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1 Executive summary 
The Water Group in the NSW Department of Climate Change, Energy, the Environment and Water 

(the department) is the lead agency for the NSW Government response to the recommendations of 
the Productivity and Equality Commission’s (PEC’s) Review of funding model for local water utilities.  

The PEC proposes significant changes to how government funding should be provided to the Local 
Water Utilities (LWU sector), with aims to improve the effectiveness and efficiency of funding and 
ensure sustainable outcomes.  

The department developed a Discussion Paper and held a 6-week consultation period for public 
submissions and targeted workshops with key stakeholders. The high-level findings from the 
consultation period1 indicate general support for: 

• the proposed Funding Principles and proposed LWU Investment Framework, with particular 
backing for better funding predictability, targeting, and flexibility  

• replacing capital grant funding with a CSO funding mechanism to help deliver basic levels of 
service (‘the CSO for BLoS’), with stakeholders noting the importance of coordinated and 
effective strategic planning, long term stability of funding, and accounting for potential 
administrative burdens as part of the CSO-model design   

• continued improvement of regulatory setting, coordination, and transparency across LWU 
regulators and regulated entities, including in setting of minimum regulatory standards, and  

• review of customer affordability support (pensioner rebates and hardship schemes) in 
regional NSW. 

The feedback received also raised key areas that will be taken on for further work and consultation 
during the policy design phase, in particular: 

• the scope and eligibility of the various funding pathways under the LWU Investment 
Framework 

• ensuring the varying capabilities of LWUs and local contexts are accounted for in the setting 
and achievement of basic levels of service and effective strategic planning  

• ensuring that regulatory objectives, and associated requirements and processes, are well 

balanced, efficient, effective, and coordinated.  

 

1 For high-level findings specific to Western NSW, see “Western NSW LWU Reform – Stakeholder engagement 
progress and interim outcomes report” 
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The NSW Government used this feedback from the sector to inform its response to the PEC’s 
recommendations and related implementation plan for the forthcoming policy design phase. In 
particular, this has shaped the response and implementation plan on: 

•  identifying key aspects of the LWU investment framework that require further clarity to 
ensure LWU sector needs are accounted for, noting this will be further developed during the 
policy design phase 

• supporting in principle a move towards a CSO-type funding mechanism, noting that 
alternatives to the PEC’s proposed CSO for BLoS model will be considered with view to 
address identified barriers and challenges to its implementation  

• ensuring appropriate pace and engagement for the design and setting of basic levels of 
service and continued improvement in regulatory environment 

• supporting the review of customer affordability (including pensioner rebates) and hardship 
schemes in NSW. 

The department has also commenced a process to explore structural reform options with 20 LWUs 
in Western NSW, in-line with recommendations 15 and 16 of the PEC report. The progress of this 
process is summarised in section 3.5 of this report. This reflects feedback received both as part of 
the Discussion Paper process and in other western NSW targeted consultation.  

The department, on behalf of the NSW Government, thanks the LWU stakeholders for their valuable 

inputs during the consultation phase.  
 

2 Introduction 

2.1 About this report 
This report gives an overview of community and stakeholder feedback on the key elements of the 
PEC’s findings and recommendations as presented and questioned in the NSW Government’s 
Discussion Paper, during the 7-week consultation range. 

The purpose of this report is to outline the LWU sector’s understanding and feedback on the PEC’s 
report and its recommendations, clarify the NSW Government’s understanding of the PEC’s 
recommendations, and detail how the feedback provided has informed next steps.  

The report consists of: 

• an overview of the engagement process and participation by community and stakeholders 

• a summary of what we heard on the main themes of the PEC’s report and recommendations and 
our responses to the feedback received 
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• next steps the NSW Government will pursue following its response to the PEC’s 
recommendations. 

2.2 Background 
In November 2023 the Minister for Water requested a review by the PEC to identify sustainable, 
efficient, and equitable approaches for reforming state funding for Local Water Utilities (LWUs). 

The PEC released its final report in July 2024, containing a set of recommendations for the NSW 
Government to consider. The PEC emphasises the need to improve the targeting and predictability 
of NSW Government funding for LWUs, compared to the current capital/project-focused funding 

model. This is to ensure the sector adequately addresses the current challenges in delivering safe, 
secure, and affordable services, now and in the future. 

The NSW Government sought to inform its response to the PEC’s recommendations through 
consultation with the LWU stakeholders and internal collaboration of NSW Government agencies. 
This What we heard report summarises the feedback from LWU stakeholders and provides an 
overview of how this feedback has informed the NSW Government response.  

2.3 Engagement overview 
To inform its response, the NSW Government consulted with the LWU sector to identify 
stakeholders’ views and issues on the PEC’s findings and recommendations, focusing on key 

opportunities and risks.  

We used a range of channels and activities to target relevant stakeholders, to keep them informed 
and actively encourage participation in consultation for this project, including: 

- Direct stakeholder emails 

- Targeted workshops with key industry and government representatives 

- Stakeholder briefings / regular meetings 

- Online information session 

- Newsletter updates 

- Project webpage 

We used the International Association for Public Participation (IAP2) Public Participation Spectrum 
model to select the appropriate level of communication and engagement with stakeholders to 
manage expectations and achieve our desired outcomes. 

For this project, we have been working in the Consult segment. 
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2.3.1 How we engaged 

The NSW Government developed a Discussion Paper and sought feedback from the LWU sector on 
the PEC’s recommendations through public submissions from October 21 to December 6, 2024 (with 
extensions granted to December 13, 2024).  

NSW DCCEEW, as the lead agency for this process, provided to LWU sector stakeholders an online 

briefing detailing the Discussion Paper and consultation process on November 4, 2024. 

In addition, NSW DCCEEW (upon request) held 10 targeted workshops with key stakeholders from 
the LWU sector, including peak bodies of LGNSW, NSW Water Directorate, and NSW Water Services 
Association of Australia (WSAA).  

This report also includes feedback on the PEC’s broader recommendations received during the 
targeted Western NSW consultations. Further detail about the Western NSW engagement approach 
is outlined in section 3.5.1 of this report. 

2.3.2 Who we heard from 

During the consultation period, we received 16 submissions from individuals, private sector, councils, 
joint organisations and peak bodies. Public submissions are detailed below. 

 

Public submissions  

Private citizen (22.11.2024) coNEXA (6.12.2024) 

Riverina Water County Council (5.12.2024) Clarence Valley Council (6.12.2024) 

Wingecarribee Shire Council (6.12.2024) MidCoast Council (6.12.2024) 

Cobar Shire Council (6.12.2024) NSW Water Directorate (6.12.2024) 

Tweed Shire Council (6.12.2024) LGNSW (10.12.2024) 

Justice and Equity Centre (6.12.2024) Water Services Association of Australia (11.12.2024) 

Tamworth Regional Council (6.12.2024) Western Councils Water Alliance (12.12.2024) 

Warrumbungle Shire Council (6.12.2024)  Central NSW Joint Organisation (13.12.2024) 

 Consult 

Objective To obtain informed feedback on project issues, analysis, alternatives and/or decisions. 

Commitment  We will keep you informed about the project, listen to and acknowledge concerns and 

aspirations, and provide feedback on how the input you have provided has influenced 

the decision and/or project. 
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We also collected feedback and sentiment via the following 10 targeted workshops with key 
stakeholders and organisations: 
 

Targeted workshop Date 

NSW Water Directorate (Executive Committee) 11.11.2024 

NSW Aboriginal Land Council 11.11.2024 

Joint Organisations Executive Officers 13.11.2024 

Riverina and Murray Joint Organisation 13.11.2024 

Justice and Equity Centre (formerly PIAC) 19.11.2024 

Water Services Association of Australia  21.11.2024 

Canberra Region Joint Organisation 22.11.2024 

Central NSW Joint Organisation 25.11.2024 

NSW Water Directorate (Executive Committee) 28.11.2024 

Local Government NSW (Board of Directors) 06.12.2024 

 

3 What we heard 
This section provides a summary of the feedback received on the key elements presented in the 
Discussion Paper. Feedback was structured along the key themes in the PEC’s final report of:  

• funding principles  

• LWU Investment Framework and Strategic Planning 

• a CSO funding pathway  

• minimum regulatory standards and basic levels of service (BLoS) 

• provision of services in Western NSW  

• customer affordability issues (pensioner rebates and hardship schemes).  

This feedback includes 16 submissions from the public and LWU sector and 10 targeted workshops. 
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3.1 Funding Principles for the LWU sector 
The PEC identified a number of challenges and issues with the NSW Government’s historic funding 
approach. It then provided a set of guiding principles to improve any future funding programs by the 
NSW Government, as follows:  

• Principle 1: Alignment of funding program with explicit government objectives 

• Principle 2: Consistent treatment of LWUs in line with well-defined eligibility rules for funding 

• Principle 3: Targeted and transparent funding 

• Principle 4: A predictable and stable source of financial support 

• Principle 5: Funding linked to measurable performance improvements 

• Principle 6: Minimise administration costs where feasible 

Under this theme, the PEC made the following recommendations: 

— Recommendation 1 - Assess the design of any future funding approach against LWU funding 
principles identified by the Commission.   

— Recommendation 2 - Use the LWU funding principles to review Safe and Secure Water 
Program funding that has been earmarked but not formally allocated.    

The Discussion Paper provided a summary of what these principles entail and how their 
implementation may change NSW Government funding.  

It further requested the LWU sector to provide feedback on the adequacy and coverage of the 
funding principles, including if they addressed the challenges identified by the PEC report regarding 
current grants-based funding models. 

 

Table 1 Feedback to Funding Principles for the LWU sector  

Feedback What we think and have done 

The LWU sector generally supports 

the adoption of the PEC’s proposed 

Funding Principles as these address 
concerns over a narrow capital funding 

focus and can foster effective 

strategic planning through long-term 
stability and predictability. 

We agree and in the NSW Government response we have 

supported in principle the adoption of the proposed Funding 

Principles. We will consider how the Funding Principles will apply 
to future funding programs during the policy design phase. 
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Regarding Principle 1, some 
stakeholders raised the concern that 

“Government objectives” should be 

shared objectives between LWUs, 
Councils, and the NSW Government. 

Where relevant, these objectives 
should be developed on a local or 

regional basis. 

We note that “Government objectives” are developed in 
consultation with communities, stakeholders from LWU and other 

sectors, and relevant peak bodies to capture and balance the aims, 

needs, and use of limited resources for the benefit of NSW 
communities and organisations.  

We think that a key Government objective, that would also be a 
shared objective with the LWU sector, would be to achieve basic 

levels of service for all customers supported by a CSO-type 

funding mechanism. The development of specific funding 
objectives under the LWU Funding Policy, including specifics on 

basic levels of services, and whether-how these can be set 

differently at local and/or regional levels will be further explored 
during the policy design phase. 

Regarding Principle 3 (specifically 

‘targeting’), the following concerns 
were raised on the potential impacts of 

its application, namely: 

1. Funding would be withheld from 
LWUs that were unable to recover 

the costs of efficiently delivering 

basic levels of service, as 
‘targeting’ would mean only those 

that achieved efficient services 

would be eligible for funding. 
‘Targeting’ would then not account 

for relative costs and capacity to 

pay, which can vary in NSW. 

2. Targeting would exclude LWUs 

who can recover their costs from 
sector-wide programs, such as 

leakage reduction or workforce 

development.  

3. Transparent and accountable 

(dynamic) monitoring of the gap 

between LWUs efficient 
expenditure needs and revenue 

raising ability is needed to ensure 

fair and appropriate targeting to 
those LWUs in need. 

4. Effective targeting requires having 

clear set levels of service. 

We have considered this feedback and note: 

1. Principle 3 (Targeting) provides an equitable and efficient 
approach to LWUs’ different contexts as targeting responds to 

the gap between efficient expenditure needs and revenue 

raising ability. Relative costs are accounted for when 
assessing expenditure needs of individual LWUs and capacity 

to pay is accounted for when assessing the revenue raising 

ability of an individual LWU, including its customers' ability to 
pay. During the policy design phase, we will consider with the 

LWU sector how equity and efficiency can be set and assessed 

across different customer bases when setting basic levels of 
service at the LWU-level.  

2. Sector-wide initiatives that benefit the LWU sector as a whole, 

such as developing a skilled workforce, would fall under an 
alternative funding pathway in the LWU Investment 

Framework, with their own parameters for participation. 
Sector-wide issues are to be identified as issues that cannot 

effectively and efficiently be resolved directly by LWUs, 

including with the funding provided under a CSO for BLoS 
funding mechanism.  

3. Ongoing and effective monitoring of expenditure needs and 

revenue raising ability, including where LWUs adapt their 
strategic decisions to changed circumstances, would be part 

of managing the service level agreement between LWUs and 

the funding partner. Details will be developed during the 
policy design phase in consultation with the LWU sector. 

4. Basic levels of service would be determined as part of the 

policy design phase (see section 3.4). 
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There were suggestions to use the 
Targeting principle as a means to 

determine the key areas where LWUs 

should invest the funding received, e.g. 
focus on resourcing workforce needs. 

This is a misunderstanding of the Targeting principle and the 
proposed CSO funding mechanism to help deliver basic levels of 

service (‘the CSO for BLoS’).  

A key parameter of the CSO for BLoS is that LWUs would be 
responsible and accountable for how funds are spent. The CSO for 

BLoS considers all expenditure needs (subject to budget 
availability), including needs associated with having in place an 

adequate workforce, so the LWU would have funds available to 

meet any expenditure needs.  

What the specific expenditure needs are and how they are 

prioritised would be a matter for the LWU and would not be 

directed by the funding provider (by way of tying funding to 
specific needs). The LWU is better placed, including as part of its 

effective strategic planning, to make these decisions, subject to 

meeting any regulatory requirements. 

Regarding Principle 5, some 

stakeholders raised the concern that 

requiring the achievement of 
performance improvements to receive 

on-going funding can hinder funding 

access to those LWUs that need it the 
most. 

We acknowledge that hindering funding access or withdrawing 

funding from LWUs that need it most would not lead to a good 

outcome.  

In the design of the CSO for BLoS we will consider how to maintain 

funding access to those LWUs that are in need. This process will 

include assessing and making funding decisions based on: 

• any on-going funding gap between expenditure needs and 

ability to raise own source revenue,  

• the delivery of basic level of service where funding is 
provided, and  

• performance improvements over time, particularly with 

respect to the effectiveness of the LWUs strategic 
planning. 

To support the CSO for BLoS, we are considering regulatory 
changes that require: 

• effective strategic planning,  

• achievement of basic levels of service, and  

• raising own source revenue to a reasonable level.  

These regulatory changes would allow the continued provision of 

funding while addressing performance issues by way of regulatory 
intervention. 

Related to Principle 6, stakeholders 

raised the concern that clear 

We agree that clear accountability lines and transparency 

between funding bodies and project managers is important.  
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accountability lines and explicit 
boundaries need to be set if and when 

the NSW Government acts as both a 

funding body and a project manager 
for a funded project. In particular, 

accountability must be clearly 
stipulated when the project 

management entity extends project 

timelines that may have considerable 
impacts on project costs.  

We note that a CSO for BLoS would not provide project funding 
but funding for any assessed funding gap, and that the related 

CSO service level agreement would, in principle, not manage 

projects but performance in service delivery.  

If the NSW Government were to offer project management 

services to LWUs, clear roles and responsibilities would be 
established. 

Submissions highlighted concerns 

with the PEC’s Recommendation 2, as 
the LWU sector was previously 

informed that funds under the Safe 

and Secure Water Program (SSWP) 
fully allocated.  

Funds from the SSWP are already fully allocated and we will not 

review the current SSWP portfolio against the PEC’s funding 
principles. The Funding Principles will only be used to assess 

future funding approaches.  

 

3.2 A LWU Investment Framework and effective strategic 

planning to better structure and target funding  
The PEC proposed the development of a LWU Investment Framework, composed of a LWU Funding 
Policy and a Sector Priorities Plan, to guide long-term funding for LWUs.  

The LWU Funding Policy would include the government’s whole-of-sector objectives, roles and 
responsibilities for the LWU sector, the rationale for government funding with related funding 
pathways, and a clear link between government funding and measurable performance 
improvements. As the main funding pathway, the PEC report proposes a Community Service 

Obligation (CSO) funding mechanism that would replace project-based capital grants funding.  

The Sector Priorities Plan would detail the NSW Government’s funding priorities over a short to 
medium timeframe (1 to 4 years).  

The PEC report identified current strategic planning gaps and stressed the importance of effective 
and coordinated strategic planning by LWUs and the NSW Government to inform funding priorities 
and pathways (including CSO funding) and ensure effective targeting of funding support. 

Under this theme, the PEC report provided the following recommendations: 

— Recommendation 3 – Prepare a stocktake of existing strategic planning for LWU sector, 
including state, regional and local plans, and develop a preliminary Sector Overview outlining 

future challenges, expenditure, and potential funding shortfalls to support a new funding 
approach. 
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— Recommendation 4 – Develop a LWU Investment Framework to ensure funding to LWU 
sector is well targeted and minimises overall cost to NSW Government.  

— Recommendation 5 – Prepare a draft LWU Funding Policy, with release for sector 
consultation prior to finalisation.  

— Recommendation 6 – Work with LWUs and other NSW Government agencies to develop a 
Sector Priorities Plan. 

— Recommendation 7 – Make strategic planning for water supply and sewerage services an 
explicit requirement for all councils in regional NSW, with key elements of the Regulatory 
Assurance Framework to be incorporated into the Integrated Planning and Reporting 

Framework. 

The Discussion Paper provided a high-level summary of the structure and scope LWU Funding Policy 
and Sector Priorities Plan, as well as the current gaps in LWU sector strategic planning and its 
impact on funding.  

The Discussion Paper further requested the LWU sector to provide feedback on the adequacy and 
scope of the LWU Investment Framework, dependencies and improvements to LWU sector strategic 
planning and coverage of communities currently not serviced by a reticulated network.  

 

Table 2 Feedback to LWU investment framework and effective strategic planning 

Feedback What we think and have done 

Regarding Recommendation 3 

(Stocktake Overview), there is general 

support to undertake a stocktake as 
an initial way forward to better 

understand the strategic planning 

landscape and to inform funding policy 
design. 

We agree with the LWU sector’s feedback. The Stocktake 

Overview will inform detailed policy design during the 

implementation, including considering challenges with achieving 
effective strategic planning.  
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Regarding Recommendation 4, the 
LWU sector agreed with the 

development of a LWU Investment 

Framework but strongly opposed the 
framing and focus on minimising costs 

to the NSW Government.  

The feedback received notes that in 

many cases LWU’s co-fund 

infrastructure, and the LWU 
Investment Framework should target 

addressing genuine needs efficiently 

rather than assessing if costs increase 
or decrease.    

We acknowledge this feedback. We note the intention of 
Recommendation 4 refers to improving and seeking service cost 

efficiency in the LWU sector, and, as a result, make the funding 

needs as efficient as possible. 

We clarify that the LWU Investment Framework is intended to be a 

well targeted funding approach that can drive overall efficiency in 
the LWU sector by pursuing effective and efficient solutions to 

achieve minimum regulatory standards and associated basic levels 

of service. We note that LWU regulators will jointly work on 
reviewing and determining how to set efficient minimum 

regulatory standards, and associated basic levels of service, 

considering the PEC’s recommendations.    

"Co-funding" would be accounted for under a CSO for BLoS when 

considering how much revenue a LWU can raise from own sources 

to meet efficient expenditure needs.  

We further note that under the targeting principle, funding would 

only be provided where expenditure needs are efficient and 

cannot reasonably be recovered from customers and/or 
developers. This should optimise the level of NSW Government 

funding required to meet basic levels of service. 

Stakeholders raised the need to align 
key aspects of funding and regulation 

of water services across NSW, 

including long-term investment 
planning, consistent standards for 

water resources and services aimed at 

pursuing efficiencies, quality, 
resilience, and security, and 

transparency in customer outcomes.  

We agree that the regulatory framework needs to be 
strengthened to adapt to the changes in funding approach. This 

includes designing strong oversight over effective strategic 

planning, the achievement of (customer-focused) basic levels of 
services, and optimising pricing.  

We will continue to work with the LWU sector on these aspects 

during the policy design and implementation phase. 

General support from stakeholders to 
include communities currently not 

serviced by a reticulated network 

under the LWU Investment Framework.  

Stakeholders note that “risks and 

consequences”, not “size”, should be 

considered for prioritising funding 
needs in LWUs. 

Stakeholders also raised concerns 
about the impact borne by currently 

serviced communities should services 

We acknowledge this feedback, noting that any expansion to not 
serviced communities remains a prerogative of LWUs.  

How the LWU Investment Framework would deal with 

communities that are currently not connected to the reticulated 
network will be considered in the policy design and 

implementation phase, with “size” being a potential parameter to 

consider. 

We acknowledge that costs to connect and service currently not 

serviced communities may have an impact on currently serviced 
communities. This issue will also be further considered during the 

policy design and implementation phase, in particular how 
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be expanded to not serviced 
communities. 

connection and servicing costs may be considered under the LWU 
Investment Framework (e.g. as a temporary additional funding 

pathway under the Sector Priorities Plan).  

Suggestions for parameters to include 
in the LWU Investment Framework 

included: socio-economic status of the 

LGA, customers’ ability to pay, risks in 
service provision, risks of failure in 

service provision, relative cost and 

revenue raising ability, and LWU’s 
capabilities. 

We appreciate these suggestions and will take them forward for 
consideration during the policy design and implementation phase.  

General support for Recommendation 

5 (LWU Funding Policy), with a call to 
ensure the LWU sector is consulted as 

early as possible in the policy design 

phase through fit-for-purpose 
processes.  

We will consult with the LWU sector throughout the policy design 

phase, ensuring engagement as early as possible. We will 
implement appropriate governance and stakeholder engagement 

mechanisms for the policy design phase, noting stakeholders’ 

support for the PEC’s proposed engagement mechanisms 
expressed during consultation. 

General support to improve capital 

funding through the use of Funding 
Principles and include operational 

expenses as fundable activities under 

the LWU Funding Policy through the 
CSO for BLoS.  

Feedback from several stakeholders 

highlighted that improved funding 
would cover all expenses, accounting 

for localised challenges. 

We acknowledge that the proposed CSO for BLoS is intended to 

cover the gap between a LWUs efficient total expenditure needs 
and the revenue it can reasonably raise from customers 

(considering their ability to pay), developers, and any other own 

source revenue.  

We note that some submissions seemed to separate funding of 

eligible capital and non-capital expenditure items into two 

separate funding pathways. We note that a CSO for BLoS would 
consider and cover all efficient expenditure needs, i.e., both 

capital and non-capital expenditures, effectively replacing the 

need for capital grants funding.   

We note that localised challenges would be accounted for in a 

CSO for BLoS. These would be reflected in a LWUs effective 
strategic planning, which would inform the assessment of efficient 

expenditure needs and revenue raising ability. 

In principle support for including 

funding pathways under the LWU 
Funding Policy to cover diversity of 

funding needs (including sector-wide 
capacity needs), noting that further 

details on the funding pathways will 

need to be designed and consulted on 
prior to being fully supported.  

We appreciate this feedback.  

We note that, under the LWU Funding Policy, a CSO for BLoS 
would be the primary funding pathway for supporting LWUs 

achieve basic levels of service. 

We note that the following additional funding pathways could be 

considered and designed during the policy phase:  
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1. Sector-wide capability building pathway to address systemic 
risk in the sector that cannot effectively and efficiently be 

achieved through CSO payments to individual LWUs through 

the CSO for BLoS (e.g., skilled workforce capability).  

2. Customer affordability support schemes funding pathway for 

reimbursing the cost of any customer affordability, pensioner 
rebates and customer hardship schemes provided by LWUs. 

Note section 3.6 of this report. 

3. Restricted capital funding pathway, potentially accessible 
where NSW Government capital funding would be required 

(and available) to enable the provision of capital funding from 

other government funding mechanisms (e.g., Commonwealth 
co-funding requirements). 

4. Extraordinary circumstances pathway, where acute and 

unexpected needs that could not reasonably be strategically 
planned for (and therefore could not be covered by a CSO for 

BLoS) are prioritised by the NSW Government under the 

Sector Priorities Plan (e.g., extreme natural disasters, PFAS). 

General support for Recommendation 

6, with stakeholders noting that the 

Sector Priorities Plan would provide 
transparency and certainty of funding 

to the LWU sector.  

The NSW Government acknowledges this feedback. 

We note that the requested ‘transparency and certainty’ would 

mainly be achieved through the LWU Funding Policy, a CSO for 
BLoS, and the related Service Level Agreements between a LWU 

and the NSW Government, as these provide long-term stability, 

predictability and transparency of funding.  

The NSW Government aims to design and use the Sector Priorities 

Plan (SPP) for short-/mid-term funding priorities (1 to 4 years) as 

proposed by the PEC. We note in principle that the SPP: 

• can establish short to medium government objectives under 

Funding Principle 1. 

• must not unreasonably negate Funding Principle 4 (long-term 

stability and predictability). Importantly, long-term stability 

and predictability, including for the individual CSO service 
level agreements, is critical to support long-term borrowings 

to finance infrastructure investment, with a CSO payment 

contributing to paying back principal and interest over time. 

• will be used to set and manage the additional funding 

pathways (mentioned above).  
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• will be used to manage long-term NSW budget fluctuations 
transparently for LWUs (e.g., budget constraints and related 

impacts on funding) 

Stakeholders suggested that 
alignment of funding cycles should 

align with Council’s financial, budget, 

and revenue cycles. 

We acknowledge this suggestion and will consider it during the 
policy design phase.   

Regarding Recommendation 7, the 
LWU sector recognises the importance 

of effective strategic planning and 

supports taking action to improve the 
current state of LWUs strategic 

planning and its coordination across 
local and state plans.  

Noting that while most stakeholders 

agreed in principle, some raised the 
concern that ‘mandatory’ strategic 

planning would lead to a return to past 

prescriptive, inflexible approaches.  

We acknowledge this feedback and note that effective strategic 
planning is critical for making sound strategic business decisions 

and would be a key input for a CSO for BLoS.  

We note that expectations on the effectiveness of LWU strategic 
planning as set out in section 3 of the Regulatory and assurance 

framework for local water utilities (RAF) are designed as an 
outcomes-focused approach that shifts away from previous 

prescriptive approaches.  

Making effective strategic planning and the testing of 
effectiveness ‘mandatory’ does not mean regulatory requirements 

would become prescriptive and inflexible. The current outcomes-

focused approach, which centres effective strategic planning on 
sound inputs, analysis and decision-making, would remain but be 

required of, and tested for, all LWUs. This ensures that funding 

can target effective and efficient outcomes. 

We further note that we are not pursuing to make regulations 

more ‘prescriptive’. We are considering a shift in our regulatory 

approach to support the LWU Investment Framework, by shifting 
away from project control to oversight of performance of service 

delivery. That is, NSW Government’s oversight would change from 

a focus on execution of capital projects through the capital grant 
funding programs and infrastructure approvals, towards a 

strengthened oversight of effective strategic planning, 
achievement of basic levels of service and optimisation of revenue. 

Stakeholders raised concerns that 

some LWUs may not have the capacity 

or capability to achieve effective 
strategic planning and making it 

‘mandatory’ would exclude them from 
accessing the CSO for BLoS funding 

mechanism. 

Stakeholders raised concerns that the 
CSO for BLoS would be 

We note that, in principle, a CSO for BLoS would be based on 

discovering efficient expenditure needs, in particular by way of 

assessing assured effective strategic planning. However, we 
recognise that some LWUs cannot achieve (assurance of) effective 

strategic planning immediately and/or always.  

We will consider, including for a CSO for BLoS, alternative ways to 

discover efficient expenditure needs, including transitional 

arrangements. This will include considering the use of regulatory 



 

What We Heard Report 18 

withdrawn/halted if effective strategic 
planning was not achieved at a point in 

time, noting a ‘grace period’ could be 

provided to allow the LWU to resolve 
this issue. 

 

means, rather than funding means, to ensure the effectiveness of 
strategic planning. 

We note that costs of having in place professional capability to 

have effective strategic planning would be part of the eligible 
expenditure under a CSO for BLoS. Under the LWU Funding Policy 

the Government could also consider additional funding pathways 
to address systemic issues around strategic planning in the sector. 

Many stakeholders highlighted that a 

“one-size-fits-all” approach will not 

work for the LWU Funding Policy, 
expectations of effective strategic 

planning, or related administrative 
burdens. These aspects must 

incorporate flexibility by considering 

the different capacities and 
capabilities of LWUs. 

 

We acknowledge this feedback, and note:  

• The LWU Funding Policy can provide flexibility through its 

multiple funding pathways, which allow for both targeted and 
sector-wide support to LWUs.  

• A CSO for BLoS would provide flexibility by covering both 
capital and non-capital funding needs, with the LWU 

prioritising how to best use the CSO funds, subject to the 

service level agreement. Also, a CSO for BLoS would consider 
circumstances of individual LWUs in the assessment of the 

gap between efficient expenditure needs and revenue raising 

ability. These aspects allow LWUs of different capacities and 
capabilities to pursue strategic planning outcomes and their 

implementation in an efficient and fit-for-purpose manner. 

• With regards to the setting of basic levels of service, these will 
be developed during the policy design phase, including 

whether and how basic levels of service should take into 

account local circumstances.  

• In the policy design phase we will consider how to best design 

a CSO for BLoS that is administratively efficient and able to 

respond to different capabilities of LWUs. 

Stakeholders suggested that 

expertise from the NSW Government 

should be made available to work 
alongside LWUs to ensure a suitable 

level of effective strategic planning is 

reached. 

We acknowledge this feedback. 

We note that expenditure needs to have in place effective 

strategic planning would be eligible expenditure under a CSO for 
BLoS.  

In the policy design phase, we will consider, including by way of 

additional funding pathways under the LWU investment 
framework, how best to address sector-wide, systemic strategic 

planning needs (e.g. data and other enablers as well as improved 

coordination). 

We note that the department’s Local Water Utility Branch provides 

regulatory support, regulatory advice and regulatory education on 
achieving effective strategic planning as part of its core functions. 
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Several stakeholders suggested the 
use of existing mechanisms, such as 

the Integrated Planning and Reporting 

(IP&R) framework and council’s Audit 
and Risk Committees, to provide 

assurance for effective strategic 

planning, noting support for 
integrating section 3 of the RAF into 

these mechanisms. 

The NSW Government acknowledges this suggestion and notes 
that the expectations and assurance functions set in section 3 of 

the RAF are additional and complementary to the general 

strategic planning requirements under IP&R framework.  

We will continue to work with the sector to ensure effective and 

efficient integration across these regulatory frameworks. 

Stakeholders raised concerns that 
NSW DCCEEW does not have 

sufficient capacity to regulate 

effective strategic planning if it were 
made mandatory, and providing these 

resources should not compromise 

funding to LWUs. 

Stakeholders suggested to have a 

mechanism put in place to oversee and 

assess NSW DCCEEW performance, 
particularly regarding assessment of 

mandatory strategic planning.  

The NSW Government is committed to addressing the challenges 
in the LWU sector and ensuring appropriate regulatory oversight. 

This includes resourcing for efficient and effective regulatory 

oversight for mandatory requirements on LWU strategic planning.  

We note that the department has in place an internal quality 

assurance framework and is undertaking regular performance 

review of the RAF to ensure effective, efficient and transparent 
regulation by the department.  

We further note that section 9 of the RAF sets in place a formal 

process for the internal review of departmental decisions 
regarding regulatory outcomes. 

General support to improve the 
coordination between local and state 

strategic planning for the LWU sector, 

noting: 

1. Stakeholders suggested the LWU 

Funding Policy incorporates explicit 

funding for regional approaches. 

2. Some stakeholders suggested the 

NSW Government develops detailed 
models and guidance materials for 

individual LWUs to align with regional 

strategic planning, including for town 
water security and regional water 

strategies. 

3. Some stakeholders raised 
coordination concerns outside of the 

LWU sector and PEC report, e.g., land 

use planning. 

We acknowledge this feedback and note improvements will be 
informed by outcomes of the Stocktake Overview 

(Recommendation 3) and consultation with the LWU sector during 

the policy design phase. We note: 

1. LWUs effective strategic planning would inherently pursue 

alignment and efficiencies with regional strategic planning (this is 

an expectation under the strategic planning outcome of 
understanding services needs under section 3 of the RAF). As 

mentioned, expenditure needs to have in place effective strategic 
planning would be eligible expenditure under a CSO for BLoS. If 

systemic issues are identified a, the NSW Government can 

incorporate this under the sector-wide funding pathway and 
manage its scope and structure with the Sector Priorities Plan.   

2.  We note that guidance material has been provided under 

section 3 of the RAF related to effective strategic planning around 
water security, and that the department is committed to improving 

guidance over time.  

3. Following the Stocktake Overview, the NSW Government in 
consultation with LWU sector will identify the key challenges for 

effective strategic planning.  In the policy design phase, we will 
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consider, including by way of additional funding pathways under 
the LWU investment framework, how best to address sector-wide, 

systemic strategic planning needs (e.g. data and other enablers as 

well as improved coordination).  

Stakeholders raised that coordination 

across LWU regulators should be 

improved to lower the administrative 
burden and streamline requirements 

for LWUs, including a suggestion for 

NSW DCCEEW to coordinate 
requirements for all state agencies 

(LWU regulators) to have a single 

entity progress strategic planning and 
approval processes. 

We acknowledge this feedback. We note that, principally, it is the 

LWUs responsibility to understand and implement requirements of 

different regulators. The LWU, in particular its decision-makers, 
need to be responsible and accountable for this.  

We also note that the department and other LWU regulators have 

mechanisms to enhance transparent, clear and coordinated 
regulatory processes and ensure these are as efficient as possible 

for the LWU sector. 

This includes recent efforts to improve regulatory coordination 
under section 10 of the RAF and the subsequent establishment of 

LWU regulators coordination forums. This also includes regulatory 

support and advice provided to LWUs when they seek assurance 
of the effectiveness of their strategic planning with the 

department, as the department takes into account whether 

strategic planning and decisions can meet the 
requirements/expectation of different regulators. 

We note that work on regulatory processes will be continued as 
part of the policy design phase, with particular focus on LWU 

regulators reviewing and determining how minimum regulatory 

standards can be set, setting of basic levels of service, and 
balancing regulatory objectives across LWU regulators.  

 

3.3 CSO funding pathway for LWUs to achieve basic levels 
of service 

The PEC explained the significant advantages of a Community Service Obligation (CSO) funding 
model over traditional capital grant funding programs, including improved predictability and 
stability, flexibility for LWUs to prioritise expenditure needs, and greater effectiveness to 
addressing issues for LWUs that are commercially unviable.  

In particular, the PEC described a CSO funding model focused on supporting LWUs achieve basic 
levels of service by targeting funding to the financial gap between a LWUs efficient expenditure 
needs and its revenue raising ability (the ‘CSO for BLoS’). The CSO for BLoS would replace 
traditional capital grant funding programs and become the NSW Government’s main funding 
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approach for LWUs. In principle, the CSO for BLoS would cover the total cost of delivering services; 
that is, capital and operational expenditure needs. 

The PEC further described the process for assessing and administering CSO payments, namely 
demonstrating an on-going financial need and entering into a service level agreement (SLA) with the 
NSW Government to specify service levels and related requirements. The PEC also proposed a set 
of governance arrangements for evaluating LWUs request for CSO payments, including a CSO 
Working Group, CSO Specialist Adviser, and CSO Steering Committee. 

Under this theme, the PEC report provided the following recommendations: 

— Recommendation 8 – Introduce a CSO payment mechanism as a new funding approach for 

the sector. 

— Recommendation 9 – Develop a CSO Policy as part of the LWU Funding Policy in consultation 
with the sector over the next 12 months.  

— Recommendation 10 – Provide a report to the NSW Productivity & Equality Commissioner on 
the implementation of the CSO policy after 12 and 24 months. 

The Discussion Paper provided a high-level summary of the structure and scope of the CSO for BLoS 
and further requested the LWU sector to provide feedback on the adequacy and scope of the 
proposed CSO for BLoS and whether other CSO models could be pursued. 

  

Table 3 Feedback to CSO funding pathway for LWUs to achieve basic levels of service 

Feedback What we think and have done 

LWU sector expressed strong support 
for implementing a CSO-type model, 

with particular backing for its use to 
address non-capital funding needs and 

providing an opportunity to further 

resilience and drive better 
performance.  

We acknowledge this feedback. 

We will continue to work and consult with the sector on an 

appropriate CSO-type model, noting the PEC’s proposed CSO for 
BLoS will be further considered and tested during the policy 

design phase.  
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Stakeholders raised concerns about 
how the adoption of a CSO-type model 

would cover sector-wide needs. 

We note that a CSO-type model would be geared to targeting 
individual LWUs financial gap between efficient expenditure 

needs and revenue raising capacity. 

Additional funding pathways under the LWU Funding Policy for 
sector-wide capability needs can provide funding support for 

systemic, sector-wide issues that cannot be effectively and 
efficiently addressed through funding individual LWUs. The focus 

and scope of sector-wide programs will further be detailed during 

the policy design phase and is expected to be communicated 
under the Sector Priorities Plan. 

Specific concerns were raised on the 

feasibility and effectiveness of the 
PEC’s CSO for BLoS considering its 

dependence and need for quality data 

and information systems, and effective 
strategic planning to inform the 

funding ‘gap’. In particular, noting that 

those LWUs that are most likely to 
need funding support will likely lack 

capacity in information systems and 

effective strategic planning. 

 

We acknowledge this feedback and agree that the PEC’s CSO for 

BLoS funding mechanism requires high quality information 
systems and effective strategic planning to adequately and in an 

on-going manner determine the funding gap and monitor 

performance improvements set in the SLAs. 

We note that simpler CSO funding mechanisms, with aim to 

identify a fit-for-purpose balance between accuracy and 

simplicity, will be considered and consulted with the LWU sector 
during the policy design phase. 

We further note that the efficient expenditure needs associated 

with a LWU having in place quality information systems and 
effective strategic planning would be an eligible expenditure 

under a CSO for BLoS. 

Stakeholders raised concerns 
regarding how Service Level 

Agreements (SLAs) between a LWU 

and the NSW Government would work, 
including: 

1. if SLAs will apply to LWUs even if 

they are not applying for funding 
under the CSO for BLoS and will they 

involve all LWU regulators. 

2. performance improvements set in 
the SLA may be tied to issues outside 

a LWU’s control, e.g., decisions made 

at catchment-level that impact 
individual LWU’s water resources. 

3. entering into SLAs for a CSO 
payment, and related administrative 

We acknowledge this feedback and note that policy design 
questions with respect to Service Level Agreements (SLAs) will be 

addressed during the policy design phase. We also note: 

1. In principle, the SLA would be a funding agreement between the 
funding provider (not any specific LWU regulator) and the funding 

recipient. The SLA only applies for LWUs that receive NSW 

government funding through a CSO for BLoS under the LWU 
Investment Framework.  

2. Effective strategic planning by a LWU, and effective 

coordination with other strategic planning, means that issues that 
are outside a LWUs operational areas and decision-making remit 

would be appropriately considered and efficiently addressed.  

Efficient expenditure needs of the LWU that arise from addressing 
external issues would be eligible under a CSO for BLoS. For 

example, if a catchment-level decision increases the costs for a 
LWUs to achieve a basic level of service in water security, the 

increased cost would be eligible for a CSO payment if there is a 
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burdens, should not be more onerous 
on smaller/less resourced LWUs. 

gap between the LWU’s efficient expenditure needs and revenue 
raising capacity. 

3. We note as above that, during the policy design phase, the LWU 

sector will be consulted on the details of the proposed CSO for 
BLoS, including its administrative implementation, and seek fit-

for-purpose arrangements that balance accuracy and simplicity. 

 

Stakeholders suggested the CSO for 

BLoS should allow for a ‘transitional 

approach’ to achieving basic levels of 
service prior to withdrawing CSO 

funding if they are not achieved.  

We acknowledge this feedback and note that the purpose of a 

CSO for BLoS is to enable the LWU to deliver basic levels of 

service. We will consider transitional design measures during the 
policy design phase, where basic levels of service cannot be 

achieved immediately. This would likely be managed in an adaptive 
fashion under the SLA, and will consider the use of regulatory 

means, as well as funding means, to ensure adequate service 

delivery. 

Stakeholders raised concerns that the 
PEC’s CSO for BLoS lacks clear 

incentives for a LWU to improve the 

efficiency of its operations and ensure 
it is effective at targeting constraints 

(e.g., as mentioned above, quality data 
and effective strategic planning). 

We acknowledge this concern and note that the ongoing 
assessment of efficient expenditure needs under a CSO for BLoS 

and its SLA will drive efficiencies in service provision. We will 

further evaluate during the policy design phase, whether potential 
changes to the regulatory landscape are appropriate to drive 

LWUs efficiency gains while continuing to provide funding.  

We note that a CSO for BLoS would provide stability and 

predictability for LWUs investment planning and the funding of 

future expenditure needs.  

Stakeholders raised concerns on how 
the CSO for BLoS would deal with 

transfers of money from the council’s 

general purpose funds to the LWU 
fund to support LWU service delivery 

activities.  

We acknowledge this feedback and note that in our understanding 
the CSO for BLoS proposed by the PEC would not expect a 

reasonable revenue raising effort to include transfers from the 

general purpose fund. 

A concern was raised regarding the 
vulnerability of the CSO for BLoS to 

being set at a level above actual costs, 

which would lead to over-recovery by 
councils. Suggestions to address this 

included an independent review of 
council costs for water service delivery 

or having a separate entity manage the 

We acknowledge these concerns. 

We note that any CSO payment to a LWU under a CSO for BLoS 

and individual SLA would be subject to ongoing re-assessment of 

the funding gap between efficient expenditure to deliver basic 
levels of service and the revenue that can reasonably be raised 

from customer and developers (based on the LWUs effective and 
adaptive strategic planning), and subject to adjustment if the LWU 

accesses funding from additional funding pathways.  
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water service function and related 
costs (which could be capped).  

We recognise that the funding gap between efficient expenditure 
needs and LWU revenue raising ability is dynamic. We note that 

this would be a significant design parameter for a CSO for BLoS 

and will be further developed in the policy design phase, including 
when considering other CSO-type funding mechanisms.    

Stakeholders questioned whether cost 

of development could be “subsidised” 
by a CSO payment, including the 

connecting costs for currently not 

serviced small towns/communities 
where full developer chargers would 

present a barrier to achieve coverage.  

We acknowledge this feedback. We will consider in the policy 

design phase what revenue can reasonably be raised from 
developer charges, including for new development and for 

connecting unserviced communities. 

 

 

3.4 Minimum regulatory standards and basic levels of 
service 

The PEC report described the establishment of basic levels of service (BLoS) that the NSW 
Government considers to be ‘a minimum acceptable level of service’ as a key element of the LWU 

Funding Policy and its proposed CSO for BLoS funding pathway. 

The PEC proposed BLoS for a number of service activities2, and suggested that, subject to 
regulatory standards being efficient, existing minimum regulatory standards should form the basis 
for determining basic levels of service.  

The PEC further suggested that BLoS could be agreed on as part of individual service level 
agreements to account for local circumstances and customer needs while ensuring efficient 
regulatory outcomes. 

To support this process, the PEC suggested exploring reform of existing minimum regulatory 
standards and processes for drinking water quality, environmental discharges, and water security to 

ensure regulation is effective and efficient. 

Under this theme, the PEC report provided the following recommendations: 

— Recommendation 11 – Ensure that implementation of minimum standards across the sector is 
efficient. 

 
2 Suggested activities included drinking water, non-potable, and recycled water supply (in terms of water 
quality, water security, and water reliability), wastewater services (in terms of environmental impact of 
wastewater management), and customer service. 
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— Recommendation 12 – Review the role of regulators in planning processes undertaken prior 
to submission of an application for water treatment and sewage works under section 60 LG 
Act approval processes. 

— Recommendation 13 – Establish an outcomes-focused standard for water security that 
outlines NSW-wide expectations while providing LWUs with flexibility to manage given local 
conditions. 

— Recommendation 14 – Develop a voluntary customer retail service standard for LWUs 

— Recommendation 15 – Develop and adopt a Basic Level of Service description under its LWU 
Funding Policy in consultation with the LWU sector. 

The Discussion Paper provided a high-level summary of the above, as well as a summary of the 
PEC’s proposed approach to minimum regulatory standards for drinking water quality, 
environmental impact, water security, and water reliability.  

The Discussion Paper then asked feedback on the general approach to minimum regulatory 
standards and BLoS, the specific BLoS suggested by the PEC, and how minimum regulatory 
standards could inform BLoS.  

 

 

Table 4 Feedback to Minimum regulatory standards and basic levels of service  

Feedback What we think and have done 

The LWU sector was generally 
supportive of all PEC 

recommendations under this theme, 
noting that any setting of minimum 

regulatory standards and related BLoS 

should account for local conditions, 
emerging issues, feasibility of 

implementation (in technical and cost 

criteria), and should be informed 
through customer engagement.  

Regarding specific regulatory 

standards and BLoS: 

1. General support for water quality to 

be linked to ADWG, noting that the 

design should consider aesthetic 
parameters and emerging issues (e.g., 

PFAS). 

 

We acknowledge this feedback and note that setting BLoS will 
enable better targeting of funding. 

We note that further detailed work will take place during the 
policy design phase that will include how a CSO-type funding 

mechanism can consider local conditions, emerging issues, 

flexibility in implementation of BLoS, and inclusion of customer 
preferences. This will be a central part of the LWU Funding Policy 

design. In principle, BLoS will be informed by the minimum 

regulatory standards (subject to outcomes from LWU regulators’ 
review of relevant minimum regulatory standards), with local 

issues being considered as part of a CSO’s Service Level 

Agreements.  

 

1 & 2. As explained above, this will be further considered during 

the policy design phase. 
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2. General support for environmental 
impact BLoS linked to existing 

regulation, noting that further clarity is 

required on how environmental risks 
are set. 

3. General support for LWUs to 
individually define their own BLoS for 

system reliability, noting that Sydney 

Water and Hunter Water measures are 
not adequate for regional LWUs. 

4. General support for a voluntary 

customer charter, with a wide range of 
suggestions on what should be 

included.  

5. General support for a water security 
minimum standard and related BLoS, 

noting they should: 

• be flexible to adapt to local 
conditions.  

• be informed through broader 
(whole-of-catchment) strategies. 

This requires more clarity and 

coordination with NSW 
Government strategic approaches 

(NSW Water Strategy and RWS). 

consider an enduring level of supply 
that can differ between large 

cities/towns and smaller communities 

(e.g., water carting) 

3. We note the feedback on service levels on system reliability and 
will consider it during the policy design phase, noting that the PEC 

suggested that system reliability cost could form part of the 

expenditure needs eligible under a CSO for BLoS as needed and 
based on appropriate benchmarks. 

4. We note the feedback on customer service charter and will 
include the suggestions provided for consideration during the 

policy design phase. 

5. We acknowledge the feedback on water security BLoS and will 
include the suggestions provided for consideration during the 

policy design phase, noting that – as expected under the strategic 

planning outcome of understanding water security and related 
outcomes under section 3 of the RAF – water security and the 

setting of water security service levels should consider local 

circumstances, broader catchment strategies, and enduring 
supply concepts. 

 

Stakeholders were concerned by the 

financial, technical, and capacity 

barriers necessary for adequate data 
collection and analysis systems to 

ensure appropriate measurement of 

levels of service.  

We acknowledge this feedback.  

We note that expenditure needs to address these barriers would 

be eligible under a CSO for BLoS. We also note that, under section 
3 of the RAF, the NSW Government expects LWUs to have in place 

effective and evidence-based strategic planning, which includes 

adequate data collection and analysis to enable sound strategic 
decision making, including sound pricing based on efficient 

expenditure needs.  We note, as explained in section 3.3, that we 

will also explore alternative CSO-type models during the policy 
design phase, with an aim to balance administration and data 

needs, accuracy and simplicity.  
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Some stakeholders were concerned 
that setting BLoS would hinder or 

impede LWUs in pursuit of higher 

levels of service. 

We note this feedback and clarify that LWUs can pursue levels of 
service higher than BLoS based on their customers’ preferences 

and willingness to pay. 

We note that the BLoS would be the threshold for NSW 
Government funding through a CSO for BLoS, as the funding gap 

is determined by the efficient expenditure needs to achieve BLoS. 
Expenditure needs to deliver service levels above BLoS would not 

be covered by a CSO for BLoS. 

Some stakeholders were concerned 

with the setting of “minimum” or 
“basic” standards as this would mean 

that consumers’ preferences would be 
above the efficient use of funding, 

noting that in some cases consumers’ 

preferences should go beyond a “basic 
need” (e.g., not being required to 

regularly boil water or receive water 

that is not aesthetically appropriate).  

We acknowledge this feedback and note that we will be 

considering in the policy design phase, especially when designing 
specific BLoS, how customer preferences should be taken into 

account.  

 

Several stakeholders explicitly 
supported the PEC report’s position 

that minimum standards must produce 
net benefits for the LWU sector.  

We note that this will be further explored in the policy design 
phase, noting that key aspects to consider will be the scale(s) at 

which net benefits and related trade-offs occur, and how benefits 
and trade-offs would be assessed. 

Stakeholders were concerned on 

whether service levels should and can 

be equalised in NSW, noting various 
issues and challenges to do 

considered including LWUs unique 

operating contexts, and vertical and 
horizontal equity considerations.  

Some stakeholders suggested that the 
framework or process of setting BLoS 

should be consistent, while the 

thresholds/outputs of BLoS could be 
different.  

We recognise that equalising service levels across NSW is a 

complex endeavour, and we will be engaging with the LWU sector 

to evaluate this further during the policy design phase. 

We note the suggestion and agree that an important design 

element will be determining the approach (process, threshold, 

etc.) to set BLoS. 
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Stakeholders were uncertain about 
how BLoS would apply to communities 

that are currently not directly serviced 

by a LWU reticulates network, 
including Aboriginal communities with 

a service agreement with LWUs under 
the Aboriginal Communities Water and 

Sewerage Program (ACWSP); 

We note that we will consider during the policy design phase the 
issue of NSW Government funding for the cost of connecting 

currently not connected communities; this will include considering 

if and how BLoS apply to those communities not serviced by a 
LWU’s reticulated network and Aboriginal communities under the 

ACWSP. We note that central to this discussion will be considering 
how equity in BLoS is established at local and state levels 

General support from the LWU sector 

to improve the regulatory context and 
ensure efficient regulatory processes. 

In particular: 

1. Support for a process for multi-

agency prioritisation of regulations, 

with a consideration on competing 
cost and time to meet regulations as 

key variables in balancing regulatory 

objectives. 

2. Support for establishing a regular 

review of the efficiency of regulatory 

standards, including a better 
understanding of the cost to achieve 

LWU regulations. 

3. Suggested areas for improvement 
of regulations robustness and 

consistency, including efficiency of 

capital and non-capital expenditures, 
effective risk management practices, 

and monitoring performance across 
the PEC’s suggested minimum 

standards 

4. Support for transparency and 
consistency in LWU regulators 

requests for similar issues from 

different LWUs.  

We acknowledge this feedback and note that LWU regulators 

have mechanisms in place to enhance transparent, clear and 
coordinated regulatory processes and ensure these are as 

efficient as possible for the LWU sector. This includes recent 
efforts as described in Section 3.2 of this report.  

We further note that work on regulatory requirements and 

processes will be undertaken during the policy design phase, 
including: 

• how regulation at local and sector levels can achieve net 
benefits to NSW,  

• how to make the regulatory systems as efficient as possible 
for society, and 

• how to include considerations of if/how the above points can 
be done on a sector-wide level and/or at smaller scales. 

The policy design phase will include LWU regulators jointly 
working together to determine the feasibility and scope of the 

points above, including considering the PEC’s proposed approach 

on developing regulatory and enforcement strategies that are 
informed by regulatory impact statements and NSW Government 

Guide for Better Regulation.  

We appreciate the suggestions provided and will consider them 

further during the policy design phase. 
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Stakeholders raised that further 
clarity is required in defining what 

‘efficiency’ means in regard to 

regulatory standards. In particular, 
care must be taken in considering 

‘efficiency’ in delivery by smaller, less 
resourced councils. 

We acknowledge this feedback and note that clearly defining the 
meaning, scope, measurement, and applicability of ‘efficiency’ is 

central to setting and applying of basic levels of service (based on 

minimum regulatory standards) as well as assessing LWU 
expenditure needs and LWU performance.  

In the policy design phase we will further explore if potential 
improvements of existing minimum regulatory standards and 

processes for drinking water quality, environmental discharges, 

and water security are possible to  

• ensure regulation is effective and efficient and can take 

into account differences in LWU capability.   

• enable the setting of effective and efficient basic levels of 
service and the identification of optimal solutions to 

deliver them, resulting in efficient and well-targeted 

funding. 

Several stakeholders were concerned 

with the costs of meeting regulatory 

requirements, particularly if minimum 
regulatory standards are set too high 

and regulatory requirements increase 

across all LWU regulators. 

We note that, in principle, expenditures associated with meeting 

regulatory standards and associated basic levels of service would 

be eligible for funding under a CSO for BLoS, as long as the 
expenditure is efficient.  

We also note the PEC recommends that minimum regulatory 

standards and associated BLoS are set and applied in an efficient 
manner (see above). We will work on this further during the policy 

design phase. 

A stakeholder raised that under 
current legislation sewerage 

treatment plants (STP) that service 

less than 2,500 persons equivalent 
capacity or 750 kilolitres per day do 

not require an environmental license. 

This means that many small STPs 
would not have quality data or be able 

to demonstrate meeting a BLoS. 

We acknowledge this feedback and will further consider during 
the detailed policy design phase, how to set and apply BLoS for 

environmental impact levels where an STP licence is not available.  

 

3.5 Provision of services in Western NSW 
The Commission’s report includes two specific recommendations about the reform of LWU services 
in Western NSW: 
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Recommendation 16: Immediately establish a reform process to identify and implement the 
most efficient and effective structure for providing water and sewerage services in Western 
NSW.  
Recommendation 17: Develop a Strategic Business Case for CSO funding to Western NSW 
LWUs based on the output of the reform process. 

 

The NSW Government has asked the department to work with councils in western NSW to progress 
these recommendations, and specifically to explore the service delivery options outlined in the PEC 
report. The underlying premise of this process, consistent with the NSW Government’s broader 
policy position on local water utility ownership, is to encourage councils to opt-in to a co-design 
process to identify the most appropriate solutions to the complex water and sewerage service 

delivery issues in Western NSW.  

This document summarises the consultation undertaken by the department in phase 1 of the project 
(October 2024 to mid-2025) with western NSW councils, key stakeholders and relevant government 

agencies. The consultation was initially undertaken alongside broader consultation regarding the 
development of the NSW Government response to the PEC report.  

Feedback received from stakeholders in the Discussion Paper and western NSW LWU consultation 
processes has indicated strong agreement with recommendations 16 and 17. However, a number of 
stakeholders also raised the view that western NSW is not the only area of the State where councils 
are facing similar, pressing challenges and some submissions recommended broadening the scope 
of this project to include other such councils. While the Commission’s report recommended an ‘all 
options considered' approach, structural options involving asset transfer were generally opposed by 
LWU stakeholders (see section 3.5.2 for further information regarding key themes arising from 
consultation). 

Feedback received has also raised key issues that will inform further work and consultation during 
phase 2 of the Western NSW LWU reform process (see Next Steps section below). 

3.5.1 Overview of consultation undertaken in phase 1 
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3.5.1.1 Consultation with local councils and stakeholder groups 

The department commenced consultation with western NSW LWUs in October 2024 to explore the 
structural water and sewer service delivery reform options outlined in the Commission’s report. 
Consultation was initially focussed on the 16 councils in western NSW highlighted in the PEC report 
to have historically faced significant challenges with respect to water and sewer service delivery. At 
the request of the Western Councils Water Alliance (WCWA), the scope of the program was 
expanded to include four additional WCWA councils (Dubbo Regional, Gilgandra, Mid-Western and 
Narromine). This reflects the strong preference of the thirteen WCWA member councils to work 

together with the Government to explore how the alliance of councils model could improve service 
delivery under a CSO funding approach.  

A summary of the council consultation led by the department is outlined in Table 1, including the 
level of engagement of each of the 20 Western NSW LWUs and other key stakeholder groups 

including the WCWA, the Central NSW Joint Organisation of Councils (CNSWJO) Water Alliance, the 
NSW Water Directorate, and Local Government NSW.  

A Council Reference Group (CRG) has also been established to provide advice on the strategic 
assessment of structural options identified by the PEC. This includes a mix of general managers and 
water managers/directors from western NSW councils, the Western Councils Water Alliance, 
Central NSW JO Water Alliance, the NSW Water Directorate and LGNSW. 

Consultation was also undertaken with councils in western NSW and elsewhere in the State as part 
of the consultation process on the broader Government response to the PEC report. 

Table 6: Consultation undertaken with western NSW councils/stakeholders in phase 1 

Date Consultation approach Engagement by western NSW 
councils/stakeholders 

Oct/Nov 

2024 

Offer of one-on-one meetings with 

water managers, directors and general 

managers (issued via email to water 
managers/directors with phone follow-

up). 

Balranald, Bourke, Carrathool, Central 

Darling, Cobar, Hay, Lachlan, Mid-Western, 

Moree Plains, Narromine, Warren and 
Warrumbungle. 

Essential Water, Western Councils Water 
Alliance, CNSWJO Alliance, LGNSW, 

Water Directorate. 

Oct/Dec 

2024 

Opportunity to provide feedback to 

Discussion Paper on the Productivity 
and Equality Commission’s Review of 

Funding Models for Local Water 

Utilities 

Submissions received from: Lachlan, 

Alliance of Western Councils, CNSWJO, 
NSW Water Directorate, Western Councils 

Water Alliance 
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Date Consultation approach Engagement by western NSW 
councils/stakeholders 

29 Nov 

2024 

Online workshop to brief all 20 

western NSW councils on the reform 
process and options recommended by 

the Commission (recorded and 
available online). 

Narromine, Western Councils Water 

Alliance, LG NSW, Moree, Walgett, 
Essential Water, Hay, Dubbo, Wentworth, 

NSW Water Directorate, Central Darling, 
Carrathool, Midwestern, Balranald 

17 Dec 
2024 

First meeting of CRG  Narromine, Lachlan, Moree, Midwestern, 
Warren, Walgett, Central Darling, NSW 

Central JO, LG NSW, NSW Water 
Directorate, Warrumbungle, Cobar, Rous, 

Western Councils Water Alliance 

19 Feb 

2025 

Second CRG meeting (workshop in 

Dubbo/online) 

Balranald, Brewarrina, Central Darling, 

Cobar, Coonamble, Dubbo, Hay, Lachlan, 
Midwestern, Moree, Narrabri, Walgett, 

Warren, Warrumbungle, NSW Water 

Directorate, LG NSW, CNSWJO, Western 
Councils Water Alliance 

12 April 

2025 

Third CRG meeting (online) Bourke, Central Darling, Cobar, Lachlan, 

Mid-Western Regional, Moree Plains, 

Narrabri, Narromine, Walgett, Warren, 
Warrumbungle, NSW Water Directorate, 

LGNSW, CNSWJO, Western Councils 

Water Alliance 

 

3.5.1.2 Focus of council consultation in phase 1 

Initial consultation focussed on council LWU managers and staff. All council staff contacted by the 
department were strongly encouraged to advise their general managers of the process and invite 
them to further discussions. General managers from the following nine western NSW councils have 
subsequently either met with the department or attended one or more Council Reference Group 
meetings: Brewarrina, Bourke, Carrathool, Central Darling, Cobar, Hay, Mid-Western, Walgett and 
Warren.   

The Department has not engaged extensively with local councillors in phase 1, due largely to advice 
from Office of Local Government, Local Government NSW (LGNSW) and individual councils that the 
commencement of the reform process coincided with the onboarding of new councillors after the 

September 2024 local government elections. However, the Department briefed the LGNSW Board 
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on 6 December 2024 and has met with LGNSW staff multiple times since October 2024. LGNSW 
staff also participate in the CRG. 

The department will expand the focus of its western NSW consultation to elected councillors in the 
coming months and will continue to liaise with LGNSW about how to ensure the diversity of 
councillor views from across councils in western NSW can be incorporated into the reform process. 
Endorsement by councillors will be instrumental in determining how councils wish to proceed in 
reform discussions (e.g. exploring council preferred structural reform options as part of a co-design 
process with the department). 

3.5.1.3 Other consultation undertaken 

To engage with relevant NSW Government agencies, the department has established: 

1. The Key Agencies Reference Panel – containing representatives from the key regulatory 
agencies (NSW Health, the Environment Protection Authority and the Office of Local 
Government), as well as NSW Treasury and the Cabinet Office. 

2. The Internal Working Group – containing representatives from relevant branches across 
DCCEEW’s Water Group.  

3.5.1.4 Consultation on strategic analysis of structural options 

As part of this process, the department consulted with western NSW LWUs, key stakeholder groups, 
as well as NSW Government agencies on a strategic analysis of the structural reform options 
outlined in the PEC report. The options included: 

• LWUs continuing to provide services as stand-alone entities,  

• groups of LWUs working together to provide water and sewer services (e.g. as alliances or 
through Joint Organisations of Councils),  

• county councils 

• various corporate models (council owned, State/council joint-owned and State-owned).  

Some other options referenced by the Commission, including the separation of water supply and 
water delivery, were not explored.  

For the sake of simplicity in assessing the economic impacts of the options, the analysis assumed 
that all 20 western NSW LWU would participate in the options. Where a structural option was 
testing costs and benefits of a consolidated model, the analysis also assumed that all 20 western 
NSW LWU would opt-in a consolidated model.    

Themes arising from feedback received on the strategic analysis process are reflected in section 
3.5.2 of this report.  
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3.5.1.5 Feedback received through PEC report discussion paper  

Consultation on the PEC recommendations relating to western NSW (recommendations 16 and 17) 
was undertaken by the department through the PEC LWU funding report discussion paper3.   
Sixteen submissions were received as part of the discussion paper process, including two from 
western NSW councils (Cobar and Warrumbungle Shire Councils), two from water alliances in the 

region (Central NSW Joint Organisation of Councils Water Alliance, and the Western Councils Water 
Alliance), as well as the NSW Water Directorate and Local Government NSW. A submission was also 
received from the department’s Water Utilities Branch which made comments relevant to the 
western NSW reform process.  
 
All feedback received through the discussion paper in relation to western NSW is reflected in this 
section, along with feedback received from councils in the other forums described in section 3.5.1 of 
this report.  

3.5.2 Key themes arising from consultation in phase 1 

3.5.2.1 Structural Reforms and Governance 

• Throughout this process the western NSW councils stated that they were not interested in 
pursuing county council or corporate models, primarily due to concerns about losing control of 
their water assets, governance, and workforce as well as concerns about the financial impact of 
removing LWU businesses from general purpose councils.   

• 12 of the 20 western councils have expressed a preference to pursue reform through the 
alliance of councils’ model.  

• Due to its unique and ongoing water and sewer service challenges and risks, one council 
expressed interest in exploring the option of the NSW Government delivering water and sewer 
services on its behalf.   

• Most other western NSW LWUs expressed the view that water and sewer services should 
continue to be delivered by LWUs as standalone entities.  

• The alliance model is particularly favoured as it allows councils to retain ownership and control 
over assets, ensuring decision-making remains local. Existing entities such as the Western 
Councils Water Alliance (WCWA) and Central NSW Joint Organisation (CNSWJO) Water Alliance 
demonstrate successful regional collaboration, highlighting their effectiveness. 

• There were concerns expressed about JOs taking ownership of individual council assets/ or 
providing services on behalf of councils. It was noted that the structure of JOs under the Local 

 
3 https://water.dpie.nsw.gov.au/our-work/local-water-utilities/addressing-the-nsw-productivity-and-equality-
commissions-review-of-alternative-funding-models 
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Government Act does not easily permit them to be service delivery entities and in any case, 
none currently function in this manner. CNSWJO advised that it would have no interest in 
pursuing such an approach.  

• The Water Directorate notes that while alliances and JOs may work for many LWUs, some 
Western LWUs may not easily fit into an alliance model. Alternative support arrangements, such 
as funding a ‘client engineer’ to work in an LWU office or establishing bespoke support 
agreements, should be considered. 

• As alliances and JOs may include both LWUs who are eligible and ineligible for CSO funding, 
there is a risk of strain on existing relationships, which should be monitored to ensure continued 
success. 

• Other councils outside of the 16 identified in the PEC report (and the WCWA extra 4) should be 
considered as specifically vulnerable councils - e.g. councils bordering the identified Western 
Councils and elsewhere. 

• Broader comments included: 

o Structural reform should not be the entire focus (the regulatory environment, resourcing of 

State support for strategic planning etc should also be considered) 

o Any structural reforms must not impose additional administrative burdens on councils 
already operating at full capacity. 

o Structural change will not overcome the need for significant capital investment in 
infrastructure needed to service western NSW communities. 

o Any model adopted must balance effectiveness and accountability while maintaining 
autonomy and agency for participating councils. 

3.5.2.2 Basic Levels of Service  

• Western NSW councils broadly support establishing Basic Levels of Service (BLoS) to ensure 
consistent water quality and supply reliability across all LWUs. 

• One council recommended expanding the BLoS to include aesthetic water quality factors, such 
as taste, odour and water hardness, as these factors also influence public perception and 
community satisfaction. 

• The BLoS should apply equally to both water reticulation (distribution) and water treatment 
systems, ensuring fairness and consistency across all councils. 

3.5.2.3 Strategic Planning by Local Water Utilities 

• Western NSW councils acknowledged that strategic planning is essential for effective water 
management and support making it a mandatory requirement. 
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• However, many councils expressed concerns about the burden of meeting such requirements, 
particularly for smaller councils with limited resources. 

• One council proposed an audit of LWU capacity to ensure that strategic planning requirements 

are tailored to each council’s capabilities. 

• There is frustration from councils who view the existing strategic planning requirements under 
the Regulatory and Assurance Framework for local water utilities (RAF) as complex and 

restrictive, and lacking integration between state and local water planning. 

• Three key solutions were proposed: 

o Simplify and streamline strategic planning processes. 

o Utilise existing local government planning frameworks instead of creating new regulatory 
burdens. 

o Incentivise regional strategic planning through collaborative efforts. 

3.5.2.4 Feedback on the structural options assessment process 

Western NSW councils expressed the following views about the options assessment process:  
• The Government should not only consider the economic benefits/disbenefits when making 

decisions about structure. Not many structural solutions will make economic sense given the 
size of the entities and geographic constraints. Other factors need to drive decision making, 
including what will work practically in western NSW. 

• The options assessment should consider smaller groupings of councils, not just the 20 LWUs 
together. This is because the LWUs are all unique and face challenges working together 
(geographic isolation, different communities of interest, different key challenges). 

• Local level politics will be a key issue in decision making and it is critical to talk to councillors 
about the options and process. 

• The process should consider other versions/variations of the options set out in the PEC report 

(e.g. county council with strategic planning functions only). 

• There are concerns about some of the data on which the analysis is based 

o water quality should not only be analysed with respect to health impacts, and aesthetics 
should also be considered 

o the department’s ERIL risk rating system is limited and should not be relied heavily upon, 
particularly in regard to operational costs. 

3.5.2.5 Nature of the reform process 

Councils highlighted the need for a collaborative reform process that commits to genuine co-design 
and allows sufficient time for proper consultation. Key points included: 
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• A forced reform process is unlikely to succeed, and a collegiate reform process will require 
significant energy and goodwill from eligible councils 

• Rushing the implementation of the reform - 18 months not enough and consultation periods 

should be at least 6 weeks.  

• An opt-in process may create division among LWUs where participation should be uniform for 
Western NSW  

• The process may further disrupt already stretched staff. 

• Lessons were learned from the TWRRP Phase 1 that this type of reform takes time and needs a 
well co-designed and resourced implementation and governance plan– let's take the time 
needed to get it right. 

• One size may not suit or fit all and not all problems or their cures are the same. 

• The reform process will need time, considerable resources and willingness from the NSW 
Government and eligible councils to engage in a genuine co-design approach. 

 

3.5.3 Next phase of engagement for Western NSW 
As corporate structural models are not supported by LWUs, the NSW Government has determined 
that more work is required to better understand if LWU preferred approaches (e.g. alliances of 
councils, NSW Government led delivery options for Central Darling Shire Council, and revised stand-
alone delivery approaches) can achieve service improvements, scale efficiencies, improved 
governance and professional capability up-lift.  Under this approach, the Government and western 
NSW LWUs that opt-in to the process will co-design a pilot program utilising a preliminary CSO 
funding approach to test LWU preferred approaches.  
 

 
 

The department has already commenced consultation with western NSW to inform planning for the 
next phase and the feedback received in phase 1 (summarised above) will also inform the phase 2 
co-design process.  
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The pilot program will be co-designed with interested western NSW LWUs over the remainder of 
2025. The details of the proposed pilot program will be taken to Government for approval (including 
funding of the pilot), with a view to commencing in mid-2026 in-line with the recommendations of 
the PEC. 

3.6 Pensioner rebates and hardship schemes 
The PEC identified marked differences in rebates between regional pensioners and those living in 
Sydney and Hunter regions, as well as issues in equitable access to rebates. The PEC also noted 
inequities of NSW Government funding for rebates between regional LWUs and Sydney Water and 

Hunter Water.  

The PEC suggested considering broader support schemes to address customer affordability, 
hardship and financial emergencies, including current pensioner rebates in regional and 
metropolitan areas. The PEC recommended that government fully fund targeted 
concessions/rebates and hardship schemes through transparent CSOs (not linked to the CSO 
funding mechanism to help deliver basic levels of service (‘the CSO for BLoS)).  

Under this theme, the PEC report provided the following recommendations: 

— Recommendation 18 – Evaluate pensioner rebate on all water services before the 2025-26 
Budget. 

— Recommendation 19 – Fund any targeted concessions/rebates deemed necessary in the 
LWU sector via a transparent CSO. 

— Recommendation 20 – Develop a service level agreement with the Office of Local 
Government where a CSO is paid to all LWUs to support rebates/concessions to address 
hardship pressures 

— Recommendation 21 – Include the principles and approach to funding a CSO for hardship 
rebates in the LWU Funding Policy to be developed over the next 12 months. 
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Table 5 Feedback to Pensioner rebates and hardship schemes 

Feedback What we think and have done 

Across the board support for PEC recommendations for a review 
on pensioner rebates and the development of guidelines for 

hardship rebates, noting the following: 

1. Stakeholders noted there is a need to set a principles-based 
approach for customer affordability that considers equity across 

State Owned Corporations (Sydney Water and Hunter Water) 
and regional LWUs. 

2. Pensioner rebates should be equal across NSW for State 

Owned Corporations and regional LWUs. 

3. Stakeholders provided a wide range of suggestions to be 

considered under hardship, for example temporary financial 

crisis, family violence, and support for small business customers.  

We acknowledge this feedback.  

We will consider the issues and 

suggestions raised in the policy design 

phase, including during the review of 
customer affordability mechanisms 

(pensioner rebates and hardship 
schemes). We note that this review 

would cover support schemes and their 

funding both in regional and 
metropolitan NSW. 

General support for pensioner and hardship rebates to be fully 

covered by NSW Government via a CSO mechanism.  

One stakeholder noted that a majority of councils already have 
hardship policies in place to inform the process. 

As above. 

Stakeholders raised that customer affordability mechanisms, 

like pensioner rebates and hardship policies, need to improve 

their focus to support targeting those in real, material need. 

As above. 

3.7 Implementation plan for proposed reforms 
The PEC detailed an implementation plan for its proposed reforms, including a proposed governance 
structure and an implementation timeline.  

The Discussion Paper asked for feedback on the PEC’s proposed implementation plan, noting that 
the NSW Government would develop an updated implementation plan following consultation with 
the LWU sector.  

 

 

 

 

 

 



 

What We Heard Report 40 

 

Table 6 Feedback to Implementation plan for proposed reforms  

Feedback What we think and have done 

General support for a paced, 

transparent approach to reform 

through extensive sector consultation 
and co-design. Specific stakeholder 

feedback noted the following: 

1. the PEC’s proposed timeline for 
reform was too ambitious to 

implement complex reforms 

2. the LWU sector’s consultation 
fatigue needs to be considered in the 

development of the engagement plan 

for the policy design phase 

3. clear deliverables should be explicit 

and set early to ensure the LWU sector 
can monitor and have accountability 

on the outcomes from committing 

their time and resources 

4. regional workshops should be 

incorporated into the policy design 

phase as they create significant 
collaboration opportunities 

We appreciate this feedback and have considered it when 

developing our implementation plan (see public response).  

We acknowledge that the proposed reforms are complex and 
should not be rushed. We are pursuing a 2-year policy design 

timeline to ensure adequate engagement with the LWU sector and 

that reforms pursued achieve our shared objectives. 

An initial step in the policy design phase will be to validate, 

determine accountability lines for, and socialise the expected 

deliverables for the reform process. We note that the governance 
structures and engagement mechanisms we have set in the 

implementation plan are to ensure meaningful engagement, 

transparency and accountability. Where feasible and relevant, 
regional workshops will be incorporated in the policy design 

process. 

Some stakeholders raised concerns on 

the speed of implementation of the 
PEC’s recommendations, and lack of 

clarity on if/how the PEC’s proposed 

implementation plan has progressed 

 

We note that we have engaged comprehensively with the sector 

on the PEC’s recommendations, prior to our public response. We 
will continue to engage with the sector during the policy design 

phase (see above). 

General support for the PEC’s 

proposed governance structure 
(including a LWU Sector Reform 

Steering Committee, a Regulatory 

Review Steering Committee, and 
Stakeholder Reference Groups) and 

proposed annual review cycle of the 

Sector Priorities Plan and SLAs with 
LWUs.  

We acknowledge this feedback. We have taken into account the 

PEC’s proposed governance structure in the design of our 
implementation plan.  



 

What We Heard Report 41 

Stakeholders raised concerns about 
the lack of an oversight mechanism to 

assess the NSW Government’s 

implementation of the reform.  

We note that the updated implementation plan includes 
appropriate governance and stakeholder engagement 

mechanisms for the policy design phase of the reform to ensure 

transparency and accountability. As mentioned above, these 
accountability mechanisms will be based on those proposed by 

the PEC: a LWU Sector Reform Steering Committee, a Regulatory 
Review Steering Committee, and Stakeholder Reference Groups. 

We further note that the department has in place an internal 

quality assurance framework for its regulatory process and 
engages in regular review of its regulatory performance through 

sector surveys and periodic policy reviews (e.g. RAF review) 

A stakeholder raised that the 
Discussion Paper did not provide the 

LWU sector with any implementation 

options for the PEC’s 
recommendations. 

The Discussion Paper was deliberately focused only on obtaining 
feedback on the PEC’s recommendations to enable a NSW 

Government response that is informed by the sector’s views on the 

PEC’s recommendations. Our response outlines a 2-year policy 
design phase period to allow for adequate time and collaboration 

in developing appropriate implementation options for the PEC’s 

recommendations.  

A stakeholder raised that the 
proposed LWU funding reforms should 

be recognised in the upcoming 
FY25/26 State Budget, ensuring a 

commitment to the funding required to 

develop and implement the reforms 

We acknowledge this feedback and note that resources have been 
made available under phase 3 of the Town Water Risk Reduction 

Program to progress this reform 

 

 

 

3.8 General feedback received  
This section of the report responds to general feedback received during the consultation that does 
not directly correspond to the themes above.  
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Table 7 Feedback to general feedback received  

Feedback What we think and have done 

Many stakeholders stressed the 
importance of recognising the 

economic benefits of regional town 

water and sewerage services as a 
critical and essential component of the 

NSW economy. Regional towns 
provide essential support for 

industries, and sustain essential 

services such as health, social care 
and education, noting that the 

consequences of failure of town water 

supply and sewerage services would 
have enormous financial impacts to 

NSW. 

We recognise there are significant economic costs from 
inadequate town water and sewerage services.  

The NSW Government has been providing significant funding to 

the LWU sector over the last few decades to address this and 
continuously worked with the LWU sector to identify how to better 

approach, support, and fund solutions to town water and 
sewerage services. 

We note that the PEC has made recommendations to improve the 

effectiveness and efficiency of NSW Government funding, 
particularly by moving to a CSO-type funding model aimed at 

achieving basic levels of service for NSW communities. 

Some stakeholders noted that ring-
fencing requirements between water 

supply and sewerage should be 

considered with a view to removing 
them to enable LWUs to manage 

finances and funding more efficiently, 

as well as allow for more effective 
strategic planning. 

We acknowledge this feedback and will consider it during the 
policy design phase. We note that flexibility in financial 

management between the water supply fund and the sewerage 

fund (subject to appropriate pricing oversight) can improve service 
agility of LWUs’ water supply and sewerage business, increase a 

LWUs’ ability to effectively manage cash flow and debt funding 

for the delivery of priority assets, and enable LWUs to effectively 
operate as an integrated water utility, potentially resulting in 

efficiency gains. 

A stakeholder raised concerns about 
ensuring the roles and responsibilities 

of Councillors are clearly set in the 

LWU Investment Framework, as they 
are key decision-makers for LWUs. 

The NSW Government notes that the development of the LWU 
Investment Framework, in particular the LWU Funding Policy, will 

define roles and responsibilities for relevant stakeholders. We will 

consider if Councillors should have specific roles and 
responsibilities or fall under the Local Council in the policy design 

phase. 
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A stakeholder raised a concern that 
the NSW Government position on “no 

privatisation” of LWU assets excludes 

the participation of the private sector 
in the LWU sector, and requests that 

private funding be considered under 
the LWU Investment Framework  

We note that the NSW Government supports public ownership of 
water supply and sewerage assets in regional NSW and is 

committed to not privatising or selling-off councils’ water supply 

and sewerage assets, or forcibly amalgamating councils’ local 
water utilities. We also note that the NSW Government recognises 

the importance of LWUs’ ability to procure services, or borrow 
from, the private sector. The NSW Government understands and 

supports the need for flexibility so local water utilities can access 

the skills and expertise provided by the private sector to deliver 
value for money and improve customer outcomes. We support 

local water utilities having the flexibility to procure private sector 

service as they see fit, including for designing, constructing, 
maintaining and operating urban water infrastructure and service. 

 

3.9 Next steps 
The feedback provided by the LWU sector will inform the NSW Government response and 
implementation plan to the Productivity and Equality Commission’s report on Review of funding 
models for local water utilities.  

We will submit this response to NSW Cabinet with aims to engage in a 2-year policy design phase 
with the LWU sector. This will ensure the issues raised by the LWU sector and the NSW Government 
in regard to the PEC recommendations can be addressed in a robust and meaningful manner.  

Following a response from NSW Cabinet, the department will communicate the outcome with the 
LWU sector and provide detailed next steps regarding the timing of the NSW Government’s 
proposed implementation plan.  

Further detail about the next phase of engagement for the Western NSW project is outlined in 
section 3.5.3 of this report. 
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