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1. INTRODUCTION

On behalf of the Lower Macquarie Water Utilities Alliance (LMWUA) and the Centroc Water Utilities
Alliance (CWUA) we appreciate this opportunity to respond to the Commission's Draft Report on
Australia's Urban Water Sector.

LMWUA and CWUA are two operating and effective water utility alliances in New South Wales
representing 24 local government owned water utilities, with respectively, 27,200 and 75,200
connected properties (a combined total of 102,400 connected properties) and a total regional
population of approximately 300,000 people. These alliances were collaboratively conceived with
voluntary participation, to proactively address the issues raised in the “Independent Report into
Secure and Sustainable Urban Water Supply and Sewerage Services for Non-Metropolitan NSW,”
by Armstrong and Gellatly.

The Commission’s Draft Report, in terms of its consideration of appropriate options for the future
management of the urban water sector in regional Australia (particularly in regional New South
Wales) is in stark contract to the other two, current reports; namely Infrastructure Australia’s
“Review of Regional Water Quality & Security” and the National Water Commission's “Urban Water
in Australia: Future Directions”.

We congratulate the Commission on its balanced and informed recommendations and welcome
your understanding of the challenges confronting local government in regional NSW in continuing to
deliver quality water supply and sewerage services to our communities.

We believe that the alliance initiatives we have developed will serve as models for appropriate
governance and management of the water sector not only in NSW, but elsewhere in Australia.

Your recognition of the important links between local government and delivery of the essential
services of water supply and sewerage to regional communities is acknowledged and applauded.

We welcome the opportunity to further discuss with you the future of the regional water sector in
NSW and the public hearing to be held in Sydney on 31 May 2011.

In our response to the Infrastructure Australia Report (copy appended) we have emphatically
rejected the Report's recommendations, particularly the recommendation that the regional water
businesses in NSW should be restructured to become State owned, Regional Water Corporations
within two years.

Infrastructure Australia’s report demonstrates no benefits to regional communities; in fact quite the
reverse with the emphasis on a perceived benefit in terms of potential dividends to the State
Government which we and our communities would only see as a disguised, additional tax.

In our response to the Infrastructure Australia Report we have pointed out 24 factual errors and
significantly discredited the Recommendations. These errors and rejections are further discussed in
Section 6 of this Submission.

We are currently responding to the National Water Commission's Report in a similar vein to our
response to Infrastructure Australia and would be happy to forward a copy to the Commission when
complete.
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2. ABOUT OUR ALLIANCES

2.1 The LMWUA

The LMWUA was originally formed in July 2008, as a collaborative Alliance of six Councils in the
Lower Macquarie River Valley (the Macquarie River downstream of Burrendong Dam).

The Councils [Dubbo City, Bogan, Cobar, Narromine, Warren, and Wellington Shires] agreed, at a
Workshop held in Nyngan in February 2008, to form such an Alliance (in response to the Water
Inquiry being conducted in NSW); as a means of cooperatively developing resource sharing
opportunities, implementing best practice water management for their communities and ensuring
that the shortcomings identified by the NSW Water Inquiry were proactively investigated and, if
necessary, addressed

Subsequently, in May 2009, Bourke Shire Council and Brewarrina Shire Council were admitted as
member Councils.

The Alliance's Vision and Objectives are:
Vision
The member councils of the Lower Macquarie Water Utilities Alliance commit to provide a unified

approach to the sustainable delivery of water supply and sewerage services, and to achieve and
maintain gazetted Best Practice by the earliest feasible date.

Objectives
The initial objectives of the Lower Macquarie Water Utilities Alliance (LMWUA) are:
(a) Resource and staff skill sharing;
(b) Water resource sharing opportunities;
(c) Peer review of performance and mentoring where appropriate;
(d) Development of shared best practice strategies;

(e) Funding of best practice strategies and goals.

The Alliance operates under Section 355 (d) of the NSW Local Government Act (1999) and is
headed by a Board, comprising the Mayors and General Managers of each member Council.

The organisational structure is shown in the figure below.
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Figure 1: The Lower Macquarie Water Utilities Alliance: Organisational Structure

Our achievements to date include:

L ]

Execution of the Deed of Agreement on 1 July 2008;
Appointment of the Board of Management;
Establishment of a Technical Committee;

Development of two sub committees (“special interest” groups), namely a Works Officers
and Supervisors Sub Group, and a Compliance and Statutory Reporting Sub Group;

Development of secretariat and project management services;

Resource sharing — some common operational standards have been adopted including
uniformity in application of levels of water restrictions, and a specification has been
developed for a regional reservoir cleaning contract;

Best Practice compliance:

- Identification of gaps in compliance by member Councils with Best Practice
management & documentation to be completed;

- Programs and time lines have been put in place to achieve Best Practice
Management by all Councils;
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- Completion of the following Regional Best Practice Management Plans:

Integrated Water Cycle Management Plan (Evaluation Study)

Demand Management Strategy

Drought Management Plan

Water Quality Management Plan

Stormwater Harvesting Strategy

- Formation of a Working Group to complete Trade Waste Policies for those Councils
yet to comply with this best practice requirement.

- Formation and operation of two Special Interest Groups:

a Compliance and Statutory Reporting Group, whose primary function is to
work together in developing annual performance reports and EPA licensing

reports;

a Works Officers and Supervisors Group whose objectives are to develop
strategies for:

>

>

>

>

>

Resource and staff skill sharing
Peer review of performance reports and appropriate mentoring

Input to the development of shared Best Practice strategies and
goals

Input to strategies aimed at funding Best Practice objectives

Management and planning initiatives;

- The Technical Committee is developing policies for the joint procurement of
materials and construction contracts.

- Processes for peer reviews of member Councils performance reports and pricing
structures have been developed

- An operational budget has been prepared and adopted for the period 2010/11 to
2012/13.

- Mentoring: This is seen by the Board as an essential element for the success of the

Alliance.

Best Practice Compliance

Over the last three years, compliance with NSW best practice management requirements, across
the LMWUA's eight (8) Councils, has improved from 63% overali compliance in 2006/07 to 87%
compliance in 2009/10 (an improvement of 38%).
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Year Water Sewerage Overall
Supply
2005/06 65% 51% 59%
2006/07 69% 55% 63%
2007/08 73% 57% 66%
2008/09 86% 72% 80%
2009/10 94% 80% 87%

As well as aiming to achieve full best practice compliance over the next 12 months, the Alliance also
plans to develop the following major best practice initiatives over the next three years.

e a Regional Business Plan, incorporating a Financial Management Strategy & Business
Continuity Plan (to augment and incorporate all 8 existing Strategic Business Plans);

e aRegional Asset Management Plan;
e aRegional Quality Management/Assurance Plan;

e a Regional Environmental Plan.

2.2 The CWUA

Centroc {Central NSW Regional Organisation of Councils) is an organization which represents 17
local government owned water utilities, namely:

e Bathurst Regional Council

e Blayney Shire Council

e Boorowa Shire Council

e Cabonne Shire Council

e Central Tablelands Water (County Council)
e Cowra Shire Council

e Forbes Shire Council

e Harden Shire Council

e Lachlan Shire Council

e Lithgow City Council

e Oberon Council

e Orange City Council

e Parkes Shire Council

e  Upper Lachlan Shire Council
e Weddin Shire Councit

e (Wellington Council — is also a member of LMWUA)
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® Young Shire Council.

CWUA represents approximately 240,000 people and covers an area of 70,000 sg. kms.

Centroc Organisation and Structure

Vision
Central NSW is recognized as vital to the sustainable future of New South Wales and Australia.
Mission

Centroc is recognized as the lead organization advocating on agreed regional positions and
priorities for Central NSW, whilst providing a forum for facilitating regional cooperation and
sharing of knowledge, expertise and resources; effectively nurturing sustainable investment and
infrastructure development.

Objectives

* Regional Sustainability — Encourage and nurture suitable investment and infrastructure
development throughout the region and support members in their actions to seek from
Governments; financial assistance, legislative and/or policy changes and additional
resources required by the Region. This objective will be principally actioned by the
Board with the support of the General Managers Advisory Committee (GMAC) of
member Councils.

= Regional Cooperation and Resource Sharing — Conftribute to measurable improvement
in the operational efficiency and effectiveness of Member Councils through facilitation of
the sharing of knowledge, expertise and resources and, where appropriate, the
aggregation of demand and buying power. This objective will be principally facilitated by
GMAC with the guidance of the Board.

Centroc Board
Two delegates, (the Mayor and General Manager) represent Councils on the Centroc Board.

Executive

The Executive consists of ten office bearers, eight of whom are selected at the Annual General
Meeting. It comprises a Chairperson, Immediate Past Chairperson, Deputy Chairperson,
Secretary/Treasurer and two elected members of Constituent Councils. The General Manager
or his/her nominee of the Council that the Chair represents is automatically appointed as
Secretary/Treasurer. The General Managers of all Executive Councils are elected automatically
from the remainder of the Executive.

General Managers Advisory Committee (GMAC)

To assist the organization in the conduct of its activities, a General Managers' Advisory
Committee was established in April 2002. GMAC meets four times per year and at the direction
of the Board, advises on administrative, planning, policy and resourcing matters of Centroc. The
Chair of GMAC is the Secretary/Treasurer of Centroc.
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= Staff

Centroc has evolved as a small de-centralised organization. In 2009/10, nine employees were
spread throughout the region at various Councils, including two days a week of administrative
support at the Chair Council.

This structure allows all Councils the opportunity to employ Centroc staff and be involved in the
various projects, effectively spreading the benefit across the region. Centroc staff include:

Executive Officer, Learning and Development Manager, Sustainability Program Manager,
Finance Officer, That's 2 Good Idea! Project Officer, Compliance and Cost Savings Manager,
Climate eXchange Project Officer, Training and Program Support Officer and Chair Council
Support Officer.

®* Project Teams

Project Teams are an important component of Centroc’s operation and vital to its success.
Project Teams are formed to allow cross collaboration and the sharing of knowledge, expertise
and resources. Teams are established on the recommendation of the Centroc Board (with a
predetermined objective), participation is voluntary and reports are submitted quarterly to the
Board and GMAC. Team Leaders are often appointed to Project Teams to assist the EO in the
management of the Team, to set agendas and to advise GMAC on the activities of the Team.

=  Water Utilities Alliance

The Centroc Water Utilities Alliance (CWUA) was established in 2010 along similar lines to the
LMWUA.

The Alliance sits within the Infrastructure Group of Centroc and reports to the Board via the
General Managers Advisory Committee and has been established under S 355(d) of the NSW
Local Government Act (1993). The Structure of the Infrastructure Group is shown in the flow
chart below, which demonstrates that Centroc water activities are embedded into the broader
community as well as delivering results for member Councils.
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As with LMWUA, the key objectives of CWUA include:
*  Resource and staff skill sharing;
*  Full compliance with Best Practice requirements;
*  Peer review of performance and mentoring where appropriate;
*  Development of regional best practice strategies;
*  Funding of best practice strategies and goals.
Achievements to date include:

A significant and nationally recognised achievement has been the successful completion of a
Regional Water Security Study (the recipient of a number of state and national awards). The
Centroc Water Security Study (CWSS) sought to investigate solutions to improve water supply
security across the Centroc region. The study had two components:

1:  An audit of existing infrastructure for bulk water supply; and
2: An options paper for improving water supply security.

The approach to the CWSS was built on extensive stakeholder engagement, analysis using triple
bottom line principles and the integration of the management of water resources, recognising the
need for holistic approaches to water management

As a result of this assessment, it was determined that over the chosen 50 year planning horizon, the
following towns require water security improvements to cater for the new range of statistically
generated extreme climatic events:

» Condobolin e Cowra o Koorawatha

o Bendick Murrell e Brundah ¢ Greenethorpe
o Mogongong o Wattamondara e Cumnock

e Yeoval e Forbes o Bogan Gate

o Tottenham e Trundle e Tullamore

o Lake Cargelligo e Murrin Bridge o Tullibigeal

o Lithgow e Portland e Oberon

e Orange o Clifton Grove o Parkes

o Peak Hill e Wellington e Geurie

e Mumbil » Nanima

The CWSS study also incorporated:

- water conservation & demand management aspects, including a recommendation for
uniform levels of water restrictions across the region

- amajor infrastructure augmentation program, involving:
*« Lake Rowlands Augmentation;
= Lake Rowlands-Millthorpe Pipeline (CTW Trunk Mains D and F duplication) 2;

=  CTW-Orange Pipeline via Millthorpe;
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= Lake Rowlands to Gooloogong Pipeline (CTW Trunk Mains P and C
duplication);

*=  Gooloogong-Forbes Pipeline (including connection to Parkes);
*»  Woodstock-Cowra Pipeline (presently in planning);

= QOrange-Molong Creek Dam pipeline (lower priority action resulting from the
level of surety around the security of Molong. There is an existing pipeline from
Molong Creek

= New minor storage and water treatment facilities at Cumnock;

= New minor storage water treatment facilities at Yeoval;

= New minor storage at Condobolin (off-stream from Lachlan River);

= New pipeline replacing existing channel and minor storage at Lake Cargelligo;
= Burrendong-Wellington Pipeline;

= Chifley-Bathurst Pipeline;

= Chifley-Oberon Pipeline; and

= Belubula Creek-Cadia Hill pipeline (already available).

- A continuation of best practice implementation

- Consideration of climate change impacts

- Benefits to other sectors (eg. partnering with towns with local irrigation operations)

- Solutions to minimise carbon impacts associated with the infrastructure program
Other significant achievements include:

*  Funding procured for the “Carbon Plus” project aimed at limiting the carbon footprint of the
Regional Water Security Study (which is nearing completion)

*  Creation of working groups and sub-committees;
*  Over $1m in funded environmental programs;
*  Budgets and an Action Plan have been developed;

*  Work has begun on best practice in water supply management in the region where
members have contributed over $50,000 to instigate a best practice program which also
has over $50,000 of State and Federal funding to progress.

Centroc has also commenced seeking funding from both the State and Federal
Governments for the infrastructure components.

*  Consulting Briefs have been developed to secure the following Regional Best Practice
Plans & Strategies;

- Regional Integrated Water Cycle Management Plan;

- Regional Demand Management Strategy;
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2.3

- Regional Drought Management Plan.
These strategic initiatives will be completed in 2011/12.

Operator and staff training programs are currently being developed. Funding has been
obtained under the Strengthening Basin Communities Program to develop a Centroc
Regional Resourcing, Mentoring and Training Program. The Program will involve:

- Identifying machinery and equipment that can be shared across councils in water
utility management (for example pipe cameras, sewer cleaning equipment and
other specialised equipment).

- ldentifying mentors in the region to support an informal network of practitioners.

- Developing a formal mentoring program for the region based on gaps in skills in
water utilities’ management of existing staff.

- Identifying training needs in the region with a view to collective purchase of these
services within the region and developing water training packages with national
accreditation.

- Providing advice to workforce plans of member Councils regarding water utilities
staff

- Providing direction for the sharing of apprentices in the region to ensure they
experience the best and broadest experiences on offer.

Summary Data

combined population served by LMWUA and CWUA is approximately 300,000;

total number of connected (customers): 102,400;

total asset value (replacement value): $1,500 million (2008/09);

economic real rate of return (average across 22 of the 24 water utilities): 0.65% (2008/09);
area served: approximately 120,000 sqg. kms;

annual revenue (2008/09): $124 million.
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3. STRENGTHS OF LOCAL GOVERNMENT OWNED WATER UTILITIES IN NSW

There are a number of advantages and strengths associated with local government ownership and
management of water utilities in regional NSW.

These are briefly summarized below:

f)

ii)

Importance to Councils and their communities

Provision of water supply and sewerage services by Councils is a significant aspect of
every regional Council’s overall undertakings, often making up a quarter or more of
annual budgets and employing a significant number of the workforce.

Many staff in regional Councils are multi-skilled and are able to work in diverse areas like
roads, drainage, water supply and sewerage, thereby effecting economies of scale and
enhanced efficiencies.

Water supply and sewerage services are also an important element of the community's
understanding of and involvement in Local Government as a “one stop shop” to access
essential services and deal with local issues. Local water utilities also have significant flow
on effects on local and regional economies and employment.

Proven success in delivering safe and secure water supply and sewerage services to the
community.

This is demonstrated by the achievements in implementing best practice as well as the
outcomes of the NSW Government’s Inquiry into Local Water Utilities, including:

e compliance with Best Practice criteria

e high rate of achievement with full cost recovery

e an almost 50% reduction in annual residential water supplied over the past 18 years
e typical residential bills have increased by only 5% over the past 11 years

e NSW non-metropolitan water utilities are among the highest rated performers in
the Annual National Performance Report.

Integrated Water Cycle Management

The concepts of integrated water cycle management and water sensitive urban design are
essential to minimize the impacts of urban development on the overall water cycle.

Local Government in regional NSW, because of the integration it provides to strategic water
supply planning, water supply and sewerage provision, stormwater and drainage
management, strategic urban planning and land use development control; is best placed to
put these concepts into reality.

Institutional models that result in the removal of water supply and sewerage
functions from councils have the potential to severely disrupt the integration that
currently exists, inevitably leading to reduced capacity to implement integrated water
cycle management and water sensitive urban design.
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iv) Economies of Scope and Scale

Council owned and operated water utilities afford technical and managerial synergies
across their organizations via the integration of engineering, asset management and
corporate planning systems for water supply and sewerage, roads and transport,
communication, waste management and recreational services. Economies of scope
also arise from the ability to effectively and efficiently coordinate strategic land use
planning and land use development control with infrastructure intensive services
such as water supply and sewerage services as well as private commercial and
residential related investments into water solutions. Also the broad range of services
provided by general purpose councils, affords the range of responsibilities required to
attract highly professional staff and benefit from their skills and knowledge which would
otherwise not be available.

In administrative terms, economies of scope arise from the integration of information
technology services including the ability to provide one billing and customer service
system for all community services (the “one stop shop”).

Large stand alone water supply and sewerage providers may well achieve some economies
of scale but cannot capture the above listed economies of scope. Benefits commonly
associated with water utilities covering larger regional areas; such as catchment based
regional strategic water supply and demand planning and infrastructure delivery, can be
readily achieved through regional alliances of councils without losing the economies of
scope associated with the integration of water supply and sewerage functions and general
purpose functions.

There is also the benefit of optimising the whole-of-town energy and greenhouse gas
footprint, including transportation and other systems serving the urban form —
optimising water and sewerage provision in isolation can be perversely sub-
optimal in the broader context of a particular urban fabric.

Community Accountability
Local government in NSW provides a very clear framework for accountability.

Democratically elected councillors are effectively “Board” members and are responsible for
the setting of strategic direction to achieve desired whole-of-community outcomes; including
outcomes related to water supply and sewerage provision. Maintaining water supply and
sewerage services as visible and accessible local operations within Local Government also
contributes to accountability within the community and provides incentives for the provision
of reliable customer service and serviceability.

Structural models that remove responsibility for water supply and sewerage services
from Local Government and thus from elected local representatives, must
necessarily address how decision makers would be accountable to the communities
that are to benefit from and fund the provision of water supply and sewerage
services. It is questionable whether such models can provide the appropriate incentives to
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ensure that decision makers integrate water supply and sewerage objectives into broader
whole-of-community and sustainability outcomes.

The following is a summary of the achievements of non-metropolitan (regional) local government
owned water utilities in NSW (as published by the NSW Office of Water):

Annual performance reporting and monitoring since 1986;
Strategic business planning since 1993;

Overall compliance with requirements of Best Practice Management of Water Supply and
Sewerage Guidelines - 82%;

Full cost recovery is now being achieved by 96% of NSW local water utilities (LWUs) for
water supply;

State-wide median ‘average annual residential water supplied’ is 175kL/connected
property, which has fallen by 47% over the past 18 years. The strong pricing signals
provided have enabled NSW LWUs to avoid over $1 billion in capital expenditure over
the last decade for augmenting water supply headworks and treatment capacity and the
associated increases in their typical residential bills;

Results for key performance indicators from the National Performance Report 2008/09 for
Urban Water Utilities indicate:

- For ‘average annual residential water supplied’ per connected property (NWI indicator
W12), 12 NSW non-metropolitan utilities are among the lowest 25 utilities reporting in
the National Performance Report 2008/09 for Urban Water Ulilities.

- The NSW utilities are national leaders in providing strong pricing signals to encourage
efficient water use:

» The State-wide median residential water usage charge has increased from 79¢/kL
to 150c/kL (2009/10 $) over the past 11 years. For this indicator (NWI Indicator
P1.3), 13 NSW non-metropolitan utilities are among the highest 20 utilities reporting
in the National Performance Report 2008/09.

» The State-wide median residential revenue from water usage charge has
increased from 25% to 73% over the past 11 years. For this indicator (NWI Indicator
F4), 14 NSW non-metropolitan utilities are among the highest 19 utilities reporting
in the National Performance Report 2008/09).

» However, the real State-wide median water supply Typical Residential Bill (TRB)
has increased by only 5% over this period (from $410 to $430 in 2009/10%), as
shown on page 5 of the 2008/09 NSW Performance Monitoring Report.

National Performance Report for Urban Water Utilities — all eligible NSW LWUs have
reported annually since 2005/06, with 29 utilities reporting in the 2009/10 National
Performance Report.

Drinking water quality — 2008/09 compliance with ADWG 2004 by NSW LWUs:

- Microbiological — 88% of LWUs complied
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- Chemical - 96% of LWUs complied
- Physical — 98% of LWUs complied.

e In 2008/09, the water supply for over 99% of the urban population in non-metropolitan
NSW complied with ADWG for both microbiological and chemical water quality.
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4. RESPONSES TO INFORMATION REQUESTS

4.1 Commission Feedback

We note that the Commission has sought feedback on a number of issues throughout the Draft
Report. We fully expect that the agencies, particularly the Office of Water, will address these
Information Requests in their submissions.

We have, however, provided some brief feedback below:

4.2 Information Request: Chapter 7: Developer Charges

The NSW Office of Water requires that LWUs in regional NSW prepare Developer Servicing Plans
(DSPs), as part of Best Practice Compliance.

Developer charges are the “up-front” charges levied to recover part of the infrastructure costs
incurred in servicing new developments or changes to existing development. They provide a source
of funding for infrastructure and provide signals to the community regarding the costs for urban
development. The DSPs must disclose any cross-subsidies and they establish commercial charges
for water supply and sewerage. They must be prepared in accordance with the Developer Charges
Guidelines for Water Supply, Sewerage and Stormwater, as published by the Office of Water.

4.3 Information Request: Chapter 11: Appeal Mechanisms

We concur with the suggestion that the Australian Competition Tribunal is the most appropriate
appeal body.

4.4 Information Request: Chapter 12: Scale & Scope Economies

As outlined in our response to the Infrastructure Australia/AECOM Report, Council owned and
operated water utilities afford technical and managerial synergies across their organizations via
the integration of engineering, asset management and corporate planning systems for water
supply and sewerage, roads and transport, communication, waste management and
recreational services. Economies of scope also arise from the ability to effectively and efficiently
coordinate strategic land use planning and land use development control with infrastructure
intensive services such as water supply and sewerage services as well as private
commercial and residential related investments into water solutions. Also the broad range of
services provided by general purpose councils, affords the range of responsibilities required to
attract highly professional staff and benefit from their skills and knowledge which would otherwise
not be available.

In administrative terms, economies of scope arise from the integration of information technology
services including the ability to provide one billing and customer service system for all community
services (the “one stop shop”).

Large stand alone water supply and sewerage providers may well achieve some economies of
scale but cannot capture the above listed economies of scope. Benefits commonly associated with
water utilities covering larger regional areas; such as catchment based regional strategic water
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supply and demand planning and infrastructure delivery, can be readily achieved through regional
alliances of councils without losing the economies of scope associated with the integration of
water supply and sewerage functions and general purpose functions.

There is also the benefit of optimising the whole-of-town energy and greenhouse gas footprint,
including transportation and other systems serving the urban form — optimising water and sewerage
provision in isolation can be perversely sub-optimal in the broader context of a particular urban
fabric.

The development of multi-skiiling in the workplace is a further example of economies of scope.

4.5 Information Request: Chapter 13: Measures of Full Cost Recovery

We would suggest that the economic real state of return is a useful benchmarking comparator; but
we would also support a benchmark that reflects full economic cost.

4.6 Information Request: Chapter 13: Restrictions on Rate Increases

In regional NSW, rate pegging does not apply to the Water Supply and Sewerage businesses of
Council.

It is imposed by the NSW State Government only on the General Fund.

4.7 Information Request: Chapter 13: Reintegration of Water Supply &
Wastewater Services

Although we agree that there may be opportunities for reintegrating water supply and wastewater
services in regional areas where they are currently provided separately, we would suggest that each
such case should be assessed on its merits and reintegration only implemented where there are
clear cost or other benefits to the community in question.

4.8 Information Request: Chapter 14: Timetable for Reform

Given that we strongly favour the Alliance model and understand the time it takes to establish such
cooperative arrangements, we would suggest that a period of 3 years be adopted; with a further
review at Year 5.

4.9 Information Request: Chapter 14: Transitional Issues

From our experiences, we would suggest that the transitional issues for regional urban areas will
include:

e establishment / set-up costs;

e developing agreed and effective operational criteria and protocols;

e securing political and community acceptance of the changes; which will also come at a cost;
e agreed cost sharing arrangements for alliances;

e development of uniform pricing principles.
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5. COMMENTS ON DRAFT FINDINGS & DRAFT RECOMMENDATIONS

5.1 General

Overall, both the LMWUA and CWUA support the findings and recommendations presented in the
Draft Report and we congratulate the Commission on its understanding of the issues relevant to the
provision of quality water supply and sewerage services in regional and remote areas, at a cost
which can be accommodated by the communities served.

We would also like to acknowledge the extent and effectiveness of the Commission’s consultation in
developing the Draft Report and the clear intent to continue this approach in finalising the report and
its recommendations.

This is in stark contrast to the consultation undertaken by Infrastructure Australia/ AECOM
which was a sham and effectively discounted and that of the NWC, which was effectively
non-existent. We also note that the NWC has provided no indication of seeking any feedback
or consultation with the key stakeholders, like us, in its tabled report!

Our comments on the Draft Report's Findings and Recommendations, as they apply to our
Alliances, are presented below.

5.2 Draft Recommendation 3.1: Objectives

The primary objectives presented are entirely in accordance with the objectives of both LMWUA and
CWUA, except for the provision of stormwater services, which is a Council (General Fund) role.

5.3 Draft Recommendation 5.1: Improving Regulation of the Urban Water Sector

We concur with the recommendation that regulators should apply the principles of good regulatory
practice spelt out by the Regulation Task force.

In general, we support and apply the principles of continuous improvement, as demonstrated by our
objectives and our achievements to date.

5.4 Draft Recommendation 6.1: Supply of Water, Wastewater & Stormwater
Services

Again, we concur with this recommendation (with the exception of stormwater services which as
explained above, is the role of Councils) and advise that we have adopted the adaptive
management approach across the Alliances and within our membership LWUs.

We are also very supportive of the principles of transparency by way of ready availability to the
public of information about costs, risks and benefits in relation to augmentation options.

We also support the removal of bans on rural-urban trade and the current impediments to planned
potable reuse, subject of course to the application of strict protocols to protect public health.

We believe that the existing Australian Guidelines for Water Recycling are too risk averse and are in
need of review, such review to include engagement of stakeholders like us and general practitioners
from local government.
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5.5 Draft Recommendation 6.2: Subsidies

Our concern with this recommendation is that there are a number of small, remote and
disadvantaged communities across Australia which could not afford to augment supply without
subsidies or other government assistance.

Such communities exist within both our Alliances.

5.6 Draft Funding 7.1: Flexible (scarcity) pricing

Although we have no reason to support scarcity pricing and see issues of complexity and potential
community inequities in such a pricing approach, we are very open to its consideration as part of a
range of more flexible pricing options.

To this end, the Centroc Alliance has elected to include this as an element for consideration in the
development of the Centroc Regional Integrated Water Cycle Management Strategy, for which
consultants have just been engaged.

The findings of this study will certainly be made available to the LMWUA and to the Commission, if
appropriate.

5.7 Draft Recommendation 9.1: Provision of meters to all new single and multi
unit dwellings

This is standard practice across the membership base of both our Alliances and is, therefore,
supported.

5.8 Draft Recommendation 7.2: Tenants charged for water supply

This is not the general approach to charging adopted by LWUs in regional NSW. Typically, owners
are billed, not tenants, which is seen as a more effective way of ensuring account payments.

We do not, however, have a strong objection to the recommendation and we are willing to consider
this approach, in consultation with the Office of Water. We recognise that this approach applies to
the provision of other services (gas, telephone and electricity).

5.9 Draft Recommendation 7.3: Consumer choice in setting water tariffs

We concur with the proposal to implement uniform pricing principles and we are working towards
the development of a set of pricing protocols which we intend will apply across our member LWUs
(with each Council retaining the role of setting prices relevant to their particular circumstances).

5.10 Draft Recommendation 8.1: Water restrictions

The LMWUA has developed a Regional Drought Management Plan with uniform levels of
restrictions applying across all 8 LWUs.

CWUA has recently engaged consultants to develop a similar Regional Plan for its 16 LWUs.
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We would also point out that water restrictions are only applied in regional NSW (under the relevant
Drought Management Plan approved by the Office of Water) during droughts, water shortages or
emergencies and only when necessary to protect the supply.

They are not utilised for demand management purposes.

5.11 Draft Recommendation 8.2: Mandatory water use efficiency and conservation
measures

As a general principle, both our Alliances support the adoption and implementation of water
conservation initiatives, where appropriate and effective.

We do not support, however, the mandating of such measures.

5.12 Draft Recommendations 9.1, 9.2 & 9.3: Achieving affordability, consumer
protection objectives & reforms

In our regions, affordability of the services we provide is a critical issue.
We, therefore, support:
e areview of concessions on utility services;
¢ development of a set of agreed and appropriate consumer protection principles for water
initiatives;
¢ improved measures to support consumer advocacy.
We also support and would welcome the development of Charters, based on our existing, adopted

Levels of Service and would appreciate involvement, on behalf of our communities, in the
development of same.

5.13 Draft Recommendations 13.1, 13.2, 13.3, 13.4, 13.5 & 13.6: Reform in regional
areas

We are very pleased to support the Commission’s overall recommendations in respect of reform in
regional areas.

We believe that we have demonstrated and will continue to demonstrate, the clear advantages and
achievements realised by the development of our Alliances in terms of the enhanced provision of
services to the communities of our 24 LWUs.

We also understand that our model may not be the most effective or appropriate one for other
regional areas and these LWUs, Councils and communities should investigate, agree and
implement governance, management and operational arrangements which best suit their particular
circumstances and objectives.

We would also encourage the Commission to support and advocate for the provision of subsidies,
grants or other assistance methods in those communities and regional areas where it is clearly
uneconomic for the particular utility to provide these services efficiently, if at all.
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There are areas where the infrastructure assets are in such bad repair that major refurbishment
and/or replacement is urgently needed to ensure that the levels of service are not diminished and
that public health is not compromised.

Compliance with the Australian Drinking Water Guidelines is a paramount requirement within our
Alliances. The LMWUA has developed a Regional Water Quality Management Plan and is
proceeding to implement the necessary improvements identified in the Plan.

CWUA will be engaging consultants in 2012 to develop a similar Regional Plan.

It is also important to note that compliance with ADWG has been mandated under the Health Act in
NSW.
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6. CONCERNS WITH THE IA/AECOM REPORT

6.1 General

As you will see from our attached response to Infrastructure Australia, we have a number of serious
concerns with the IAJ/AECOM Report and its recommendations.

Our submission to IA emphatically rejects the Report and, in particular, the recommendation that the
regional water businesses in NSW should be restructured to become State owned, Regional Water
Corporations within two years.

The AECOM Report provides no real evidence or substantiation for this recommendation.

Our submission to IA has detailed not only our concerns with the recommendations; we have also
documented 22 factual errors.

Our concerns are primarily with the lack of research, justification and understanding which are
evident in the AECOM Report and we believe that these cannot go unchallenged and should be
understood by the Commission as it works towards finalisation of its Report.

We have therefore repeated these errors below for your information and consideration.

6.2 Summary of Factual Errors in the IA/AECOM Report

i) Executive Summary:

“17 of the 106 utilities (in NSW) failed to comply with Australia's water quality standards,
while only half of the very small utilities had water conservation and demand management
plans in place”.

Response:

This is old information and has been accessed from the NSW Water Inquiry Report
prepared by lan Armstrong and Colin Gellatly in December 2008.

Utilities in the LMWUA and CWUA have achieved 99.1% overall microbiological compliance
over the period 2009 to 2011 which is comparable with or better than, results achieved in
other jurisdictions in Australia.

In terms of water conservation and demand management plans, again, the information is
out of date and many water utilities have either complied or are currently working towards
compliance.

In the case of the 8 Councils in LMWUA, all have complied via a Regional Demand
Management Strategy and in the case of CWUA, the 16 utilities are cooperatively
proceeding with same and this will be completed later this year.

i) Key Finding a):
“Less than full cost recovery is a common feature of water utilities servicing regional areas”.

Response:

This is simply not true.
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iii)

Full cost recovery is achieved by 96% of NSW local government owned water
utilities.
Some Councils (for example, Shoalhaven) have elected to derive a dividend from the

operations of their water utilities. This is a dividend to Council, not the State Government.

There are only three (3) such Councils in NSW (in 2008/09) with most preferring not to
charge higher prices for water supply and sewerage services in order to fund other areas of
Council operations.

Key Finding b):

“... many utilities servicing regional towns are not recouping the costs of supplying water, let
alone providing for capital improvements”.

Response:

This is, again, simply not true.

The NSW Office of Water has been requiring LWU'’s to prepare Strategic Business Plans
(SBPs) and Financial Plans to a specified format since 1993. These SBP's require, and

ensure, that NSW LWU’s DO recover all costs, including those required for current and
future recurrent capital expenditures (renewals, improved standards and growth).

At least a 20 year forward projection of capital requirements and operating costs is required
but “preferably out to 30 years” is recommended, and this is achieved by LWU's in their
published SBP's. In many instances lower prices in LWU'’s reflect greater efficiency of

operation.

It should also be noted that NSW has been at the forefront of business planning for
water utilities, and we would recommend that the model established in partnership

with the NSW Office of Water should be adopted nation wide.

Key Finding ¢):

“water utilities servicing regional communities struggle to implement and comply with the
Australia Drinking Water Guidelines; this is particularly so for smaller water utilities”.

Response:

This assertion is based on out-of-date data and has selectively reviewed data from only 18
water utilities in NSW and a similar number in Victoria.

Of these, only 3 water utilities in LMWUA and 2 in CWUA (out of a total of 24) were
considered (not assessed!).

As stated above, a more accurate appraisal of the recent performance of our water utilities
with respect to microbiological compliance demonstrates an excellent, arguably
unmatched record of compliance, when compared to other States; and, we provide
these services to some very small communities.
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vi)

vii)

LMWUA completed a Regional Water Quality Management Plan to ADWG 2004
requirements in 2010, covering 8 Councils; and the 16 Councils of Centroc are moving to
achieve the same outcome.

Key Finding d):

“A key reason for non-compliance is the absence of the necessary skills, experience and
knowledge in water in many regional communities”.

Response:

Again, this is not true.

There is a national shortage of skills, experience and knowledge, not just in regional
areas and this, we believe, has been recognized not only by peak bodies like the
Australian Water Association, but also the Federal Government.

In regional areas, the situation is much better, because the water supply and sewerage
functions are managed by local government. The benefits of local government ownership
are:

e multi-skilling: staff are trained and capable of efficient performance across a range
of municipal activities, including water supply and sewerage, with the added benefit
of efficiencies of scope.

e resource sharing: this has occurred across local government in regional areas of
NSW for a long time and is being developed and enhanced under the Alliance
model to which we subscribe.

e the retention of these skills in regional areas retains employment, but just as
importantly, it means that these communities (some of these are very isolated
communities) obtain a local service; something they would not get if the functions
were centralised.

We would also like to point out that LMWUA and CWUA are:

- developing regional training programs, specifically for water supply and sewerage
operators. These programs will be nationally accredited training modules;

- developing protocols and processes for mentoring and resource sharing.

Key Finding e):

We agree with the finding that “improving training and wider compliance with ADWG could
deliver significant benefits".

This fits well with our philosophy of continuous improvement.

However, the claim that "reducing water related illness in the community will increase

workforce productivity due to fewer sick days...... " is a somewhat trite contribution to the
debate.
Key Finding f):

It is not true that achieving water security is more complex in regional areas. The fact that
towns share the same water source is of little consequence. On regulated streams in

particular, towns use only 2% of the resource and, in NSW at least, they are guaranteed
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priority access under the Water Act. There is no substantive “conflict” involved. The flows
involved are minor and the Water Sharing Plans in place, make it very clear that irrigators
and other non-urban users expect to have their allocations reduced to ensure security of

supply to towns.

The NSW Security of Supply basis (commonly referred to as the '5/10/10 rule’) has been
demonstrated to be a sound and robust basis for sizing of urban water supply headworks in

non-metropolitan NSW.

viii) Key Finding q):
There is more than sufficient water planning at a catchment level now in NSW. It is a Best
Practice requirement for LWU'’s to prepare Integrated Water Cycle Management Plans
(IWCMP’s) which are at least the equal of anything prepared in other States. The Office of
Water Guidelines require a Council, or its consultants, to rigorously investigate the
boundaries of the water system, detailed whole-of-catchment information, all catchment
related targets and requirements, all legislative obligations, and climate change in both a

global and a NSW context.

More broadly Water Sharing Plans in NSW were some of the first developed in Australia.

There is no logic in the assertion that every town in a catchment should be on the same
level of restrictions. Every town would be dragged down to the level of the least secure
supply at great social and economic cost to the majority, yet for no benefit to the catchment
as a whole. It is a reasonable suggestion that all towns in a particular valley share the same
regime of water restrictions, within the definition of what each Level of Restriction means,
and this is now certainly the case in the Macquarie Valley, for exampie, where by
consensus Bathurst, Orange, Dubbo, Wellington, Narromine, Warren, Bogan, Cobar,
Brewarrina and Bourke have now adopted exactly the same definitions of water restrictions
for their water supply schemes.

It is nonsense to claim that water and sewerage utilities MUST be catchment based, as is
evidenced by the highly effective way Councils in the Macquarie Valley have co-operated in
the matter of water restrictions.

It is also not true that “in NSW the regulator reserves the right to overrule water restriction
decisions made by water utilities to protect the overall security of the water resource”.

The power to apply water restrictions (under the Local Government Act, 1993) rests entirely
with Councils. The State can reduce allocations (as it did in 2008 and 2009) which, provides
a fairly clear trigger for Councils to introduce water restrictions, which they generally did.
This applied to some (not all) of the regulated river systems in the State, principally in the
Murray and Murrumbidgee systems.
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ix) Key Finding h):

We agree that water business reporting should be aligned across Australia and we would
recommend that the performance model pioneered by the NSW Office of Water (and its
predecessors) be adopted and implemented nationally.

However, a national approach to planning and management of water businesses is not a
sensible suggestion.

Water planning and management across Australia is diverse and complex and is best
left to the respective jurisdictions. A national set of guidelines would be helpful and
again, we would recommend the NSW Best Practice Management of Water Supply
and Sewerage Guidelines 2007 as developed by the NSW Office of Water and
implemented by local government owned water utilities in NSW, be adopted as the
national model.

Key Finding i):
“If water governance arrangements for water utilities in NSW and Queensland were on a
catchment basis, as is the case in Victoria, significant benefits could be achieved”.

This is a conclusion which, we believe, was decided before any investigations were
undertaken.

e no benefits have been substantially developed or presented;

o there has been no real attempt to quantify any benefits based on acceptable
research findings; quite the reverse;

e governance arrangements in Victoria are not strictly catchment based;

e we are not convinced by the logic of “efficiency gains” by centralised organisations
and this report provides no real research to validate such claims. In fact, we
contend that the Alliance model being developed in NSW, and demonstrated by the
results achieved to date by LMWUA and CWUA, demonstrate more appropriate
gains in a state the size and diversity of New South Wales.

The statement that “action is required now to address the institutional barriers to
smaller water utilities delivering healthy water quality and security, as the costs of
inaction will only continue to grow” takes no account of the significant gains made
by alliances like LMWUA and CWUA.

xi) Other Factual Errors:

e “....strategic decisions regarding maintenance and capital expenditure would no longer
be made by local Council General Managers”. (Key Recommendation 5)

Again, this is just not true.

Firstly, annual budgets prepared by staff, based on the Council and state government
approved Strategic Business Plans and Financial Plans are resolved and adopted by
Council, not the General Manager; after an extensive exhibition and public consultation
phase.
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This transparent and community driven approach is much advanced on the process
adopted in Victoria where there is little or no transparency, no community input and
oversight only by the State Essential Services Commission.

e ‘“historical data shows (that) larger water utilities service their regional communities at
relatively lower cost, with the annual water bill in Victoria being approximately 20%
cheaper that the annual bill in regional NSW”

The evidence does not support this.

Reference to the 2008/09 Water Supply & Sewerage Performance Monitoring Report
shows:

- average operating cost for water in Victoria: $389/connected property;
compared with $330/connected property in NSW

- average operating cost for water supply & sewerage combined in
Victoria: $710/connected property; compared with $670/connected
property in NSW

- median ERRR for Victorian regional utilities: 0.4%; compared with
0.6% in regional NSW

o “Water utilities that are operated as part of the local government structure experience
rate pegging, reducing their ability to recover the cost of supplying water to consumers”
(s 2.2.1, page 9 Volume 1).

Again, this is false. “Rate pegging” does not apply to LWUs in regional NSW.

o Volume 1; Page 1, “Snapshot of Water in Regional Towns” - “...many regional areas
receive no water filtration, or comparatively less sophisticated treatment.” This is simply
not true in regional NSW. For many decades (most of the 20" century) the NSW
Government's Public Works Department subsidised, and for the most part, built water
filtration plants for towns and villages down to populations of 200, or less in some
localities, where such treatment was warranted. Surface water supplies in regional NSW
receive comprehensive multi-barrier water treatment at the level of sophistication needed
to assure a high quality potable water supply.

e Volume 1; Page 2, “....the way in which individual Councils or utilities return treated
wastewater to the environment is not well controlled.” This statement again, is simply not
true. Wastewater discharges in regional NSW are HIGHLY regulated and controlled by
The Office of Environment and Heritage, after having been subjected to the scrutiny of a
catchment wide IWCM Plan, a development application process through the
Environmental Planning and Assessment Act, a licensing process courtesy of the EPA
and then a Section 60 approval process through the Local Government Act,
administered by the Office of Water.

e Volume 1; Page 2, Table 1 - it is incorrect to say that water prices in regional NSW are
“Not Regulated”. LWU’s are required to comply with Best Practice Management
Guidelines, as issued by the NSW Office of Water.
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e Volume 1; Page 5, “Selection of water utilities” - We find it highly damning of the AECOM
Report and its authors that they would choose towns for the study “for their known or
likely water quality and/or security issues. Therefore it should be noted that the towns
investigated are not a standard sample and, as such, the data may be statistically
skewed. The information was gathered to provide an indication of the largest risks to
water quality and security, rather than the likelihood of those risks.”

¢ Volume 1; Page 6, “Stages two and three...” It is completely incorrect with respect to
regional water utilities in NSW, to claim that “there is little consistent, publicly available
performance information on towns that fell within the target population range”. Whilst the
data the authors sought may have been “comparatively limited” in other States, the
2008/09 NSW Office of Water Performance Monitoring Report for NSW Water Supply
and Sewerage ran to 77 pages of intra-State and inter-State statistics, whilst the
Benchmarking Report for NSW Water Supply and Sewerage ran to a further 263 pages
containing, in part, 66 graphs and 24 densely packed Tables of Data, including extensive
reporting of microbiological and chemical quality performance reporting on water quality.
EVERY LWU in NSW is required to report annually to the Office of Water on more than
130 performance criteria; and these are ALL included in the Performance Monitoring
Report and each LWU is ranked against all others in the Triple Bottom Line report which
is forwarded to EVERY LWU ANNUALLY.

e Volume 1; Page 8, the first “Key Finding” - “Less than full cost recovery is a common
feature of water utilities servicing regional areas.” This is simply not true in NSW, as has
been addressed above. It is nothing more than a preconceived hypothesis without
evidence.

Also, on Page 8, “....safe and reliable water supplies are not fully achieved in any State.”
Agreed, but with 99% of all microbiological tests passing in both NSW and Victoria, the
latter conclusion that NSW needs to be restructured to mirror what now occurs in Victoria
is NOT an evidence based one. Just a few lines further on, the report adds that “poor
water quality and water security planning are still evident in some parts of (Victoria)".
Therefore, the “evidence” suggests that the new structure has not proved any more
capable of “solving” the problems than the old.

« Volume 1; Page 9, “....many small towns are without water treatment because the
increase in residential bills to recover the cost would be substantial.” This is simply not
true in NSW (see above).

Also, on Page 9, “Water pricing can play a significant role in raising revenue and
reducing water consumption.” NSW LWU's have been applying these principles in an
exemplary fashion for more than a decade now. Pay-for-use pricing was introduced in
NSW in 1996/97. Since 1991 pricing and other demand management measures have
achieved a 47% reduction in residential water supplied per connected property, yet the
Typical Residential Bill has been maintained broadly unchanged ($410 in 1999/2000
compared to $430 in 2009/1 0)'°, thus maintaining a strong and sustainable revenue flow
for NSW LWU’s.

Page 28



Submission to The Productivity Commission: Australia’s Urban Water Sector

e Volume 1; Page11, "...few States regulate adherence to the risk based framework set
out in the ADWG.” This is no longer true in NSW. From 2010, the Public Health Act was
amended to mandate such compliance.
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