15 August 2025

Mr Andrew Nicholls PSM

Chief Executive Officer

Independent Pricing and Regulatory Tribunal
PO Box K35

Haymarket Post Shop NSW 1240

Dear Andrew
Your reference: 21/142 Impact of draft water prices on Sydney Water

| am writing in reply to your letter of 1 August 2025 seeking Sydney Water’s input to your
review of WaterNSW'’s Greater Sydney bulk water prices. Thank you for the opportunity to
contribute. In addition to addressing the question of how the draft bulk water prices impact on
our revised expenditures and prices set out in our June 2025 updated proposal, we wish to
raise a concern regarding the proposed continuation of the current drought pricing
mechanism.

IPART'’s proposed bulk water prices would increase Sydney Water’s water service
charge by $16 each year on average

IPART'’s Draft Report, released on 31 July 2025, proposes to increase WaterNSW's average
Greater Sydney bulk water prices by 10.4 per cent per annum (excluding inflation). For a
typical residential customer, this would add $7.00 to bills in 2025-26, $20.00 in 2026-27, and
$31.00 in 2027-28 (excluding inflation) compared with 2024—25. IPART’s draft decision sets
WaterNSW'’s total notional revenue requirement for the three-year period at $824.8 million,
with Sydney Water accounting for 99 per cent of this amount ($816.5 million).

In comparison to our updated proposal, submitted on 23 June 2025, IPART's proposed bulk
water prices for Greater Sydney would increase our water service charge by an average of
$16 each year. The water service charge represents about 5.5 per cent of the 2024-25
typical bill, so the overall bill impact is about two percentage points over the 2025-28 period.

We view the WaterNSW costs are a pass through of IPART’s assessed prudent and efficient
cost of supplying raw water. Given the operational challenges outlined in our Price Proposal,
we have not identified any prudent reduction in our proposed expenditure to offset these
additional costs.
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Better aligning Greater Sydney’s drought pricing mechanisms

IPART has proposed continuing drought pricing when dam levels fall below 60 per cent,
remaining in effect until levels reach 70 per cent. This approach is based on the superseded
2017 Metropolitan Water Plan.

In contrast, the NSW Government’'s Greater Sydney Water Strategy Implementation Plan
2022-2025 and the Sydney Desalination Plant (SDP) Decision Framework activates supply
management earlier, at 75 per cent dam capacity. This is achieved through increased
production from the SDP.

This means operational responses begin well before customers receive a price signal to
conserve water. Aligning the drought pricing trigger with the 75 per cent threshold would
provide earlier and clearer signals to the community, support more proactive drought
planning, and help slow dam depletion.

The SDP Decision Framework creates a financial disconnect, with Sydney Water required to
purchase significantly more water from the SDP when dam levels fall to 75 per cent,
increasing operating costs. However, drought pricing, which helps recover these costs,
doesn't begin until dam levels drop to 60 per cent. This misalignment means cost recovery
relies on a retrospective true-up mechanism, which could result in higher bills for customers
in the following period and raise affordability concerns.

| attach a copy of the SDP Decision Framework for your consideration.

Thank you once again for the opportunity to contribute Sydney Water’s views.

Yours sincerely

Paul Plowman
Acting Chief Executive Officer
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