Financing the Flow: A Lifecycle Analysis
of Public Stormwater Infrastructure
Funding in New South Wales

Author: David Nixon Stormwater Services Australia 13 September 2025

1.0 Executive Summary

Public stormwater infrastructure in New South Wales (NSW) is at a critical juncture, facing a
systemic funding crisis that threatens economic prosperity, environmental health, and
community safety. The current framework for financing the lifecycle of these essential
assets—from planning and construction to maintenance and renewal—is structurally
inadequate, fragmented, and unsustainable. This has resulted in a significant and growing
infrastructure renewal backlog, conservatively estimated in 2012 at over $633 million, a figure
that has undoubtedly grown and is being dangerously accelerated by the impacts of climate
change.

This report presents a comprehensive lifecycle analysis of public stormwater infrastructure
funding in NSW. It finds that the governance of stormwater is fractured, with responsibilities
divided between property owners, local councils, and state-owned corporations like Sydney
Water. This fragmentation fundamentally obstructs the integrated, catchment-wide
management necessary to address modern stormwater challenges. Local councils, who own
and manage the vast majority of stormwater assets, are encumbered by an unfunded
mandate: they hold the primary responsibility for service delivery but are constrained by
state-imposed financial limitations, most notably rate-pegging and a severely deficient
dedicated funding source.

The primary mechanism for funding ongoing maintenance and renewal, the Stormwater
Management Service Charge (SMSC), is a structurally flawed instrument. Capped at a nominal
$25 per residential property, it is inequitable, has its real value eroded by inflation annually,
and is incapable of generating the revenue required to maintain a multi-billion-dollar asset
base. Consequently, councils are forced to divert scarce funds from general revenue, creating
an unsustainable competition with other essential services. While sophisticated Asset
Management Plans are developed, they increasingly serve to document a strategy of
"managed decline" rather than sustainable service delivery.

Capital funding for new assets, primarily sourced from developer contributions, exhibits a
"greenfield bias," effectively servicing new growth areas while leaving existing urban
catchments without a viable funding stream for major renewal. Furthermore, this model
creates a "lifecycle cost blind spot,” funding the creation of new assets without providing for



their long-term operational and renewal costs, thus adding to the future unfunded liability.

In contrast, alternative funding models demonstrate superior outcomes. Melbourne Water's
integrated "Waterways and Drainage Charge" provides a powerful example of a
catchment-based governance and funding structure that is equitable, scalable, and capable
of funding a comprehensive suite of stormwater and waterway health services. Similarly, the
impervious-area-based stormwater utility model, widely adopted internationally, establishes a
fair 'user-pays' system that not only generates adequate revenue but also creates a powerful
financial incentive for property owners to reduce runoff at its source.

This report concludes with a multi-layered framework of recommendations for reform.
Immediate actions focus on stabilising the system by removing the cap on the SMSC and
commissioning an urgent update of the infrastructure backlog. Medium-term reforms propose
the foundational work for a new model, including mandating the mapping of impervious
surfaces and piloting a user-pays utility fee. The long-term transformation requires structural
change: enacting a new NSW Stormwater Management Act to establish a user-pays principle
as the default funding mechanism and undertaking a comprehensive review of governance in
Greater Sydney to create a more integrated, catchment-based management authority.
Without these fundamental reforms, NSW will continue to defer a mounting liability, placing its
communities, environment, and economy at increasing risk from the consequences of failing
stormwater infrastructure.

2.0 The NSW Stormwater Landscape: Assets, Actors,
and Accountabilities

2.1 Defining the Domain: From Nuisance to Resource

The philosophy underpinning stormwater management has undergone a profound evolution
over recent decades. Historically viewed as a nuisance—a volume of water to be collected and
disposed of as rapidly as possible to prevent flooding—stormwater is now increasingly
recognised as a valuable resource and a critical determinant of urban sustainability and
liveability." This conceptual shift moves beyond a narrow focus on drainage and flood
mitigation to embrace a holistic view that integrates water quality, waterway health, and the
potential for stormwater to enhance the urban environment through reuse and the creation of
green infrastructure.’

The public stormwater network in NSW is a vast and complex system of engineered and
natural assets. It comprises a traditional "grey" infrastructure network of underground pipes,
box culverts, kerb inlets, and junction pits designed for conveyance.® It also includes open
channels, which may be concrete-lined or naturalised with rock and native vegetation to
improve ecological outcomes. Interspersed within this network are critical water quality



assets, such as Gross Pollutant Traps (GPTs) and trash racks that capture litter and coarse
sediment, and sophisticated "green" infrastructure like constructed wetlands and bioretention
systems that use natural processes to filter pollutants.” The scale of this asset base is
immense. Sydney Water alone manages 458 kilometres of channels and pipes and over 80
stormwater quality improvement devices (SQIDs) across 73 catchments." At a local level, a
single council like Mosman manages a stormwater asset portfolio with a replacement value
exceeding $73 million, including over 65 km of pipes and culverts and more than 2,800 pits
and headwalls.®

2.2 A Fractured Framework: Mapping Governance and Responsibility

The management of this extensive asset base is characterised by a complex and fragmented
governance framework, where responsibilities are divided across multiple public and private
entities. This division creates significant challenges for integrated, catchment-wide planning
and funding. The distinct roles and accountabilities are detailed below and summarised in
Table 1.

Property Owners: The responsibility for stormwater management begins on private land.
Property owners are legally responsible for the maintenance of all stormwater infrastructure
within their property boundaries, including roof gutters, downpipes, and drainage pipes, up to
the designated "legal point of discharge,” which is typically the street kerb or a
council-managed drain.”® A crucial legal principle is that downstream property owners are
required to accept natural overland flow from adjoining properties and are prohibited from
erecting barriers that obstruct or redirect this flow."

Local Councils: Local governments are the primary custodians of public stormwater
infrastructure in NSW. They own and manage the overwhelming majority of the state's
stormwater assets, particularly the local drainage networks located on public land such as
roads and parks.? Their responsibilities are extensive and are grounded in legislation such as
the

Local Government Act 1993."° These responsibilities encompass the entire asset lifecycle,
including strategic planning, construction of new assets, routine maintenance, renewal of
aging infrastructure, and managing local flood risk."

Sydney Water: As a State-Owned Corporation, Sydney Water plays a significant role in
stormwater management in its area of operation. Its primary responsibility is for large-scale or
'trunk' drainage systems, which convey water from multiple smaller catchments to major
waterways.”” Sydney Water manages trunk drainage across 72 stormwater catchments in the



Sydney region and collaborates closely with local councils on flood risk management
committees, particularly where its assets are involved.’ In new development areas, such as the
Western Sydney Aerotropolis, a clear demarcation of responsibility is emerging, where Sydney
Water manages trunk drainage for catchments equal to or greater than 15 hectares, while the
local council remains responsible for the finer-grained local network below this threshold.?

NSW Government Agencies: Several state government agencies provide the overarching
policy and regulatory framework. The NSW Environment Protection Authority (EPA) is
responsible for protecting and enhancing water quality, which includes regulating polluting
activities that may impact stormwater.?' The Department of Planning, Housing and
Infrastructure (DPHI) oversees the legislative framework, including the

Local Government Act 1993, and issues key policy documents such as the NSW Government
Flood Risk Management Manual and the guidelines for developer charges, which govern how
councils can fund new infrastructure.’

This division of responsibilities, particularly the often arbitrary split between council-managed
local networks and Sydney Water-managed trunk drainage, inherently obstructs a holistic,
integrated water cycle management approach.” Hydrological systems do not respect
administrative boundaries; a flood surge or a plume of pollution does not halt at the
15-hectare catchment line. This structure forces a piecemeal response to systemic issues,
leading to inefficiencies, gaps in accountability, and suboptimal environmental outcomes. The
governance framework itself is a primary contributor to the challenges the sector faces, as no
single entity is ultimately responsible for managing an entire urban catchment from ridgeline
to waterway.”

Furthermore, this structure creates a fundamental contradiction for local government. The
NSW Government, through legislation and policy, delegates the primary operational and asset
management responsibility for stormwater to councils.”? However, it simultaneously imposes
severe financial constraints through policies like rate-pegging and the capped Stormwater
Management Service Charge, which prevent councils from generating the revenue needed to
sustainably fulfill this mandate." This mismatch between responsibility and financial capacity
constitutes an "unfunded mandate," a structural flaw in the state-local government
relationship that guarantees the long-term degradation of these vital community assets.



Table 1: Stormwater Governance Matrix in NSW
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3.0 Funding the Foundation: Capital Investment and
Asset Creation

The creation of new public stormwater infrastructure, essential for accommodating urban
growth and improving environmental outcomes, is financed through a distinct set of
mechanisms, primarily developer contributions and ad-hoc government grants. While
effective in specific contexts, this approach to capital funding exhibits a systemic bias
towards new development and often fails to account for the full lifecycle costs of the assets it
creates.



3.1 Developer Contributions: Paying for Growth

The principal mechanism for funding new stormwater infrastructure in NSW is through
charges levied on property developers. This ‘user-pays' system is designed to ensure that the
cost of infrastructure required to service new development is borne by that development,
rather than by the existing ratepayer base. The legal authority for this is provided by Section
64 of the Local Government Act 1993 and Section 306 of the Water Management Act 2000,
with detailed implementation guided by the 2016 Developer Charges Guidelines for Water
Supply, Sewerage and Stormwater.”

The cornerstone of this system is the 'nexus' principle: a charge can only be levied if there is a
clear and reasonable connection between the development and the increased demand for
public infrastructure.?® To establish this nexus and calculate the appropriate charges, councils
and water utilities prepare detailed Development Servicing Plans (DSPs). These plans identify
the specific infrastructure required to service a new development area, estimate the total cost
of these works, and then apportion this cost across the developable area to determine a
per-hectare or per-lot contribution rate.?°

Sydney Water's Stormwater Management Framework for Aerotropolis and Mamre Road
Precincts provides a clear example of a structured DSP approach. The framework establishes
16 principles to ensure that infrastructure is planned efficiently, costs are apportioned fairly,
and there is a clear interface between infrastructure funded by Sydney Water's DSP (for trunk
drainage) and works funded by the local council's contributions plan (for the local network),
thereby avoiding duplication.?® Similarly, in Queensland, Brisbane City Council's Local
Government Infrastructure Plan (LGIP) functions as a comprehensive framework to identify
future trunk infrastructure needs and levy charges on new development to fund its delivery.”’

This model is effective for financing the expansion of the stormwater network into ‘greenfield'
development sites. However, its reliance on new development as the trigger for funding
creates a significant structural problem. In established urban areas, where the most pressing
need is often the renewal and upgrading of aging infrastructure to cope with increased
density or the impacts of climate change, there is typically no large-scale greenfield
development to levy. Consequently, the primary capital funding mechanism is unavailable for
the vast majority of the existing asset base, contributing directly to the accumulation of the
renewal backlog.



3.2 Grant Funding: Catalytic but Unsustainable

The other significant source of capital funding for stormwater projects has been competitive
grant programs administered by the state government. The most notable of these was the
NSW Stormwater Trust, established as part of the Waterways Package in the late 1990s. The
Trust's Urban Stormwater Program allocated over $51 million (and in some reports, up to $82
million) to councils for 252 distinct projects across the state."

This program had a demonstrably positive impact. It was a catalyst for innovation, funding the
construction of 73 wetlands and the rehabilitation of 54 urban stream sites.’' The projects
funded were estimated to prevent 3,600 tonnes of pollution from entering NSW waterways
each year.*’ The program also acted as a powerful financial lever, with the state's investment
prompting councils to contribute a further $30 million towards these projects.®’ Beyond the
physical works, the program was instrumental in building the capacity of local councils to
undertake more sophisticated stormwater management planning and community education.”

Despite these successes, a grant-based model is inherently unsuited to be the long-term,
systemic solution for capital funding. Such programs are, by nature, ad-hoc, subject to
changing government priorities, and intensely competitive.”® They cannot provide the
predictable, ongoing stream of capital required to systematically address the state-wide
infrastructure renewal needs. The official evaluation of the Stormwater Trust program itself
reached this conclusion, stating unequivocally that the allocation of grants "should not be

seen as the long-term solution for funding councils' stormwater management".*

A critical deficiency in both developer contributions and grant funding is the "lifecycle cost
blind spot.” These mechanisms are overwhelmingly focused on providing the upfront capital
for construction (CAPEX)." They often fail to establish a corresponding, secure, and ongoing
funding stream for the whole-of-life costs of operation, maintenance (O&M), and eventual
renewal of the assets they create. While Sydney Water's DSP principles do consider O&M
costs in scheme design %°, the primary function is capital recovery. The result is that every
new asset built adds a future, unfunded liability to a council's balance sheet. The system for
creating assets is dangerously disconnected from the system for sustaining them, a flaw that
guarantees the expansion of the very funding crisis the system should be designed to
prevent.”



4.0 The Sustaining Cost: Funding for Operations,
Maintenance, and Renewal

The financial sustainability of public stormwater infrastructure hinges on the ability to fund the
ongoing, recurrent costs of operations, maintenance (O&M), and the timely renewal of aging
assets. In NSW, the framework for this crucial aspect of lifecycle funding is deeply flawed,
relying on an inadequate dedicated charge and the over-burdened general revenue of local
councils. This creates a chronic disconnect between strategic asset management planning
and the financial reality of service delivery.

4.1 The Stormwater Management Service Charge (SMSC): A Capped
and Inequitable System

The primary dedicated funding source available to local councils for ongoing stormwater
management is the Stormwater Management Service Charge (SMSC). Introduced through an
amendment to the Local Government Act 1993 (Section 496A) in 2005, the charge was
intended to provide councils with a reliable revenue stream for stormwater services."

However, the design of the SMSC is fundamentally flawed, rendering it incapable of achieving
this objective. Its key features are:

e A Low, Fixed Cap: The charge is capped by legislation at a maximum of $25 per annum
for a standard residential property and half of that ($12.50) for a residential strata lot.
This cap is a nominal dollar amount and is not indexed to inflation, meaning its real value
has been consistently eroded since its introduction.

¢ Inequitable Application: The SMSC is levied as a flat fee, irrespective of a property's
size, value, or its contribution to stormwater runoff. A small residential unit pays a similar
amount to a large commercial warehouse with an expansive, impervious roof and car
park, despite the latter generating vastly more runoff and associated pollution. This
violates the 'user-pays' principle and fails to link revenue generation to the scale of the
problem."

e Restricted Use: The revenue generated can be used for a defined list of "new or
additional" stormwater management services, including the maintenance of drainage
systems and GPTs, community education, and water quality monitoring. Crucially, the
guidelines explicitly prohibit the use of SMSC funds for permanent staff positions or for
core services like general street sweeping and kerb and guttering, unless it is to address
a specific flooding issue from private land."



The inadequacy of the revenue generated by this charge is stark. For example, Clarence Valley
Council, upon introducing the charge, anticipated it would raise approximately $420,000 per
year. This amount is trivial when compared to the council's identified backlog of over $10
million in high-priority renewal works for assets in poor or very poor condition.** The SMSC is
not merely underfunded; its legislative design makes it a structurally flawed instrument,
incapable of providing a sustainable financial foundation for a growing and aging asset base.

4.2 The Burden on General Revenue: Competing Priorities and
Rate-Pegging

Given the severe limitations of the SMSC, councils are forced to fund the vast majority of their
stormwater O&M and renewal programs from their general fund.'” This places stormwater
management in direct competition with every other essential service a council provides,
including libraries, parks, roads, and community services.'” In an environment of constrained
resources, the less visible, "out of sight, out of mind" nature of buried stormwater assets often
leads to their de-prioritisation in annual budget cycles.

This problem is acutely exacerbated by the NSW Government's rate-pegging policy. This
policy places a cap on the total amount a council can increase its general rate income each
year. This cap rarely keeps pace with the real-world inflation of construction, materials, and
labour costs, effectively shrinking a council's real-terms budget over time.?’ This financial
straitjacket severely limits a council's ability to allocate the necessary funds to maintain, let
alone renew, its stormwater assets, directly contributing to the growth of the infrastructure
backlog.”’

4.3 Asset Management Planning: The Disconnect Between Strategy
and Funding

NSW councils are required under the Integrated Planning and Reporting framework to develop
comprehensive Asset Management Plans (AMPs) for their major infrastructure classes,
including stormwater.' These AMPs are often sophisticated documents that inventory the
entire asset portfolio, define desired levels of service, assess asset condition, and forecast the
long-term expenditure required for O&M and renewal to meet those service levels
sustainably.®



To support this, many councils utilise best-practice tools and standards developed by the
Institute of Public Works Engineering Australasia (IPWEA). These include the detailed
guidelines in Practice Note 5: Stormwater Drainage for condition assessment and the
NAMS.PLUS framework, which provides a nationally consistent, ISO 55000-aligned
methodology for developing AMPs.’

These planning processes expose the critical disconnect at the heart of the funding crisis.
The AMPs provide a clear, evidence-based calculation of the funding required to maintain
assets in a satisfactory condition. However, the available funding mechanisms—the capped
SMSC and rate-pegged general revenue—are completely detached from and incapable of
meeting this calculated need. Council AMPs explicitly document this shortfall, presenting
financial projections that show a large and growing "funding gap" between the required
renewal investment and the allocated budget.*”

In this context, the AMPs are transforming from strategic tools for ensuring long-term
sustainability into administrative documents that merely quantify and schedule the inevitable
degradation of community assets. As Armidale Regional Council explicitly states in its AMP,
without additional income from a Special Rate Variation, it "will have no choice but to free up
existing funds by cuts to operational services as part of a 'managed decline' strategy".® This
will lead directly to the "deterioration of the SW network" and an inability to install new
infrastructure where needed.® The planning framework is no longer facilitating sustainable
management; it is being used to plan for asset failure in a structured manner, representing a
profound failure of the entire system for this critical asset class.

5.0 The Widening Chasm: Quantifying the
Infrastructure Backlog and Funding Gap

The cumulative effect of a fragmented governance structure and decades of systemic
underfunding is a substantial and growing infrastructure renewal backlog. This funding gap
represents a significant deferred liability, posing escalating risks to the economic,
environmental, and social well-being of communities across NSW. The problem is further
compounded by the accelerating pressures of climate change, which threaten to render much
of the existing network unfit for purpose.

5.1 A Legacy of Underinvestment: The Scale of the Renewal Backlog



Quantifying the precise, current value of the state-wide stormwater infrastructure backlog is
challenging due to a lack of consistent, centrally collated data. However, available evidence
points to a liability of significant scale. The most widely cited figure comes from a 2012 report
by Local Government NSW, which estimated the stormwater drainage infrastructure renewal
backlog for its member councils at $633 million."”

While now over a decade old, this figure remains a critical benchmark. More recent data from
individual councils confirms that the problem persists and is growing. Clarence Valley Council,
for instance, has identified a backlog of at least $10 million for assets already rated as being
in poor or very poor condition.* In the Sydney metropolitan area, Ku-ring-gai Council has
forecast that its total infrastructure backlog—across all asset classes—is projected to
increase by nearly 40% to $325 million over the next decade without a significant increase in
funding.’ These examples underscore the urgent need for an updated, comprehensive
assessment of the state-wide backlog, a key objective of the National State of the Assets
(NSoA) project currently being undertaken by the Australian Local Government Association
(ALGA) and IPWEA.*!

The historical backlog figure, however, likely represents a gross underestimate of the current
and future liability. The pressures of climate change are fundamentally altering the operational
demands on the stormwater system. Increased rainfall intensity and more frequent extreme
storm events mean that many existing assets are not only deteriorating but are also becoming
hydraulically inadequate.? The challenge is therefore not simply renewing assets on a
like-for-like basis, but upgrading an entire system to a new, more resilient standard.
Recognising this, IPWEA has developed specific guidance—

Practice Note 12.1: Climate Change Impacts on the Useful Life of Infrastructure and Practice
Note 12.2: Climate Resilient Materials for Infrastructure Assets—to help asset managers
incorporate climate projections into lifecycle planning and design.*® This necessity for
system-wide adaptation means the true financial challenge is exponentially larger than
historical backlog figures suggest.

5.2 Diagnosing the Causes: A Convergence of Constraints

The funding gap is not the result of a single policy failure but a convergence of multiple,
reinforcing constraints that have systematically starved the sector of necessary investment.
The primary causes include:

¢ Inadequate Funding Mechanisms: The legislatively capped, inequitable, and
non-indexed Stormwater Management Service Charge is structurally incapable of
providing a sustainable revenue base. Furthermore, NSW lacks any dedicated state-level



funding programs for the ongoing management of stormwater assets, a stark contrast to
other jurisdictions.?

e Revenue Constraints on General Funds: The state government's rate-pegging policy
severely restricts the ability of councils to raise sufficient general revenue to cover the
shortfall left by the inadequate SMSC.*’

e Cost Shifting: A systemic pattern of the state government delegating primary
responsibility for stormwater management to local councils without providing the
commensurate, permanent funding required to fulfill that responsibility.?’

e Historic Neglect and Shifting Paradigms: For much of the 20th century, stormwater
was treated as a simple drainage problem. The shift to a more complex paradigm
involving water quality and ecological health has introduced new asset types (like
wetlands and bioretention systems) with more intensive maintenance requirements, yet
the funding models have not evolved in parallel.?

e Deficient Economic Analysis: Traditional cost-benefit analyses often fail to capture the
full, long-term economic value of well-managed stormwater systems. Benefits such as
improved public health, enhanced waterway amenity, urban cooling, and ecological
resilience are difficult to monetise and are frequently excluded from investment
decisions, making it harder to justify preventative expenditure.?

The systemic nature of this financial stress is independently validated by the NSW
Auditor-General. The 2024 report on local government found that financial sustainability is a
concern across the sector, with 40% of councils failing to meet the operating performance
benchmark and a concerning 46% not meeting the infrastructure renewal benchmark.*’ The
report noted that for many councils, revenue growth is lagging behind expenditure growth in
real terms.”” The stormwater funding crisis is therefore an acute symptom of a broader,
sector-wide condition of financial unsustainability, reinforcing the need for state-level
structural reform rather than relying on individual councils to solve the problem alone.

5.3 The Consequences of Inaction: Economic, Environmental, and
Social Risks

Failure to address the stormwater funding gap and the associated infrastructure backlog
carries severe and wide-ranging consequences for the people of NSW.

e Economic Risks: The most direct economic risk is an increase in flood damage to both
public infrastructure and private property as drainage systems fail or prove inadequate.®
Deferring maintenance and renewal leads to higher costs in the long run, as minor issues
escalate into major failures requiring expensive emergency repairs. A deteriorating and
unreliable stormwater system can also act as a constraint on future urban development



and economic growth.

e Environmental Risks: Unmanaged or poorly treated stormwater is a primary vector for
pollution in urban waterways. Runoff carries litter, sediment, oils, heavy metals, and
nutrients from urban surfaces directly into creeks, rivers, and harbours." This pollution
degrades water quality, harms and kills aquatic life, destroys sensitive ecosystems, and
can lead to toxic algal blooms.*®

e Social Risks: Failing stormwater infrastructure poses a direct threat to public health and
safety. Flooding can endanger lives, disrupt communities, and create health hazards
through contact with contaminated water.® Polluted waterways also lead to a significant
loss of public amenity, rendering rivers and beaches unsafe for recreational activities like
swimming, fishing, and boating, and diminishing the quality of life in urban areas.*®

6.0 Alternative Horizons: Comparative Analysis of
Advanced Funding Models

The systemic failures of the NSW stormwater funding model stand in stark contrast to more
advanced, sustainable, and equitable frameworks implemented in other Australian and
international jurisdictions. A comparative analysis of these alternatives provides a clear
roadmap for reform, demonstrating that viable solutions exist to address the challenges of
lifecycle funding. The most compelling models are those that integrate governance at a
catchment scale and link charges directly to a property's impact on the stormwater system.

6.1 The Melbourne Model: An Integrated Catchment-Based Charge

Melbourne Water provides a leading Australian example of an integrated governance and
funding model. Its "Waterways and Drainage Charge" is a comprehensive mechanism that
overcomes the fragmentation and inadequacy seen in NSW.”'

e Structure and Application: The charge is levied on over two million property owners
across the entire Port Phillip and Westernport region, an area defined by hydrological
catchments rather than municipal boundaries.” It is collected efficiently by retail water
companies on behalf of Melbourne Water through regular water bills.”' The charging
structure is equitable, with different rates applied to different property types to reflect
varying levels of service and impact:

o Residential properties pay a fixed annual fee ($125.00 for 2025-26).”'



o Commercial and industrial properties pay a rate based on their Net Annual Value
(NAV), subject to a minimum charge, linking the fee to the property's economic
scale.”

o Rural properties, which receive a lower level of drainage service, pay a reduced
fixed fee ($68.60 for 2025-26).”'

Revenue and Scope: This structure generates a substantial and predictable revenue

stream, amounting to $256 million in the 2015/16 financial year.* This funding supports a

comprehensive suite of services across the entire water cycle, including the planning,

construction, and maintenance of major drainage infrastructure; waterway health
programs such as revegetation and habitat improvement; comprehensive flood risk
management and mapping; and the enhancement of community access and recreation
along waterways."’

Governance and Regulation: A key element of the model's success is its integrated

governance structure. It centralises strategic planning and funding for major drainage

and waterway health at a single, regional body (Melbourne Water), which has the scale
and mandate to manage entire catchments holistically.>® This overcomes the piecemeal
approach inherent in the NSW system. Melbourne Water then partners with local councils
to deliver specific projects, such as stormwater harvesting schemes and local wetland
construction.®® Critically, the pricing structure is subject to independent oversight and
approval by Victoria's Essential Services Commission, ensuring transparency and
accountability.”’ This demonstrates that successful funding reform is intrinsically linked
to, and often preceded by, governance reform that aligns administrative structures with
hydrological realities.

6.2 The Stormwater Utility Model: A 'User-Pays' Approach Based on
Impervious Area

An alternative and widely advocated model is the establishment of a stormwater utility that
levies a fee based on a property's impervious surface area. This approach represents a
fundamental shift from a flat tax to a true 'user-pays' or 'polluter-pays' system.*°

Principle and Equity: The core principle is that the fee paid by a property owner is
directly proportional to the amount of stormwater runoff their property generates. This is
measured by quantifying the area of hard surfaces like roofs, driveways, and car parks.*®
This is inherently more equitable than a flat fee, as a large industrial site with extensive
hardstand areas will pay significantly more than a small residential dwelling on a
vegetated block.”’

Implementation: Establishing a stormwater utility requires a dedicated business case
and feasibility study.>” It involves using Geographic Information System (GIS) technology



to map impervious surfaces across a local government area and establishing a clear
billing and administrative structure. To ensure financial accountability, the utility is often
run as a ring-fenced business unit, preventing the revenue from being diverted to other
council services.”

e Incentivising Behaviour Change: The most powerful feature of this model is its ability
to act as a behavior-change mechanism, not just a revenue tool. The framework typically
includes a system of credits or discounts for property owners who implement on-site
stormwater management measures.“° Installing a rainwater tank, creating a raingarden, or
using permeable paving can directly reduce a property's impervious area calculation,
leading to a lower annual charge.*® This creates a direct financial incentive for private
investment in Water Sensitive Urban Design (WSUD), shifting the management paradigm
from a reliance on publicly funded, end-of-pipe solutions to a shared responsibility
model where positive private action is financially rewarded.

6.3 International Frameworks and Mandates

International experience, particularly from the United States, highlights the critical role that
higher levels of government can play in driving and supporting effective stormwater
management.

e Federal Investment and Support: Recognising that local funding efforts alone are often
insufficient, the U.S. Environmental Financial Advisory Board has consistently
recommended significant federal investment in stormwater infrastructure. This includes
calls for new grant programs and the expansion of low-cost financing mechanisms like
the Clean Water State Revolving Fund (SRF), mirroring the federal support provided for
drinking water and wastewater infrastructure.*®

e Mandated Regulatory Drivers: A key difference is the presence of a strong, federally
mandated regulatory framework. The U.S. EPA's National Pollutant Discharge Elimination
System (NPDES) program requires operators of Municipal Separate Storm Sewer Systems
(MS4s) to obtain permits for their discharges.®® These permits mandate the development
and implementation of a comprehensive stormwater management program that
addresses six minimum control measures: Public Education, Public Involvement, lllicit
Discharge Detection and Elimination, Construction Site Runoff Control, Post-Construction
Stormwater Management, and Pollution Prevention/Good Housekeeping for Municipal
Operations.*® This creates a powerful, legally enforceable driver for councils to fund and
implement effective stormwater management practices, a top-down mandate that is
largely absent in the devolved NSW system.*

Table 2: Comparative Analysis of Stormwater Funding Models



Key Criterion NSW Stormwater Melbourne Waterways Impervious Area
Management Service & Drainage Charge Utility Fee
Charge (SMSC)

Basis of Charge Flat fee per property. Hybrid: Fixed fee for Based on the measured
residential/rural; based impervious surface area
on property value (NAV) of a property.
for commercial.

Equity Low. Flat fee regardless Medium. Differentiates High. Directly links the

of property size or
runoff contribution.
Inequitable between
small apartments and
large warehouses.

between property
classes, but residential
fee is flat and
commercial is linked to
value, not runoff.

charge to the
property's contribution
to stormwater runoff.
Follows 'user-pays'
principle.

Revenue Potential

Very Low. Capped at a
low nominal rate ($25)
and not indexed to
inflation. Grossly
insufficient.

High. Generates
hundreds of millions
annually. Rate is set by
an independent
regulator to ensure cost
recovery.

High / Scalable.
Revenue is directly
scalable to meet the full
cost of service delivery,
including O&M and
capital renewal.

Administrative
Complexity

Low. Simple to
administer as a flat
charge on rates notices.

Medium. Requires
coordination with retail
water companies for
billing and management
of different property
classes.

Medium to High
(Initial). Requires initial
investment in GIS
mapping of impervious
areas. Ongoing
administration is
manageable.

Incentivises WSUD?

No. Provides no
financial incentive for
property owners to
reduce runoff.

No. The charge is not
structured to reward
on-site stormwater
management.

Yes. A core feature.
Credits and discounts
directly reward property
owners for installing
rainwater tanks,
raingardens, etc.

Governance Model

Fragmented. Levied by
individual councils,
leading to a piecemeal
approach within
catchments.

Integrated. Levied by a
single,
catchment-based
authority (Melbourne
Water), enabling
strategic, region-wide
investment.

Typically Local. Levied
by individual councils or
regional bodies. Can be
adapted to integrated
governance.




7.0 Charting a Sustainable Future: A Multi-layered
Recommendations Framework

The analysis presented in this report demonstrates an urgent need for fundamental reform of
the public stormwater infrastructure funding and governance framework in NSW. The current
system is unsustainable and is actively contributing to a growing infrastructure deficit that
poses significant risks to the state. To address this, a phased, multi-layered approach is
required, moving from immediate stabilisation measures to long-term structural
transformation. The following recommendations provide a strategic pathway for the NSW
Government, local councils, and water utilities to build a resilient and financially sustainable
stormwater future.

7.1 Immediate Actions (0-2 Years): Stabilising the System

These initial actions are designed to halt the accelerating decline of the system and provide
councils with immediate financial relief while laying the groundwork for more substantial
reform.

e Recommendation 1: Reform the Stormwater Management Service Charge. The NSW
Government should immediately introduce legislation to amend the Local Government
Act 1993 to remove the fixed $25 cap on the Stormwater Management Service Charge.
The amendment should replace the cap with a requirement for the charge to be set by
councils based on a transparent calculation of service delivery costs, and mandate that it
be indexed annually to a relevant industry measure, such as the IPWEA Local
Government Cost Index. This will restore the charge's function as a meaningful revenue
tool and protect its value from inflation.

e Recommendation 2: Commission a State-wide Infrastructure Backlog Assessment.
The NSW Government, in partnership with Local Government NSW (LGNSW) and the
Institute of Public Works Engineering Australasia (IPWEA), should commission an urgent,
comprehensive, and state-wide assessment of the public stormwater infrastructure
renewal backlog. This assessment should build upon the 2012 data and align with the
methodology of the National State of the Assets (NSoA) project to provide a robust,
evidence-based quantification of the current funding gap.”

e Recommendation 3: Establish a Transitional Grant and Capacity-Building Fund. The
NSW Government should establish a new, dedicated funding program, administered



through a body like the NSW Environmental Trust, to provide targeted grants to councils.
This fund should have two streams: (1) co-funding for the remediation of critical,
high-risk stormwater assets to address the most immediate public safety and
environmental threats; and (2) co-funding for the development of comprehensive,
climate-adapted Stormwater Asset Management Plans that meet IPWEA best-practice
standards.

7.2 Medium-Term Reforms (2-5 Years): Building the Foundation for a
New Model

These reforms focus on developing the technical and policy foundations required for a
successful transition to a modern, equitable funding system.

Recommendation 4: Mandate Impervious Area Mapping. The NSW Government
should mandate and co-fund a program for all metropolitan and major regional councils
to undertake a comprehensive mapping of impervious surfaces (roofs, roads, car parks,
etc.) within their Local Government Area using GIS technology. This data is the essential
technical prerequisite for implementing a fair 'user-pays' funding model and will provide
invaluable inputs for improved flood and water quality modelling.

Recommendation 5: Develop a Unified State-wide Stormwater Framework. A
cross-agency task force—comprising representatives from DPHI, the EPA, Sydney Water,
Hunter Water, and local government—should be established to develop a cohesive and
modern NSW framework for Water Sensitive Urban Design (WSUD) and integrated
stormwater management. This framework must address the policy, guideline, and
technical support gaps identified by industry bodies, providing clear and consistent
standards for councils and developers across the state.?

Recommendation 6: Pilot an Impervious-Area-Based Stormwater Utility Fee. The
NSW Government should support and fund a pilot program for several willing councils to
implement a full impervious-area-based Stormwater Utility Fee. The pilot councils should
be selected to represent a range of urban typologies (e.g., inner-city, suburban growth
area, regional centre). The pilot will serve to test and refine the administrative and
financial models, demonstrate the benefits of the approach, and build a robust business
case for state-wide implementation.

7.3 Long-Term Structural Transformation (5-10 Years): Implementing a
Sustainable Framework



These long-term recommendations involve the legislative and governance changes necessary
to create a permanently sustainable and integrated system for stormwater management in
NSW.

Recommendation 7: Enact a New NSW Stormwater Management Act. The NSW
Government should develop and enact new, standalone legislation that establishes the
‘user-pays' principle, based on a property's contribution to stormwater runoff (i.e.,
impervious area), as the default funding mechanism for all urban and peri-urban
councils. This Act should provide a clear and robust legal and administrative framework
for the establishment and operation of local or regional stormwater utilities, including
provisions for setting charges, billing, and implementing incentive programs for on-site
WSUD.

Recommendation 8: Reform Stormwater Governance in Greater Sydney. The NSW
Government should undertake a formal, independent review of stormwater governance in
the Greater Sydney region. The objective of this review should be to design a more
integrated, catchment-based management model that overcomes the current
fragmentation. The review should seriously consider options for expanding the role and
funding base of Sydney Water to operate in a manner analogous to Melbourne Water,
with a single, integrated "Waterways and Drainage Charge" for the entire metropolitan
region. This must be designed to ensure a clear, collaborative, and properly funded role
for local councils in the delivery of local services.

Recommendation 9: Establish a State Infrastructure Co-Investment Fund. To
address the legacy infrastructure backlog, the NSW Government should establish a
long-term, low-cost financing facility, similar in principle to the U.S. Clean Water State
Revolving Fund (SRF).®" This fund would provide low-interest loans and grants to councils
to accelerate the renewal and upgrade of their stormwater assets. Funding priority
should be given to projects that demonstrably enhance climate resilience, improve
waterway health, and support integrated water cycle management outcomes.
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