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RE: UDIA NSW SUBMISSION — INQUIRY INTO DATA CENTRES
Dear Ms Boyd,

The Urban Development Institute of Australia NSW (UDIA) is the state’s leading development
industry body. We represent the leading participants in the industry and have more than 450
members across the entire spectrum of the industry including developers, financiers, builders,
suppliers, architects, contractors, engineers, ecologists, consultants, academics and state and
local government bodies.

UDIA invests in evidence-based research that informs our advocacy to state, federal and local
government, so that development policies are developed to best meet user needs and ensure
critical investment is directed to where it is needed the most. Together with our members, we
shape the places where people will live for generations to come and in doing so, we are city
shapers.

UDIA recognises the growing importance of data centres to the State’s digital economy and
broader industrial development. The issue for policy makers is not whether data centres
should be accommodated in NSW, but whether they are planned and serviced within a
framework that is transparent, efficient and equitable, and which does not compromise the
State’s ability to deliver housing and other strategically important land uses.

The Committee’s terms of reference focus on that broader policy question, including the
planning framework, water use and cooling, cost recovery, land use and housing interactions,
and governance risks associated with accelerated approval frameworks such as the
Investment Delivery Authority.

For UDIA the key issue raised by this inquiry is the interaction between data centre growth,
water servicing capacity, infrastructure cost recovery and housing delivery. Those issues are
now material. Data centres represent a highly water and energy-intensive land use that is not
currently well accommodated within existing servicing frameworks. Without clear policy
settings, there is a material risk that infrastructure capacity is allocated in a way that delays
housing or imposes additional costs on other users. Based on service requests received to
date, Sydney Water estimates it is possible that water demand could increase by up to 25 per
cent over the next 10 years subject to all proposals being approved. To put that in context a
medium-sized data centre at about 5 ML/day is roughly equivalent to the water demand of
around 9,000 homes.
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Insights provided by UDIA NSW members have quantified the scale of the housing pipeline now
being held back by unresolved water servicing constraints. According to the Department of
Planning, Housing and Infrastructure’s Urban Development Program dashboard, there are
around 121,000 housing lots still to be created across the three growth areas of South West
Sydney.

Our analysis of member surveys representing more than 36,000 planned dwellings in the
South-West Sydney development pipeline found that approximately 22,400 potential
dwellings, or 62 per cent, are unable to proceed because they do not have committed water
and wastewater infrastructure.

This is occurring in a context where housing delivery in Sydney is already constrained by
unresolved water servicing, meaning that without a clear prioritisation and cost recovery
framework, large-scale data centre demand risks directly displacing residential development
capacity or shift infrastructure costs onto housing.

A clear and consistent policy framework is therefore required to:

« prioritise infrastructure capacity for residential development where capacity is
constrained

« ensure full cost recovery from data centre proponents for infrastructure required to
service their demand, including any augmentation of shared networks

« require fit-for-purpose water servicing, including the use of rainfall-independent water
sources as the primary supply, supported by appropriate backup and contingency
arrangements (such as alternative recycled water sources or other non-potable supply
options)



Data centres need a clear policy framework
UDIA NSW supports a policy framework for data centres that adopts, formalises and enforces
the servicing principles already identified by Sydney Water.

Sydney Water has identified three core principles: full cost recovery so servicing data centres
does not increase broader customer bills or reduce service levels; mutually beneficial
outcomes that increase the availability and use of rainfall-independent sources including
recycled water pathways; and water efficiency in data centre design and operations. UDIA
NSW supports those principles.

However, we believe the policy response should go further: in two important areas.

First, the framework should include an upfront total servicing cap by water volume for data
centres, applied system-wide or by region or cluster.

We believe this is a credible policy option to manage uncertainty risk while also incentivising
higher water efficiency among centres. Without a capped servicing envelope, proponents will
not face a meaningful incentive to reduce water use.

Second, the framework should make clear that data centres must use recycled water and
other rainfall-independent supply as the standard servicing model.

UDIA understands operators may seek potable water because it lowers their operating costs.
In UDIA NSW's view, that incentive is precisely why stronger policy settings are required. The use
of potable water from existing water storages should not be available as a routine source of
supply. UDIA understands Sydney Water's preferred servicing approach is recycled water as
the primary supply, supported by reliability and backup options and this should be enshrined
in Government policy. The policy should not depend on case-by-case negotiation with
proponents whose commercial incentives are to avoid caps, prolong potable use and defer
investment in rainfall-independent supply.

Why a stronger policy framework is needed

1) Data centre water usage scale

The indicative data centre pipeline is now large enough to affect metropolitan system
planning. Based on service requests received to date, Sydney Water estimates it is possible
that water demand could increase by up to 25 per cent over the next 10 years subject to all
proposals being approved.

2) Forecast uncertainty

Sydney Water has identified data centres as a major emerging customer class with very high
reliability and resilience requirements, large clustered loads and material forecast uncertainty,
including speculative proposals and varying cooling designs that change water demand
materially. Combined with long lead times for major water assets, this creates an investment
challenge: under-build and risk system constraints and service impacts, or over-build and risk
inefficient investment and bill pressure.

3) The absence of an efficiency incentive without constraint



If data centres are not required to operate within a capped servicing envelope, there is little
reason for operators to minimise water demand aggressively.

4) Risk to housing and development.

The Committee’s terms of reference call for examination of interactions with housing supply,
other strategic land uses, water pricing and infrastructure cost recovery, and the extent to
which the resource demands of data centres impinge on new housing supply. UDIA NSW's
concern is that without a disciplined servicing policy framework, data centre growth could
crowd out infrastructure and potable capacity needed for housing in growth areas and other
parts of Sydney where infrastructure constraints are already delaying delivery.

Guiding principles for the policy framework
UDIA NSW recommends that the Government adopt the following principles as the basis of its
response.

No displacement of housing servicing capacity

Data centre growth must not reduce or delay water servicing capacity required for housing
and broader urban development. Given Sydney Water's scale comparator of 5 ML/day being
roughly equivalent to around 9,000 homes, the displacement risk is plainly material.

No residential customer bill impacts and no cross-subsidy

The incremental cost of infrastructure required to service data centres should not be borne by
existing customers. That includes accelerated upgrades, dedicated infrastructure, interim
arrangements, resilience requirements and associated enabling works. Data centre servicing
should not increase broader customer bills, reduce service levels, or indirectly shift costs onto
housing delivery.

Recycled water and rainfall-independent supply should be the standard model

Data centres should be required to rely on recycled water and other rainfall-independent
sources as the normal servicing pathway. Potable water should not be treated as a routine
source of supply. This is the clearest way to protect drinking water capacity and avoid long-
term competition with housing and population growth. Sydney Water’'s own stated preference
is recycled water as the primary supply. An additional benefit to this approach is that it could
help bring forward investment in recycled water infrastructure with that investment leveraged
to support broader network augmentation and future housing growth using recycled water
sources.

An upfront total servicing cap by water volume

Government should set an upfront total servicing cap for data centres, either system-wide or
by region or cluster. This is hecessary to manage demand uncertainty, avoid over-committing
infrastructure against speculative proposals, and drive higher water efficiency among centres.
Without a cap, the incentive to minimise water use will be materially weaker.

Consistent and enforceable approval conditions

These principles will only work if they are embedded in Government policy and translated into
binding approval conditions. That should include all State Significant Development approvals,
including SSD approvals progressed through the Investment Delivery Authority pathway. The
fact that a project is facilitated or prioritised through the IDA should not dilute the servicing
discipline that applies to data centres.



IDA-supported projects should not be able to secure weaker servicing outcomes simply
because they are being facilitated as strategically significant investments. The same core
requirements should apply across all pathways, including:

e compliance with any upfront total servicing cap by water volume

e reliance on recycled water and other rainfall-independent supply as the standard

servicing model

e noroutine access to potable water as an ordinary operating supply

o full recovery of incremental infrastructure and servicing costs from proponents

+ explicit protection of housing servicing capacity

e clear monitoring, reporting and compliance mechanisms attached to consent.

Accelerated coordination cannot be allowed to become a vehicle for relaxed servicing
outcomes. In fact, where Government is facilitating projects of this scale and profile, the case
for clear, standardised and enforceable conditions is arguably stronger as it will provide
greater certainty to investors.

Partnership-based infrastructure delivery should be tested to support these principles
UDIA NSW's October 2025 paper. Water and Housing' argues that private capital should be
unlocked to deliver the water infrastructure needed to support housing and growth, without
privatising Sydney Water, without changing public ownership, and without abandoning
regulatory oversight or regulated pricing. The report recommends establishing Water
Infrastructure Partnerships to facilitate private investment in public water infrastructure and
notes that demand for water infrastructure is surging due to both new housing growth and
data centres.

That report also makes clear the partnership model is not privatisation. Government, through
Sydney Water, would continue to coordinate strategic planning, determine where
infrastructure is needed, when it should be delivered and how it integrates with existing
networks. Sydney Water would maintain the customer relationship, set service standards and
provide regulatory oversight. Private operators would then deliver specific projects where their
capital structures and construction capabilities can address delivery gaps that constrained
public funding cannot fill within the required timeframe.

In UDIA NSW'’s view, data centres should be an early test case for this model. Where dedicated
infrastructure is needed to support recycled or rainfall-independent servicing for data centres,
Government should be open to structured delivery partnerships involving Sydney Water,
private capital and specialist providers, provided public ownership, strategic planning control,
customer protections and cost recovery discipline are preserved. That approach is consistent
with UDIA NSW's broader water infrastructure reform advocacy.

They also provide a contained environment in which Government can test the principles UDIA
NSW has advocated for more broadly: government-led planning, regulated oversight, user-
pays funding, no cross-subsidy, protection of housing capacity, and market delivery of fit-for-
purpose infrastructure where public finance is the bottleneck.

Handled properly, data centres could become a practical demonstration case for a broader
water infrastructure reform agenda. Once the principles are shown to work in the data centre

" https://www.udiansw.com.au/wp-content/uploads/2025/10/UDIA-NSW-Water-Infrastructure-Report-30-
October-2025.pdf#:~:text=Public%20finance%20for%20water%20infrastructure,repair%20mode.



context, they could be adapted to the bigger long-term challenge of servicing housing growth
across Greater Sydney and New South Wales. That is consistent with UDIA NSW's position that
Sydney Water cannot deliver the growth Sydney needs on its own under the current fiscal and
regulatory settings, and that private capital should be part of the solution to delivering the
infrastructure needed to meet housing commitments.

Summary of UDIA recommendations:

UDIA NSW recommends that NSW Government implement a data centres policy that includes
the following measures:

1. Adopt Sydney Water’s servicing principles as explicit Government policy.

The NSW Government should formally adopt a whole-of-government policy for data centre
water servicing based on full cost recovery, reliance on rainfall-independent supply, water
efficiency, protection of housing servicing capacity and no cross-subsidy.

2. Require recycled water and other rainfall-independent supply as the default servicing
model for data centres.

The NSW Government should make clear that potable water is not to be used as a routine
source of supply for data centres, and that recycled water or other rainfall-independent
sources should form the primary servicing model, supported by appropriate backup
arrangements.

3. Establish an upfront total servicing cap by water volume for data centres.

The NSW Government should impose an upfront servicing cap, either system-wide or by region
or cluster, to manage uncertainty risk, prevent over-commitment of infrastructure and create
a clear efficiency incentive for proponents to minimise water use.

4. Apply these principles through enforceable planning and servicing approvals.

The NSW Government should require that these policy settings be embedded through
consistent and enforceable approval conditions across all relevant pathways, including State
Significant Development approvals granted under the Investment Delivery Authority pathway.

5. Require cost recovery from proponents.

The NSW Government and Sydney Water should ensure that the full cost of servicing data
centres, including dedicated infrastructure, accelerated upgrades, resilience measures and
related enabling works, is borne by proponents and not shifted onto households, existing utility
customers or housing delivery.

6. Protect housing servicing capacity as an express public interest objective.
Government agencies, consent authorities and Sydney Water should be required to assess
whether proposed data centre servicing arrangements would reduce, delay or otherwise
compromise capacity needed for housing growth and broader urban development.

7. Develop a pilot framework for partnership-based delivery of data centre-related water
infrastructure.

The NSW Government, in partnership with Sydney Water, should establish a pilot framework for
private capital participation in data centre-related water infrastructure that preserves public
ownership and oversight, applies user-pays and no cross-subsidy principles, and operates as
a demonstration model for broader housing-enabling water infrastructure reform.



Conclusion

UDIA NSW supports the growth of a strong digital economy in New South Wales. However, that
growth must occur within a policy framework that is disciplined, transparent and aligned with
the broader public interest.

At the scale now contemplated by Sydney Water, data centre servicing must be carefully and
strategically managed. Handled properly, data centres can also serve as a practical test case
for a broader reform agenda. They provide an opportunity to demonstrate that disciplined
water infrastructure partnerships can expand system capacity, preserve public ownership and
oversight, avoid cross-subsidy, and help create a model that can later be applied to the larger
challenge of servicing housing delivery. That is the constructive policy opportunity this inquiry
should seize.

Should you require any further information in relation to this submission, please feel free to

contact Gavin Melvin, Executive Director Policy and Strategy,

Kind regards,

Hon Stuart Ayres
Chief Executive Officer
UDIA NSW





