBaof 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 foiahassistance 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 thant 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 sametributions in kind by the Associations and
the Water Directorate. The program is managed tegim based within the Associations.

Currently, more than 70 councils participate in phegram with expected total water savings of more
than7 GL per annum.

Orange City Council — Blackmans Swamp Stromwateveétting Scheme

! The NSW Government budget for 2008/09 allocate’7$illion to buyback water entitlements.

2 TheSustainable Rural Water Use and Infrastructure Pemg($5.8 billion) aims to improve productivity andiefency of
irrigation infrastructure through funding of majafrastructure projects.

% TheNational Water Security Plan for Towns and Cit{850 million) aims to fund infrastructure renesyanhancements
and practical projects to save water and reducenegses in areas with a population of less titg00®.
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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
capable of providing between 1300-2100ML of addiibwater into the Orange’s raw water supply
each year from the city’s stormwater system, mgaiimto 40 per cent of the city’s total water needs

The scheme is as a new and innovative approadhgimenting water supply through capturing urban
stormwater flows. It is the largest potable storewvaeuse 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 acceptingused 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 sustalmassurance 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 availépiof 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 provisiondorvironmental flows; and

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

Among other things, the study provides advice dnmasiructure augmentation in Central NSW to
improve water security for the communities servgdrember councils. It recommends large scale
infrastructure solutions, including a core regiosapply and distribution network to provide for the
supplementary water requirements and a number pElipe connections. The study also makes
recommendations with regards to demand managenrehtbast 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$tilny.

Coffs Harbour City Council and Clarence Valley CoiliRegional Water Strategy

To improve supply security to meet the future nesfdbe area and to achieve improvements in water
quality and environmental flow protection, Coffsrbaur City Council and Clarence Valley Council
developed and adopted in July 1997 their RegionaleWSupply Strategy 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 efficieimdtiatives 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 andhi®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 largeag. 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 managemetcigimed water and stormwater reuse.

4. Submission to the Inquiry into Local Water Utilities

In 2007, the NSW Government commenced an inquitg thhe provision of water supply and
sewerage services by council owned and operated \Weater utilities in regional NSW. The purpose
of the inquiry is to identify the most effectivestitutional, regulatory and governance arrangements
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for the long term provision of water supply and seage services, and to ensure these arrangements
are cost-effective, financially viable, sustainabeptimise whole-of-community outcomes, and
achieve integrated water cycle management.

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

On 14 January 2009, the Minister for Water, the HRirillip Costa MP, released the Independent

Panel's final report. In summary, the recommendataf the inquiry include:

» 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:
(1) a binding alliance model comparable to a sfiatelliance of councils but with mandatory
membership and (2) a corporation owned by membanaits.

* Function of groupings is mainly strategic businglssining (incl. asset management) and regional
water planning; a takeover of operational functiongfrastructure was not recommended.

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

* Mandatory risk management according to Australiainking Water Guidelines.

In April 2009, the Associations made a submissiaontlte recommendations of the inquiry’s final

report. The submission’s main points include:

* The Associations support a binding alliance modelaagood model to facilitate regional co-
operation and resource sharing, improve local watgities’ capacity to satisfy best practice
(ever-increasing technical, environmental and watglity standards), and coordinate member
councils’ strategic business planning.

« “Binding” means binding in terms of membership; teuncils enter voluntarily but once you are
in you are in. The Associations object to forcimgucils to enter into alliances or any other
structures.

» The alliance has a coordination role; i.e. membmuncils continue to undertake their own
strategic business planning and determine levedgwice and service charges.

* The alliance does not have the power to compeldbuto implement its strategic directions; nor
any authority to impose cross-subsidisation orggesstamp pricing (however, this could occur by
mutual agreement).

* The Associations support the strengthening of dgeilatory framework and making best practice
mandatory. However, the Associations’ support ismdiional upon the NSW Government
agreeing to the alliance model proposed by LocaleBament.

* In terms of pricing, the Associations suggest a&@ss of external audit of price determination by
council auditors instead of IPART or departmeni&iivention.

 The Associations generally support the regionalugimgs (including stand alone utilities)
recommended by the inquiry but are not fixed on inenber (32). Councils should have the
option to join different groups if that better suitheir economic, social and hydrological
circumstances.

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.

To illustrate the Associations’ position on how Bb&Government can best provide water supply and
sewerage services in regional NSW, their submissiorthe inquiry are provided below.
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First Submission to the NSW Government Inquiry into Secug and Sustainable Urban Wate
Supply and Sewerage Services for Non-metropolitan W (May 2008)

[. Introduction
The Local Government Association of NSW and Sh#esociation of NSW (LGSA) welcome th
opportunity to make a submission to the InquirgiSecure and Sustainable Urban Water Supply,
Sewerage Services for Non-metropolitan NSW (theiry”).

and

The LGSA is the peak body of Local Government iniIN$epresenting the interests of all 152
general purpose councils, 13 regional Aboriginadlazouncils and the majority of special purpose

county councils in the state. There are curren@ly Ibcal water utilities in NSW providing water
supply and sewerage services to communities imnadiNSW, including 97 council-owned and

operated local water utilities, four water suppbucty councils, and one water supply and sewerage

county council. Local water utilities service oe8 million people — approximately 30% of the stg

The provision of water supply and sewerage servises significant responsibility of councils

te

n

regional NSW often making up a quarter or moreheirtannual budget and employing a significant
number of their professional workforce. Water sypghd sewerage services are also an impoftant
element of communities’ understanding of and ineakent in Local Government as a “one stop

shop” to access essential services and deal withl lssues. Local water utilities also have flow
effects on local and regional economies and empédmymRemoving water supply and sewer
functions from councils would have significant niga impacts on the financial sustainability
councils as well as on local economies and locgleyment.

Regional NSW is characterised by a variety of gaplgic, demographic, climate related and so
economic circumstances with regions ranging fromgdadry, remote and sparsely populated areq
western NSW, regional centres and large agriculareas, to relatively wet, fast growing coas
areas. Given this diversity and the resulting déffeces in water resource and demand profiles,
important to recognise that a “one size fits alipeoach to providing water supply and sewer
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services will not be appropriate. Local circumsesmand community preferences will be important

factors in determining the best solution for diffier areas. Local Government, being the leve
government that is closest to communities and wtaeds local priorities, is best placed to find
should therefore have the autonomy to establigltisak that suit local/regional circumstances.

Strengthening arrangements for local decision nggkiocal accountability, and local servi
provision will help enable water utilities to engathe community, utilise local knowledge, and
enhance service effectiveness and respond to ngabesuch as uncertain (reduced) water availak
due to climate change and drought, demographicggsm@nd skills shortages in a sustainable ma
and responsive to community needs and local camditi

The LGSA does not promote any particular model ifestitutional, governance and regulatg
arrangements. However, as a general principlel @®A supports arrangements that maintain Lg
Government responsibility for the operation and aggment of water supply and sewerage sery
and Local Government ownership of water supply aewerage infrastructure. Maintaining Lo
Government responsibility and ownership will ensioeally appropriate water supply and sewer
provision in the context of sustainable whole-ofrtpunity outcomes.

To encourage input and inform the Inquiry, the LG3$@gether with the Water Directorate NS
have provided the attached options paper enti@tions paper on the Inquiry into Secure 4
Sustainable Urban Water Supply and Sewerage SerfareNon-metropolitan NSMthe “Options
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Paper”). The Options Paper was prepared by thetutestfor Sustainable Futures, Sydney &
contains a comprehensive analysis of a range anpiat institutional/governance models for

he

provision of water supply and sewerage servicaggional NSW. The Options Paper forms part of
this submission and the models analysed in the rpape repeatedly referred to throughout this

submission.
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Finally, the LGSA would like to commend the Minisfer Water, the Hon Nathan Rees MP and
Inquiry Panel, the Hon lan Armstrong OBE and Dri@dbellatly, for conducting the Inquiry in 3
open and transparent manner and providing Locae@mowent with ample opportunity to respond.

IIl. Summary of Inquiry objectives

Pursuant to its terms of reference the objectivehef Inquiry is to identify the most effecti
institutional, regulatory and governance arrangemfar the long term provision of water supply &
sewerage services in country NSW; and ensure thesegements are cost-effective, financia
viable, sustainable, optimise whole-of-communitytcomes, and achieve integrated water cy
management.

The terms of reference further clarify that watg@pgly and sewerage service providers are expe
to be able to:

* Respond and plan in advance to the challengesgféloindustry;

» Be financially self sufficient;

» Be able to comply with appropriate stringent enwim@ntal and public health standards; and
» Implement cost-effective service standards.

During regional meetings the Minister for Watere tHon Nathan Rees MP also announced that
model must satisfy the following six criteria:

* Maintain and enhance existing revenue streams;

* Maintain and enhance existing capital works program

* Maintain and enhance local employment in the ingust

» Establish programs to develop professional andnieahcapacity of the industry (scholarshi
apprenticeships etc);

» Establish appropriate pricing mechanisms; and

* Have in place best practice governance arrangements

Further, among other things, the inquiry is to ddasthe impact of any new arrangements on
financial sustainability of councils as well as g@cio-economic circumstances of the commun
affected.

lll. General comments on the Inquiry objectives

As outlined in the Options Paper, a number of civatde institutional/governance models ex
ranging from council-owned and operated local watéities, county councils, regional alliances
councils, (sub-) catchment-based regional counoigyorate models with councils as shareholde
state-owned regional water utilities, or one bigtestowned water utility for the whole of regior
NSW.

To ensure an integrated and locally appropriatecgmh to water supply and sewerage manage
and achieve optimal whole-of-community outcomes lmcal communities, the LGSA suppo
institutional and governance arrangements that taiairnLocal Government responsibility for t
operation and management of water supply and sgeemrvices and Local Government owners
of water supply and sewerage infrastructure.

The LGSA acknowledges that regional solutions mightrequired to share professional resour|
undertake catchment-based water supply and demandipg and potentially plan, fund and deliy
infrastructure necessary to provide secure, safk ddficient regional water supply and sewers
services over the long term. However, regional ttwls do not require the removal of water sup
and sewerage functions from Local Government. Thay be achieved through appropriat]
structured regional alliances of councils which mgin Local Government responsibility al

the
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ownership as well as capture the benefits assdciaith regional planning without having t
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disadvantages of institutional settings where wsii@ply and sewerage functions are removed.

The LGSA rejects any form of privatisation of thectr, either as privatised, vertically integra
monopoly providers or as privatised entities witlndisaggregated sector, because of the d
conflict between the whole-of-community objectiva@sservice provision, demand management
water conservation, and profitability requiremenftshe private sector.

The LGSA strongly believes, that the potential figmef any model, particularly models that rema
water supply and sewerage functions from Local Gawent, need to be thoroughly assessed ag
the impacts they might have on the financial sostzlity of councils and on local and regior
economies and employment. Many council submisgimtise Inquiry provide detailed information ¢
the significant negative impacts the removal ofevaupply and sewerage functions would have
the general viability of council and on local argjional economies and employment.

Water supply and sewerage services are a majoropartost regional councils’ operations. Th
contribute to a critical mass of responsibilitibattmake councils financially viable and attractioe
skilled professionals. In many councils, especiallgmaller rural council, water supply and sewer|
services are a significant part of engineers’ adas officers’ workload. Employees are often mu
skilled and shared between general purpose fursctaond water supply and sewerage functi
providing for efficient workforce flexibility. Remal of water supply and sewerage functions fr
councils would eliminate these synergies effectsrasult in the departure of professional staff tu
insufficient workload and challenges or because #evices become unaffordable for councils. L
of operations and staff in councils would have @esi direct and flow-on effects on sm
communities and the affected families, particulanlyural areas where councils are often the ldr
employer.

Local Government’s concerns in this regard were sdsognised by the NSW Government Rural &
Regional Task Force which recommended that theitpgarefully consider the wider impacts of al
possible changes to the existing Local Governmased service model particularly with regard to
applying a test of clear and demonstrable ovegiEfit supporting proposed charfge.

IV. Comments on specific Inquiry objectives
In support of our view and in response to the gpeobjectives of the Inquiry, the LGSA provid
the following comments:

1. Institutional arrangements that maintain Local Govenment responsibility for the operation
and management of water supply and sewerage servicand ownership of water supply and
sewerage infrastructure are most effective in achiéng whole-of-community outcomes and
integrated water cycle management, utilise efficiary of economies of scope, and so allow f
sustainable, locally appropriate long term strategi planning and service provision.

Whole-of-community outcomes

In order to achieve whole-of-community outcomes ftriorities and needs of a wide range
community stakeholders need to be balanced takitg ¢onsideration the economic, social &
environmental impacts associated with those prsriand needs as well as the availability
resources to achieve them.

To undertake this balancing act an integrated ambrdo strategically planning for and deliverint
community services is essential. Evidently, suclagproach also needs to be responsive to the 1
and priorities of local communities.

Being responsible for a wide range of communityises and functions, Local Government alreg
allows for such integrated strategic planning. Alsocal Government is best placed to manage |
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4 Rural and Regional Taskforce, New South Wales @owuent, Report to the Premier, (March 2008), recemufation 11f,
page 21.
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services and facilities because they are closestidocommunity and understand local issues |and
priorities.

Maintaining the integration of water supply and sewzge functions with other general purpose
functions of councils ensures that strategic plagrfor water supply and sewerage operations|and
infrastructure is part of such an integrated plagriramework and that objectives specifically redat
to water supply and sewerage are determined withenbroader context of ecological, social and
economic sustainability. For example, Local Govezntrwill most effectively:

» Coordinate strategic land use planning and stratpginning for water supply and sewerage
operation and infrastructure (e.g. water sensunzn design, see below);
» Coordinate water supply and sewerage operationsndrastructure with economic development
priorities;
» Coordinate water demand management with the lagadlg and demand profile as well as local
and catchment-wide environmental objectives; and
» Coordinate water supply and sewerage operationsrdrastructure with the provision of other
council operations that are major water users; gagks and reserves, aquatic leisure centres,
airports, showgrounds, and caravan parks.

These desirable benefits would be much more diffimiachieve in an institutional setting where
strategic planning for and delivery of water supphd sewerage operations and infrastructure Wwere
removed from Local Government. Separate watettiaslilet alone entities in a disaggregated sector,
would struggle to facilitate integrated planningedio a lack of direct involvement in the strategic
community planning process and access to the pasvdrsth theLocal Government Act (NSW) 1993
and theEnvironmental Planning and Assessment Act (NSW9. 1880, decision makers in water
supply and sewerage entities which are completatyoved from Local Government might not have
the incentive to look beyond their business obyestiand aim to achieve whole-of-community
outcomes.

Most models outlined in the Options Paper only mievor horizontal integration of water supply and
sewerage functions. Only council-owned and operataier utilities also provide for true integratipn
with other general purpose functions such as st@temmanagement, land use planning and control,
economic development, and environmental management.

It is noted that the Department of Local Governniarugh its Integrated Planning Reform is in the
process of establishing a community outcomes fazlgstegrated strategic planning framework (for
NSW Local Government including a minimum 10 yeanatstgic community plan and a 4-year
delivery program.

I ntegrated water cycle management
Increasing efforts are now being made to implemtr® concept of integrated water cycle
management and its sub-component water sensith@nulesign to minimise the impacts of urban
development on the water balance and the environmed to help address water scarcity |by
diversifying supply options and conserve water.

Local Government across regional NSW, becauseeointiegration it affords to particularly strategic

5 National Water Commission, Institutional and Regoly Models for Integrated Urban Water Cycle Masmagnt, Issues
and Scoping Paper, (2007), page 15.

81t is noted that full cost recovery does not regai return on existing rural water assets, althaudoes require provision
for future asset refurbishment or replacement.

" NSW Department of Water and Energy, 2005/06 Watgply and Sewerage, NSW Performance MonitoringoRep
Appendix C, pages 50-52; NSW Department of Enddiiities and Sustainability, 2004/05 Water Supahd Sewerage,
NSW Benchmarking Report, Table 3, pages 111-113.

8 Refers to the criteria pricing with full cost reoy, without significant cross subsidies.

9 Rural and Regional Taskforce, New South Wales @owuent, Report to the Premier, (March 2008), recemufation 11f,
page 21.
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water supply planning, water supply and sewerageigion, stormwater and drainage managem
strategic urban planning, and land use developroentrol, is best placed to put this concept i
reality.

Whereas traditional water management used to loelaeh component of the urban water syster
isolation, integrated water cycle management coesml aspects of the urban water cycle (w
supply, sewerage, stormwater, conservation, regyclollution prevention, flood control etc) a
related aspects such as energy consumption retatedter supply and treatment to ensure that w
is used optimally for urban development as wellathin the natural water catchment. Integra
water cycle management does not only require iategr of the various elements of the water cy
but also integration with strategic urban planrang land use development contrdls.

Water sensitive urban design applies the principfaategrated water cycle management in the &
environment and focuses on on-site residential @mmercial developments. Examples of wa
sensitive urban design include rainwater tanksydlerg, greywater, and stormwater harvest
schemes.

Institutional models that result in the removahlgdter supply and sewerage functions from cour
have the potential to severely disrupt the intégnathat currently exists, inevitably leading
reduced capacity to implement integrated waterecgeinagement and water sensitive urban desi

For example, the implementation of elements of wasensitive urban design that are intrinsica
linked to urban and land use planning, such asmstater harvesting for water supply, greywa
reuse, or rainwater tanks, becomes increasingficdlif for an entity that is removed from the lal
use planning and control processes.

Vertical disaggregation of a separated water supply sewerage sector into bulk supply, treatm
distribution, and retail function would only furtheeduce the capacity to implement integrated w|
cycle management. For example, the multi-layeredleh@nvisaged for South East Queensl|
appears to be too mechanistic and, because otlmbretween the layers of entities, could actu
prevent integrated water cycle management

Economies of scope
Associated with the integration of water supply a®iverage function and other general purp
functions are economies of scope resulting incest-efficiency gains.

In economic terms, economies of scope occur i itheaper for one entity to provide a range
services together (i.e. water supply and seweragéces and other general purpose services),
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for each of the services (e.g. water supply ancesage services) to be provided by separate entities

Economies of scope may arise from integration dfnéal, managerial and administrative resourg

In council-owned and operated water utilities tecahand managerial synergies arise from
integration of engineering, asset management anmgbrate planning system for water supply @
sewerage, roads and transport, communication, wasi@agement, or recreational servig
Economies of scope also arise from the abilityftecéively and efficiently coordinate strategic th
use planning and land use development control imittastructure intensive services such as wi
supply and sewerage services as well as privatenevaial and residential related investment i
water solutions. Furthermore, the broad range ofices provided by general purpose coung
affords the range of responsibilities requiredttoaat highly professional staff and benefit froneit
skills and knowledge which would otherwise not kailable.

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

Large, stand-alone water supply and sewerage pmsvithay well achieve some economies of sg
however cannot capture the identified economiescope. Benefits commonly associated with w
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utilities covering larger regional areas such asthraent-based, regional strategic water supply |and

demand planning and infrastructure delivery couldadly be achieved through regional alliances
councils without loosing the economies of scopeeiated with the integration of water supply and
sewerage functions and general purpose functions.

2. Governance arrangements need to ensure decision nm@ak are accountable to the
communities that are to benefit from and fund the povision of water supply and sewerage
services as well as for the achievement of broadehole-of-community outcomes.

According to the objectives of the Inquiry as idieed above, water supply and sewerage providers

are required to have in place best practice gonemarrangements.

Best practice governance generally refers to asobecimaking process that has clear objectives,

allows for the consideration of relevant stakehpldeerests, and provides for well-aligned inceesiy
and the absence of conflict of interest for decismakers. In relation to the provision of essential

community services such as water supply and sewesaxyices, the LGSA considers it best practice

governance if there is clear accountability of deei makers to the communities served as wellas fo
the achievement of broader whole-of-community onnes.

Local Government provides such a framework of claacountability. Democratically elected
councillors are responsible for the setting ofteg direction for councils’ operations in order|t
achieve desired whole-of-community outcomes incigdoutcomes related to water supply and

sewerage provisions. Furthermore, maintaining watgply and sewerage services as visible |and

accessible local operation within Local Governmalsio contributes to accountability within the
community and provides incentives for the provisidmeliable customer service and serviceabilityl.

Structural models that remove responsibility fortavasupply and sewerage services from Local

Government, and thus from elected local represeatst must necessarily address how decision

makers would be accountable to the communitiesatato benefit from and fund the provision|of
water supply and sewerage services. It is quedilenahether such models can provide the

appropriate incentives to ensure that decision nsakeéegrate water supply and sewerage objectives

into broader whole-of-community outcomes and suoataility principles.

Another issue in relation to governance arrangesisnhe trend to populate decision making bodies
with independent, external persons. An examplénés groposed Central Coast Water Corporation

where only a minority of board members can be apgpdifrom the councillors and employees of the
constituent councils (section 12 of Gentral Coast Water Corporation Act (2006) NSW

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

It is often argued that the benefits of allowingezrals on decision making bodies is to access

expertise, knowledge and perceived “objectivity'idependent experts and professionals. However,
the conflict between accountability and accessdependent expertise can be resolved satisfactorily

without distorting the clear accountability provilie councils. An institutional setting that allofes
and encourages regional alliances would enablecdsuio involve experts and professionals in the

decision making process of the regional allianceppropriate ways and where they are neegded.
Resource sharing arrangements within the regidhahee model could also provide the resources to

make expert services more accessible and affordabt®uncils.

3. Decision making with regards to water pricing needgo be socially, environmentally and
economically sustainable, responsive to local commitly needs, and flexible to enable local
water utilities to respond to changing circumstance. Pricing decisions should continue to be
guided by the best practice pricing policies requied by the Department of Water and Energy.
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Pricing for water supply and sewerage service igrgrortant consideration in the determination of
whole-of-community outcomes. It is essential to ueasthat pricing decision are responsive| to
community needs, based on local water supply anthdd profiles, and integrate water supply and
sewerage objectives into broader whole-of-commumniiigomes and sustainability principles.

Pricing decision should continue to rely on theluestted best practice pricing policies provided|by
the economic regulator; the Department of Water Energy. The department’s best practice priging
policies are based on general principles estaldidhe the Independent Pricing and Regulatory
Tribunal NSW (IPART) and gazetted under ttoeal Government Act (NSW) 1993.

Pricing principles should be based on cost recouensiderations (i.e. the recovery of the long te
operational and capital cost of providing water mypand sewerage servicéslhe LGSA also
supports water utilities being provided with theiop to send stronger pricing signals to custoners
encourage water conservation and demand manageamehtfacilitate the implementation of
integrated water cycle management strategies.

=

m

In terms of appropriate pricing mechanisms, theisten for Water, the Hon Nathan Rees recently
made statements to the effect that consideratiom I given to IPART having an increased role in
price determinations across the whole of NSW. TBSA does not support pricing determination ffor
regional NSW by IPART or similar bodies for sevaedsons:

» It would be highly impractical and costly from ayuatory perspective as well as for councils to
enable IPART to collect information about and cdesithe diverse local water supply and
demand profiles and community preferences in redicdSW. Councillors, supported by best
practice pricing policies, are much better placethtke strategic decisions about pricing because
of their local knowledge;

» The current system of price setting is transpasadtcost-efficient; and

» Determination by a central agency such as IPARTdcmsult in significant inefficiencies caused
by operational inflexibility (e.g. long periods eten pricing determinations during which lo¢al
water utilities are unable to timely respond to raes in circumstances such as potential
additional cost associated with required infradtrree spending due to drought or increased
demand).

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

.

Within the current regulatory framework there is@e to better coordinate regulation in relation to
health, environmental, economic and land use pfapnmbjectives and set clear regulatory
responsibilities to avoid duplication and incoresigty and resulting confusion and inefficienciess It
often difficult for local water utilities to keeppuwith regulatory objectives and requirements,
particularly when responsibilities of agencies teer

A significant number of agencies are currently ired in the administration of a range of regulatjon
relevant to water supply and sewerage including:

» Department of Health — regulates and monitors wagtgality in reticulated water supplies,
including fluoridation of water supplies;
» Department of Natural Resources — regulates watgplg extractions and volumetr|c
entitlements, including water sharing plans and itoong of waterways;
» Catchment management authorities — responsiblériplementation and funding of catchment
activity plan;
» Dam Safety Committee — responsible for surveillagwee monitoring of prescribed dams for both
water supplies and regulated waterways;
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» Department of Water and Energy (DWE) - responditrieépprovals pursuant to section 60 of
Local Government Act (NSW) 1998ain regulator of the sector through the DWE Be#sictice
Management for Water Supply and Sewerage Guidelipesormance reporting through t
DWE Water Supply and Sewerage NSW Performance Miong Report, management of t
Country Towns Water Supply and Sewerage Program;

* Independent Pricing and Regulatory Tribunal — nevid DWE Developer Charges Guidelin
for Water Supply, Sewerage and Stormwater; and

» Department of Local Government — responsible fomgiiance with Local Government Ad
(NSW) 199&nd ensuring the implementation of proper goveraame¢he industry.

Recent examples of regulatory inconsistency anélstn include:

* Inconsistencies between the two prominent initegiwf Integrated Water Cycle Managem
(IWCM), an essential component of the NSW GovernraeBest-Practice Management of Wal

Supply and Sewerage Guidelines, and the Buildingteiuability Index (BASIX), a state-wide

government requirement for houses and units toeaehcertain energy and water consump
reduction targets (e.g. potential for BASIX targetsoverride more stringent locally appropri
water conservation and demand management measuregrdified by local water utilities i
their integrated water cycle management plans; npiaiefor BASIX to limit the options
developed in IWCM plan (e.g. rainwater tanks arandpeencouraged in areas where they n
prove to be a less effective option than otheratites and can be a costly burden to develop
consumers and potentially to council owned watdities should they be required to finan
future rainwater tank rebates)

» Confusion around the issue of load based licenamd) reuse versus effluent credits for ri
discharge; and

» Confusion among agencies about the regulatory rexpeint and objectives in relation to the is
of non-connection of development to urban watersewlerage services.

Further, the LGSA believes that the basis for aeyulatory arrangement should be the contin
implementation and improvement of the existing bpsictice framework; i.e. Best-Practi

the
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Management of Water Supply and Sewerage Guidefireduced by the NSW Department of Water

and Energy.

The guidelines set out best-practice managemeath@ve effective, efficient and sustainable w
supply and sewerage businesses. Local water egiliiave continuously improved best prac
management and made significant progress in theoption of the criteria of best-practi
management identified in the guidelifes:

ater
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» Strategic business planning (83% compliance faemsupply; 80% for sewerage; up from 58%

and 57% respectively in 2004/05)

» Pricing and developer charges (72% compliance fatewsupply; 70% for sewerage; 82% &
68% respectively in 2004/05)

» Water conservation and demand management for wapgly (57% compliance; up from 49%
2004/05)

* Drought management for water supply (64% compliaaopgrom 51% in 2004/05)

» Performance reporting (91%compliance; 92% in 2004/0

» Integrated water cycle management; strategy comeae{®7 %; 29% in 2004/05).

Beyond existing regulatory objectives, regulatamaagements could encourage the wider applicg
of regional alliance models and provide mechanidors improved coordination between t
stakeholders involved in catchment-wide naturabuese management and integrated water c
management. This would, where appropriate, enablgnails to truly contribute to regiond
catchment-wide strategic water supply and demaadnihg. For example, submissions have ra
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the possibility of water sharing arrangement amm@gnbers of regional alliances and the regulal
framework should provide local water utilities witie option to do so.

ory
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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 Goverment infrastructure funding program
should accompany efforts by the sector, such as riegal alliances, to facilitate resource sharing
and regional infrastructure provision.

According to the terms of reference of the Inquthe NSW Government expects water supply
sewerage service providers to be financially sefficient.

Financial self-sufficiency means that water supmiyl sewerage providers have available suffic

D

and

ient

own-source income to fund operational and capéquirements for the provision of water supply and

sewerage services over the long term; i.e. withimaincial support from the State Government
other governments in the form of subsidies or othsources.

Related to the requirement of financial self-suéicy is the concept of cross subsidisations am
areas to enable utilities to achieve, in a findhciself-sufficient manner, similar service levdiy
similar prices in areas of different cost structurd# needs to be noted that the concept of ¢
subsidisation already exists on a small scale wheral towns and villages in an individual coun
area are provided with a level of water supply @edverage services they could not afford
themselves. Facilities in such small villages caly ®e funded through the revenue generated in
whole area covered by the water utility.

However, large scale cross subsidisation by laegeonal water utilities (which are, due to theresi
necessarily separated from Local Government) iglesirable because they eliminate all the ben
of Local Government integrated services provisieng.( whole-of-community outcomes, local
appropriate solutions, water sensitive urban desighdecentralised solutions).

Many existing local water utilities in regional NS#ve financially self-sufficient and it is theredg
doubtful whether there is a need to restructurevthele sector. Most local water utilities achie
positive real rate of return based on recently ua#ten fair value revaluation of assets. At woese;
the economic real rate of return is slightly negafor a handful of councils implying that the raue
raised is only just insufficient to renew water glypand sewerage infrastructure in the long term
no more than a few percent.

However, in light of the challenges posed by drdaughimate change and skills shortage, sd
smaller local water utilities in rural and remotgions might not have the capacity to renew
modernise existing or construct new water suppty sswerage infrastructure. Regional alliances
help address these financial challenges througbures sharing and financial coordination to &
support by all member councils for regionally agprate water supply and sewerage solutig
However, regional circumstances will dictate wigaachievable and in some regions, particularl
rural and remote regions, communities might notbke to afford the desired level of water sup
and sewerage service even from a regional perspecti

It is also questionable whether water utilities idddbe required to solely depend on internal cr
subsidisation or whether horizontal equalisatiofedtves such as equal supply security, dem
restrictions and achievement of comprehensive Ieaitd environmental standards, are m
appropriately achieved through subsidies fundech fadoroader base such as general taxation inc

To ensure local water utilities throughout the vehof regional NSW can provide safe secure w|
supply and sewerage services, the LGSA supportseteation of a permanent funding program
provide technical and financial assistance to legater authorities for the renewal and enhancen
of water supply and sewerage infrastructure insacdaneed. The Department of Water and Ene
could continue to administer a renewed and impro@edntry Town Water Supply and Sewera
Program.
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In this regard it should be noted that the NSW Gowent Rural and Regional Task Fo
recommended that the NSW government consider futtrey term funding augmentation for t
Country Town Water Supply and Sewerage Program.

V. Conclusion

The provision of water supply and sewerage servises significant responsibility of councils
regional NSW often making up a quarter or morehefrtannual budget and employing a signific
number of their professional workforce. Water sypghd sewerage services are also an impo
element of communities’ understanding of and ineofent in Local Government as a “one s
shop” to access essential services and deal wit issues.

To ensure an integrated and locally appropriatecgmh to water supply and sewerage manage
and achieve optimal whole-of-community outcomes lfmeal communities, the LGSA suppo
institutional and governance arrangements that taiairLocal Government responsibility for t
operation and management of water supply and sge&e®rvices and Local Government owners
of water supply and sewerage infrastructure.

The LGSA acknowledges that regional solutions migitrequired to share professional resour|
undertake catchment-based water supply and demandipg and potentially plan, fund and deliy
infrastructure necessary to provide secure, safk ddficient regional water supply and sewers
services over the long term. However, regional ttwhs do not require the removal of water sup
and sewerage functions from Local Government. Thay be achieved through appropriat]
structured regional alliances of councils whichtaeg the benefits associated with regional planf
and infrastructure provision without having theadigantages of institutional settings where w
supply and sewerage functions are removed fromailsun

To ensure local water utilities throughout the vehof regional NSW have the financial capacity
provide the level of water supply availability asecurity and sewerage treatment that is require
the community, a permanent State Government iméretsire funding program should accompa
efforts by the sector, such as regional alliandes,facilitate resource sharing and regio
infrastructure provision.

Finally, given the geographic, demographic, climaated and socio-economic diversity in regio
NSW and the resulting differences in water resoarw demand profiles, it is important to recogr
that a “one size fits all” approach to providingterasupply and sewerage services will not
appropriate.

Local Government is best placed to identify loeguirements and community preferences and sl
therefore have the autonomy to establish solutibias suit their local/regional circumstances.
ensure councils have the ability to explore sohdianost suitable to their region, the N

ce
ne

n
ant
rtant
top

ment
ts

ne
hip

ces,
er
age
ply
ely
ing
ater

to
d by

ANy
nal

nal
ise
be

Government should make funds available to undeffiaiteer research and analysis.
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Submission on the Final Report of the Inquiry intoLocal Water Utilities (April 2009)

1. Introduction

The Local Government Association of NSW and Shiesociation of NSW (the Associations) &
the peak bodies for NSW Local Government. Togetther,Associations represent all the 152 N
general-purpose councils, the special-purpose gaxmincils and the regions of the NSW Aborigi
Land Council. The mission of the Associations is e credible, professional organisatid
representing Local Government and facilitating trevelopment of an effective community-bag
system of Local Government in NSW. In pursuit a$ thnission, the Associations represent the vi
of councils to NSW and Australian Governments; ptevindustrial relations and specialist servi
to councils and promote Local Government to theroomity and the media.

The Associations welcome the opportunity to makesu@mission on the final report of tk
independent panel of tHequiry into Secure and Sustainable Urban Watergumand Sewerag
Services for Non-Metropolitan NS{the “inquiry report”). The Associations have waited the
inquiry report and support in principle the concepiegional alliances of councils.

According to comments made by the Minister for Watee Hon Phillip Costa MP, the NS
Government is in the process of drafting legiskatio relation to the binding alliance mod
recommended in the inquiry report. This legislati®mtended to provide the framework for coun
to establish alliances in their regions and is eigre to be put to the NSW Parliament this yé
Furthermore, the NSW Government is in the procéseviewing the current regulatory environme
for councils’ local water utilities with a view tstrengthening and/or making mandatory regula
dealing with the protection of public health antesg the environment, and consumers.

This submission intends to inform the process @fftairg legislation on the alliance models 3
reviewing the regulatory framework. The Associatiosupport for an alliance model does I
suggest that the Associations consider the bindilignce as the only appropriate model. T
Associations believe that councils should be ablehbose from a range of organisational models
regional co-operation and resource sharing, inolyithe alliance model supported in this submisg
county councils or regional water corporations.
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The Associations believe that, in terms of intradgand managing improvements in the provision of

water supply and sewerage services in regional N8Vélliance model is a better model to start w
An alliance model will be more flexible and cantbetddress identified weaknesses. It involves
risk and is more readily implemented. The alliantadel will thus be a more resilient model dur
the process of change.

The first section of the submission outlines theate model supported by the Associations.
second section deals with the recommendation emgthen the regulatory framework. Subseqt
sections comment on the regional groupings recordetin the inquiry report, call for seed fundi
to implement alliances or other structures as a&lfor an ongoing funding program, particularly
disadvantaged areas and comment on the propodakirwater utilities to participate in the Ener|
and Water Ombudsman NSW scheme. General principleshe provision of water supply arn
sewerage services by Local Government in regiorg¥M\have been outlined in the Associatio
previous submission. Most importantly, the Assdoiet support arrangements that maintain Lg
Government responsibility for the operation and aggment of water supply and sewerage sery
and Local Government ownership of water supply sewlerage infrastructure

The Associations call on the NSW Government to aliregain with Local Government once t
draft legislation for the alliance model has bemppred.

2. The alliance model supported by the Associations
The Associations principally support the conceptegfional alliances of councils.
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The Associations believe that to ensure effecefficient and sustainable provision of water supply
and sewerage services in regional NSW, it is ingrto facilitate the sharing of resources and

technical capacity among councils’ local wateritig$ and to ensure best practice management

and

regulatory requirements are met. Strengtheninghgemments for regional co-operation and resource

sharing will also help enable councils to addréedlenges including:

» Implementing regional water resource planning aegrated water cycle management;
» Responding to uncertain (reduced) water availgbilit

» Responding to demand variations; and

» Building professional capacity to implement everrgasing technical, environmental and water

quality standards.

The alliance’s main function should be to guidegrdinate and facilitate strategic business planning

by member councils of both their water supphnd sewerage service provisibas follows:

* In its guidance and coordination role, the allianceild develop high level strategic direction for
the alliance region and coordinate member’s stir@tbgsiness planning to achieve effectjve

regional water resource planning and integrategem@icle management. Where appropriate,
alliance would identify and manage regional/shané@structure.

the

» In its facilitation role, the alliance would proedechnical support to member councils and assist
with the sharing of knowledge and professionalfdtafensure member councils can meet best

practice and other regulatory requirements. Théareleé should facilitate best practic

ev

compliance with regulatory requirements and repgrton performance of the region to the

relevant regulator(s).

Strategic business planning by member councilsides:
« The determination of levels of serviéand infrastructure required to provide them;

» Long term financial planning and asset managemenastcertain the full cost of providing

services and supporting infrastructure: and
* The determination of water supply and seweragegesato ensure services and support
infrastructure can be funded over the long termausids are fully recovered.

The alliance model supported by the Associatiordisgnct from the alliance model proposed in

ing

he

inquiry report (appendix 2) in that it does not mm from member councils the essential function of
strategic business planning, including the detemtion of water supply and sewerage charges.
Member councils, not the alliance, would actuaitypilement and be accountable for the strategic

business planning for their area of operatibFurthermore, it is important to note that undes |th

Associations’ model, the alliance would provide dgiice on and coordinate member’'s strategic
business planning but would not be able to commahber councils to implement strategic directigns.
However, the Associations believe that the alliamoedel should have the potential to evolyve.

Member councils should be able to assign, by mugedement, additional functions to the allianc

11

The Associations oppose giving the alliance anyhautly to impose cross-subsidisation between
alliance members or introduce postage stamp pri¢liogvever, this could occur by mutual agreement

of alliance members.

The Associations support an alliance model thatimgling in terms of membership; i.e. member
councils, once they voluntarily entered into anaalte, are generally precluded from withdrawjng

from it. However, the Associations object to antemipt to force councils to enter into alliances
any other organisational structure. To ensure gensupport from Local Government, any form

19 |ncluding both reticulation and bulk supply wheggplicable.

11 Stormwater management should be included where ikea direct association with integrated watereynanagement
(e.g. stormwater as a water supply source).

12 This determination would be based on mandatorydstals and community needs and priorities. It waudder issues
such as water quality, level and reliability of easupply, or sewerage treatment.

13 For regulatory oversight of price determinatioze $elow under comments on the regulatory framework

14 As recommended in the inquiry report, asset oviiprand day to day operations would remain withnoils apart from

potential regional/shared infrastructure where #iigance should have the option to indentify andplement other

management structures.
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regional cooperation should be established volintar

The alliance should be fully owned by member cdsntis decision making body should compr|
elected members from member councils elected bglutsn of member councils. The decisi
making body should be supported by a technical mmhtaining council professionals and exter
experts where appropriate. Potentially, those tadids could be merged. However, the Associat
would not support any governance structure wheeedttcision making body is controlled by ng
Local Government members.

The Associations believe that the governance miodéhe alliance should be based on section 35
the Local Government Act (NSW) 1998th modifications to reflect the functions of tladliance
outlined in this submission. Alternatively, spe@abvisions for an alliance model could be devetb
within theLocal Government Act (NSW) 1993.

3. Comments on the regulatory framework

The inquiry report recommends strengthening theuleggry framework including audit an
enforcement of strategic business and financiahgland independent pricing oversight to eng
business plan objectives can be funded and all eostrecovered. The inquiry report a
recommends strengthening of water quality and enwrental regulatory requirements includi
mandating of compliance with and establishmenisik management frameworks required under
Australian Drinking Water Guidelines

The Associations recognise the need to meet cuameatfuture standards and best practice in
provision of water supply and sewerage services gagerally support a strengthening of

regulatory framework. However, this support is doodal on the NSW Government agreeing to
alliance model proposed in this submission.

In terms of pricing regulation, the Associationspport a regime of external audit of pri
determination by councils. Under this regime, watgoply and sewerage charges are set by couy
according to their strategic business plan andigiprinciples established by regulation (e.qg.
cost recovery). Appropriateness and accuracy afegjic business plans, cost allocations, and [
determinations are evaluated by councils’ indepehé&ternal auditor. This audit would form t

basis for regulatory oversight by and performaneporting to the economic regulator (el

Department of Water and Energy). A similar extemuadit process exists and is already applied w
local water utilities want to pay a dividend to ncil's general fund.

Finally, as pointed out in the Associations’ prexosubmission, current regulatory arrangem
need to be improved to avoid regulatory duplicationonsistency and conflict. Improved regulat
arrangements should streamline data reportingdecaarong agencies, facilitate integrated water ¢
management, and encourage regional solutions/madefacilitate catchment based-planning &
water resource sharing arrangements among utilities

The Associations therefore support the recommeowlatihat the reporting and regulatory ro
undertaken by NSW Government agencies be reviewéd @& view to streamlining theg
requirements and to ensure a consistent approaossathese agencies (recommendation 5).
Associations request that the NSW Government askabl working party to address this issue
that the Associations and the Water Directorate Nf&Vd member of this working group.

4. Comments on the regional groupings proposed in thaquiry report
The Associations generally support the regionalupgimgs including stand alone utilitie
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recommended in the inquiry report as a guide feaurtilocal water utilities aggregations. Howey

15 Rural and Regional Taskforce, New South Wales @uwent, Report to the Premier, (March 2008), recemuation 11f,
page 21.

16 Final Report of the Inquiry into Local Water Utiis, page 86.

" NSW is the only jurisdiction that requires couadi fund nearly half the cost of these rebates.
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councils should have the option to join differembups if that better suits their economic, social
hydrological circumstances. The Associations do swgiport the model of 15 regional groupin
discussed in the inquiry report.

The Associations note that a significant numbercadincils raised concerns about the timefre
provided by the NSW Government to respond to thguiily’s recommendations. Many counc
require more time to investigate the regional gmoge proposed and the organisational mg
suitable for their area and negotiate and formaisangements. The Associations call on the N
Government to allow more time for those councilsegepond and provide for a trial period dur
which council can test their models. The Assocreisuggest that the NSW Government confirm
the current round of submissions is not the finapshe process of reform and that there will
further opportunity for councils to consult withethNSW Government.

5. Seed funding for the implementation of alliances

The Associations believe it is essential to makedfuavailable for the implementation of n
institutional arrangements and assist councils thghdetailed analysis of functions and operatifn
any particular model and the preparation of appat@rbusiness cases. A number of groups

councils have outlined in their submissions thet dogolved in setting up a new model. Thi

submission refers to these submissions.

6. Funding to bring alliance members up to equal footig

The Associations also call on the State Governrteptovide funding, including capital funding,
bring all member councils of a regional alliancetapghe desired common standards. Such fun
was promised by the then Minister for Water, thenHathan Rees MP and is a key element in
reform process. To ensure alliances are successémber councils should be brought up to an e
footing before the alliance becomes fully operatidfe.g. existing infrastructure renewal or upgr
requirements identified under the Country Town Weepply and Sewerage Program or un
council studies such as the CENTROC water study).

7. Ongoing State Government funding program for disadentaged areas
To ensure councils have the financial capacityrtuvide the level of water supply availability a
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security and sewerage treatment that is requirethbycommunity, a permanent State Government

infrastructure funding program should accompangrésfto facilitate resource sharing and regig
water resource planning.

In light of the challenges posed by drought, deraphic shifts, climate change and skills shorta
some smaller local water utilities in rural and oéenregions might not have the capacity to rene
modernise existing or construct new water supplg sewerage infrastructure. Regional allian
could help address these financial challenges gtr@asource sharing and coordination of region
appropriate water supply and sewerage solutionsveider, regional circumstances would dict
what is achievable and in some regions, partigularfural and remote regions, councils might nef
able to afford the desired level of water supplgt aewerage service even from a regional perspeq

It is also questionable whether water utilitiesiddde required to solely depend on internal fimzin
resources to achieve horizontal equalisation objstsuch as equality in supply security, dem
restrictions and achievement of comprehensive heat environmental standards. These object
are more appropriately achieved through subsidiesldd from a broader base such as ger
taxation revenue.

The NSW Government Rural and Regional Task Forcemenended that the NSW Governm
consider further long term funding augmentationtfer Country Town Water Supply and Sewer
Program'®

8. Ombudsman scheme
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The Associations generally have no objections ¢allevater utilities participating in the Energy a|nd
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Water Ombudsman NSW scheme subject to, as recorademdhe inquiry report, the demonstrati
of net benefits in doing so. The Associations agetg see an analysis of whether the benefit
participating are outweighed by the potential ¢ogblved. The Associations note that many coun
already have in place comprehensive complaint nemagt arrangement and might not require
additional scheme.

9. Other comments
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The Associations would like to comment on the réman the inquiry report on pensioner rate

rebates? It is the Associations firm policy position thatidressing social impact issues throd
welfare and income support is the responsibilitycentral governments who are able to spread
cost of such assistance more equitably and effigi@ver a broader revenue base. Therefore, we
and income support such as pensioner rate connssstmuld be fully funded by the higher levelg
government! If councils were required to provide rebates, tbpuld be fully reimbursed by th
NSW Government to achieve full cost recovery.

Addendum to the Local Government and Shires Assodi@ns of NSW (LGSA) Submission on
the Final Report of the Inquiry into Local Water Utilities of April 2009 (October 2009)

This addendum to the LGSA submission outlines épasation of functions between member
councils and the alliance in the binding alliancedel as proposed in the submission. It should be
read in conjunction with the submission.

The LGSA advocate a binding alliance model where:

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

» Best Practice Guidelines become mandatory Regokfar 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 LGSA, themfamction of the alliance is to facilitate resceir
sharing and skills pooling among member councits @ovide skills and knowledge to assist
member councils in undertaking strategic businéssning and satisfying regulatory requirements
The alliance would also coordinate and guide sjfateusiness planning by member councils,
particularly where there are benefits in regiomdliions (e.g. regional supply solutions). To eeabl
the alliance to perform this function, it should/diep a regional integrated water cycle managemg
strategy, outcomes of which would inform the mentmamcils’ planning. However, the alliance h3
no power to direct member councils’ strategic besinplanning process, including pricing decisio

The alliance could also be responsible for audigimgtegic business planning by member councils
(including pricing determinations) and complianaghwegulations and reporting to the regulator (g
below). This audit process would facilitate peergsure among member council to achieve requir
service standards.
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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 prewxgly 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 LGSA, mengbencils continue to be responsible for the
strategic business planning for their utility’s e 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;

Submission Date:April 2010 Page 25 of 26



LGSA Submission to NSWLegislative Assembly Sustainable Water Managemenhquiry

o0 Be based on local conditions, including hydrolobarad technical (system) conditions; and

o0 Meet mandatory regulatory requirements (“mandalb@st practice”) as a baseline or
minimum standard; i.e. regulatory requirementsnisuee appropriate health, water quality,
safety, environmental and social outcomes;

» Determination of operational, recurrent and futtepital (infrastructure) requirements to delive
the determined level of service; and determinatiocharges (pricing) to fund operational and
capital requirements based on economic regulaf®ugs full cost recovery, provision for return
of, and on, capital).

-

The strategic business planning process shouldiject to an external audit ensuring that

assumption and processes are fit for purpose audateons are complied with. The audit could be
undertaken by an external auditor or by the alkezed would form the basis for regulatory oversight
by the government.

A good example

A good example of this model is the Lower Macqua&iater Utilities Alliance. This alliance
provides assistance to member councils in achigvasg practice where required. It is also preparing
a regional integrated water cycle management plamprove regional co-operation.

Other benefits of this model
The LGSA believe that, in terms of introducing andnaging improvements in the provision of water
supply and sewerage services in regional NSW,affisnce model is the best model to start with. It
will be more flexible and can better respond taniified weaknesses than other models. It involves
less risk and is more readily implemented. Theaatle model will thus be a more resilient model
during the process of change.

5. Conclusion

As short concluding remarks the Associations wolilé to reiterate the important role Local
Government plays in managing water and providintewsupply and sewerage services as well as the
dramatic effect policy changes in water manageroanthave on regional communities and their town
water supplies. The Associations call on the NSWidmaent and the NSW Government to continue to
work with and support councils in their pursuitufst practice water management and conservation.

In relation to recent Australian Government politiiative, i.e. the development of a basin plan by

the Murray-Darling Basin Authority and the purcha$evater entittements under tRestoring the
Balance in the Murray-Darling Basin Progrartie Associations urge the NSW Parliament to ensure
sSocio-economic impacts on regional communitiesadidressed and structural adjustment assistance is
provided when governments implement these iniggtiwmost importantly, the Associations urge the
NSW Parliament and the NSW Government to ensutedten water supplies for urban use are
excluded from the sustainable diversion limits urtle Murray-Darling Basin Plan and guaranteed
under the provisions of ti&ater Act (Cwth) 200#hat secure critical human needs. This guarantee
needs to include water requirements for actualatidipated growth experienced and planned for in
communities (population and industrial development)

In relation to the NSW Government Inquiry into Lo@éater Utilities, the Associations request the
NSW Parliament to support their call for institutad and regulatory arrangements that maintain Local
Government responsibility for the operation and aggament of water supply and sewerage services
and Local Government ownership of water supply sawderage infrastructure. The Associations
believe that this is crucial to ensure an integrated locally appropriate approach to water supply
sewerage management and optimal whole-of-commuoniiyomes for local communities.
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