Attachment 1

Statement of Corporate Intent

2016-17

Shareholder Agreement
This 2016-17 Statement of Corporate Intent for the Sydney Water Corporation has been agreed between:

..............................................
Bruce Morgan
Chairman
Sydney Water Corporation

…………………………….
Kevin Young
Managing Director
Sydney Water Corporation

and

..........................................
The Hon. Gladys Berejiklian MP
Shareholder

.......................................
The Hon. Dominic Perrottet MP
Shareholder

Date...............................

Sydney Water Corporation
1 Smith Street
Parramatta NSW 2124

Board of Directors
Mr Bruce Morgan (Chairman)
Mr Kevin Young (Managing Director)
Dr Abby Bloom
Dr Diana Day

Mr Trevor Bourne
Dr Marlene Kanga
Mr Paul Leaming
Mr Richard Fisher
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1. Objectives

The Sydney Water Act 1994 (section 21) and the
State Owned Corporations Act 1989 (SOC Act)
(section 20E) set out the principal objectives of
the Corporation, namely to be a successful
business, and to protect the environment and
public health.

Sydney Water’s purpose is that we will be world
class, delivering essential water that our
customers love, in our great city.

Sydney Water achieves its principal objectives
through the Corporate Strategy.
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2. Business Overview
Business Scope
Sydney Water delivers essential water to 4.8 million people in
Sydney, the Illawarra and the Blue Mountains. These services
include:
•
supplying drinking water to Australian Drinking Water
Guidelines specified by the National Health and Medical
Research Council
•
collecting and treating wastewater to regulated standards
•
recycling treated wastewater for non-drinking purposes,
partially re-using treatment by-products and responsibly
disposing of treated wastewater
•
managing stormwater in defined areas.

Regulatory Operating Environment

Principal statistics
Service a population over
4,800,000 people

Provide drinking water to
around 1,900,000 properties

Customer satisfaction rating
of 7.7 out of 10

Water quality health
compliance of 100%

Supply over 500,000 million
litres of water per year

Collect over 560,000 million
litres of wastewater

Over 21,000 km of water
pipes

25,000 km of wastewater
pipes

Annual revenue over $2.5
billion

Economic (or regulatory)
asset base with a value in
excess of $16 billion

Annual operating costs over
$1.3 billion

Annual capital expenditure
averaging over $600 million

In addition to its principal Acts, Sydney Water operates within a statutory and regulatory framework established through other
legislation such as the Protection of the Environment Operations Act 1997 and various regulations.
Another key source of regulation is the Independent Pricing and Regulatory Tribunal Act 1992. Under this Act, the Independent
Pricing and Regulatory Tribunal (IPART) determines Sydney Water’s prices (for regulated services) and acts as the Operating Licence
regulator.
Sydney Water provides various reports to the Shareholders and NSW Treasury (detailed in section five).
NSW Health primarily regulates Sydney Water under the Public Health Act 1991 and advises the Government on drinking water
quality standards. As required by section 35 of the Sydney Water Act 1994, there is a Memorandum of Understanding (MoU) between
Sydney Water and NSW Health.
The NSW Environment Protection Authority (EPA) is the primary environmental regulator for NSW. The NSW Government reestablished the EPA as an independent statutory authority in February 2012. As required by section 35 of the Sydney Water Act
1994, there is a MoU between Sydney Water and EPA.
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3. Financial Performance Targets
2016-17

2017-18

2018-19

2,588

2,688

2,776

1,254

1,325

1,392

967

1,033

1,087

Profit before tax

485

536

557

Profit after tax

340

376

390

Return on assets (%)

5.6%

5.8%

5.8%

Return on equity (%)

5.0%

5.4%

5.4%

$ million nominal
Total income
Earnings before interest, tax, depreciation and
amortisation (EBITDA)
Earnings before interest, tax (EBIT)

Total income for 2016-17 is budgeted to be $2,588 million, reflecting lower regulated income than experienced in recent years, based on
key assumptions for the next IPART price period, including a lower weighted average cost of capital and operating efficiencies and
higher water sales being returned to customers in the form of lower prices. Income is then budgeted to increase in line with inflation and
customer growth.
EBITDA for 2016-17 is budgeted to be $1,254 million and then budgeted to increase by around 5 per cent per year due to steadily rising
income and targeted containment of costs.
Profit before tax for 2016-17 is budgeted to be $485 million, then rise steadily on the back of income growth and cost containment, but
partly offset by rising borrowing expenses.
Sydney Water has prepared this SCI on the basis of a 70 per cent dividend payout ratio from 2015-16. The Board retains the discretion,
when recommending each year’s dividend, to identify, and potentially exclude, the effect of other one-off or abnormal impacts on profit
which have no cash impact.
Return on assets and equity are forecast to be 5.6% and 5.0%, respectively in 2016-17. These budgeted results have fallen from
previous years’ results due mostly to lower income expected from the start of the next price determination and also higher borrowing
expenses (in the case of Return on equity). Both metrics are forecast to increase modestly in the medium term.
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4. Non-financial Performance Targets
To support the Corporate Strategy Sydney Water has developed strategic success measures along with
cascading measures and value drivers.

Sydney Water has developed strategic success measures to drive and measure performance. The types of
measures are summarised in the table below. These will also be supported by operational performance
indicators.

Strategic success measures

Measures

High Performance Culture

Customer at the Heart

World Class Performance

Constructive culture and safety

Customer experience and trust

Strategic value added

Organisational culture inventory
and Organisational effectiveness
inventory

Awareness and engagement
Use of services and products and
product quality
Billing and Issues resolved
Developer satisfaction
Corporate reputation: brand,
corporate social responsibility and
capability
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Net profit after tax
Credit metrics
Totex/property
Product quality/totex
Weighted average cost of capital
Risk management
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5. Reporting Obligations
Sydney Water provides quarterly reports to the Shareholders on the financial performance of Sydney Water. These are provided for
the September, December, March and June quarters. In the case of the December quarter, a half-year report to the Shareholders is
provided as required under the State Owned Corporations Act, 1989.
Sydney Water also provides NSW Treasury with forecasts for dividends and tax equivalent payments (budget round estimates), and
forecast financial estimates, year-end actual financial results and capital program budgets via the Treasury Online Entry System.
Sydney Water also provides information on major capital projects via the Major Capital Project Reporting System.
Sydney Water provides an Annual Report to the Shareholders in October each year.
Sydney Water complies with applicable Australian Accounting Standards (including Australian Accounting Interpretations and
Australian equivalents to International Financial Reporting Standards) and other mandatory and statutory requirements, including Part
3 of the Public Finance and Audit Act, 1983 and the associated requirements of the Public Finance and Audit Regulation, 2005.
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6. Representation and Commitment Statement
1.

The Board of Sydney Water Corporation confirms that:
a)

Performance targets within the SCI are based on and supported by Sydney Water’s Corporate Strategy.

b)

The voting shareholders will be provided with financial and other information, including information on major capital
expenditure projects, on a quarterly basis to assess the performance against commitments in this SCI and to assess the
value of the shareholders’ investment in the business.

c)

Asset maintenance policies and processes are adequate and appropriate to manage and control risks associated with
physical assets.

d)

All known ‘key risks’ and ‘major emerging contingent liabilities’ which could materially impact the current and future results
of Sydney Water for the coming year have been disclosed.

e)

It is aware of the internal audit and risk management policy outlined in NSWTC09-08 Internal Audit and Risk Management
Policy and the associated TPP09-5 Internal Audit and Risk Management Policy for the NSW Public Sector. Sydney Water
has where appropriate, applied any additional requirements that are set out in NSWTC09-08.

f)

The Managing Director has an employment contract and performance agreement. The employment contract is appraised
annually.

2.

Sydney Water Corporation adheres to Commercial Policy Framework policies, as listed in State Owned Corporations: Applicable
TPPs under the Commercial Policy Framework (issued as at November 2015).

3.

Sydney Water Corporation complies with NSW Treasury accounting circulars and policies applicable to SOCs, as listed in the State
Owned Corporations Mandatory Accounting Policies – NSW Treasury Circulars and Treasury Policy papers (issued November 2015).

4.

Sydney Water Corporation has agreed to comply with the requirements of Premier’s Memoranda M2012-04 Application of NSW Public
Sector Wages Policy to State Owned Corporations and further guidance contained in the Treasurer’s January 2014 letter.

5. Sydney Water Corporation agrees to comply with the requirements of:
a)

Premier’s Memoranda M2012-08, Application of Biofuels.

b)

Premier’s Memoranda M2013-04, Implementation guidelines for procurement of publicly funded construction services.
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