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CEO Foreword

| am pleased to submit Essential Water’s Pricing Proposal (Proposal) to the NSW Independent Pricing and
Regulatory Tribunal (IPART) for water and wastewater services to our customers in Broken Hill and the
surrounding areas of Menindee, Sunset Strip and Silverton.

We have prepared this Proposal in line with IPART’s updated regulatory framework for water, which is focussed on
delivering customer value. Recognising the central role of customers in our business, we have significantly stepped
up our customer engagement for this Proposal to ensure it reflects our customers’ priorities. Our focus is on
providing the essential water and wastewater services our customers require as efficiently as possible, adopting a
risk-based approach and a long-term perspective. Our size and operating environment means a proportionate
approach is required to avoid imposing unnecessary regulatory costs on our customers.

This Proposal has been informed by consultation with our customers and community, and is aimed at ensuring we
can continue to efficiently deliver safe and reliable water and wastewater services, meet our legislative and
environmental obligations, and maintain customer service standards. It outlines the outcomes we propose to
deliver, the expenditure plans required to deliver those outcomes at lowest long-term cost and the resulting cost-
reflective prices to customers over five years, from 1 July 2026 to 30 June 2031.

The Wentworth to Broken Hill Pipeline continues to provide us with a steady and reliable supply of water. Over the
next five years we must efficiently maintain and invest in our water and wastewater network, with many critical
assets ageing and in need of repair or replacement. We have prioritised expenditure in line with our environmental
and regulatory requirements, reflecting the feedback we received from customers during our engagement sessions.
We forecast prudent and efficient capital expenditure of $252 million over 1 July 2026 to 30 June 2031, which
includes expenditure on building a new wastewater treatment plant in Broken Hill, and upgrades and replacements
of our water and sewer mains. These investments will ensure we can continue to comply with our environmental
and other regulatory requirements, and deliver the services our customers want and need.

Our operating and maintenance expenditure over the next five years is forecast to remain broadly consistent with
current levels. Our forecasts reflect our complex operating environment and the cost pressures that our business is
facing, whilst incorporating efficiencies where possible. We face practical constraints in serving a small customer
base, across a large area in a remote location, and the efficient costs of operating and maintaining our network and
supplying services reflect those constraints.

This cost pressure is reflected in our proposed revenue requirement. Relative to IPART’s 2022 price determination,
our 2026-31 Proposal would increase our required revenue per year (our ‘Notional Revenue Requirement’ or NRR)
from about $51 million in 2025-26 to approximately $72 million on average across 2026-31 (a 42% increase over
this period). To recover this revenue requirement, annual bills for our typical residential customers would need to
increase by around 15% on average each year from 2025-26 to 2030-31, excluding inflation.

We understand the cost pressures that the community is facing and are aware of the need to ensure our essential
services are affordable to our customers. We have worked hard to deliver efficiencies, so this Proposal includes no
more than the prudent and efficient expenditure required to ensure we can continue to reliably deliver the water
and wastewater services our customers want and need. We propose to smooth price increases over the 2026-31
period, to minimise bill shock for our customers. However, we recognise the bill impact for our customers is
significant.

Many customers in our community are vulnerable. We have undertaken analysis on what is affordable for our
customers. We suggest there may be a case for a greater share of costs to be recovered via further government
support to enable more affordable customer bills.

We encourage our customers and community to participate in IPART’s price review process, and we look forward
to ongoing engagement with all our stakeholders.

—

John Cleland

Chief Executive Officer
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Board Attestation

In accordance with the Water Regulation Handbook, July 2023, of the Independent Pricing and Regulatory Tribunal
of New South Wales, the directors of Essential Energy, having made such reasonable inquiries of management as
we considered necessary (or having satisfied ourselves that we have no query), attest that, to the best of our
knowledge and for the purpose of proposing prices for the Independent Pricing and Regulatory Tribunal’s review of
Essential Water’s prices:

>

>

The pricing proposal would best promote the long-term interests of its customers
The pricing proposal:
* Is the business’s best customer value proposition and is consistent with our customer engagement
strategy.

*  Would deliver services at the lowest sustainable cost and is consistent with our cost efficiency
strategy.

The information provided in the pricing proposal submitted on 30 September 2025 is the best available
information of the financial and operational affairs of Essential Water and has been checked in accordance
with the Water Regulation Handbook; and

The pricing proposal has been subject to a quality assurance check, which certifies the accuracy and
consistency of all data, including confirmation of the following:

* Information in the pricing proposal is consistent with the business’s information return (AIR and SIR),
the business’s financial accounts, and reports against output measures, as relevant.

» Figures in the business’s pricing proposal are accurate and correctly sourced.
«  The pricing proposal includes proposed prices for all the business’s regulated services.

There are no circumstances of which we are aware that would render the information provided to be
misleading or inaccurate.

Certified by the Chair of the Board

>%¢/
29 September 2025

Doug Halley Dated

Chair
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Executive summary

This submission presents Essential Water’s proposed prices for water, wastewater, and related services to
our customers in Broken Hill and the surrounding areas of Menindee, Sunset Strip and Silverton, to apply
from 1 July 2026 (the Proposal).

Essential Water is a fraction of the size of the other regulated water businesses in New South Wales (NSW).
The population we service is about 5% of the population supplied by the Central Coast Council, 3% of the
population supplied by Hunter Water and about 0.3% of the population supplied by Sydney Water. However,
the need for efficient and effective water and wastewater services is the same for Essential Water’s
communities, even though our location is remote and, at times, challenging.

This Proposal reflects the critical role of water and wastewater treatment services for public health and
prosperous communities and has been shaped by extensive customer and stakeholder feedback.

Our customers told us they need and value secure and reliable water and wastewater services, consistent
with current service standards reflecting public health requirements. Delivering these outcomes requires
efficient investment in an ageing network, but the cost needs to be paid for by a small population which is
also one of the most disadvantaged in NSW with limited capacity to pay.

Our Proposal is consistent with the key principles of IPART’s new regulatory framework, although tailored to
reflect Essential Water’s size and operating environment. Overall, we consider our Proposal should receive a
‘Standard’ rating.

Notably, the Proposal includes some significant capital expenditure to deliver the following:

>  Wills Steet Wastewater Treatment Plant (WWTP) — A new WWTP that will align with the
requirements of the Environmental Protection Authority (EPA). The current WWTP has been in
operation since 1939, and there are numerous issues — it is constantly undergoing emergency repairs
for leaks and cannot process sewerage in accordance with modern treatment standards as required
by the EPA. The replacement of this plant has been deferred for a number of years, and the work is
now critical in order for us to meet our EPA compliance requirements and to ensure our treatment
processes run efficiently.

> Replacement of parts of the water reticulation network — We need to upgrade the oldest parts of our
water mains which are more than 60 years old. We currently have to reduce the level of water in our
storage tanks to relieve pressure on the system and minimise increasing numbers of water bursts.
This is not a feasible long-term strategy, particularly in times of drought. Even with reducing water
levels in storage tanks, continual maintenance and renewals of water is required to minimise leaks
and blockages.

> Replacement of parts of the wastewater reticulation network — We need to upgrade the oldest parts of
our sewer mains, which are a similar age to and suffer from similar issues as our water mains. This
work is needed so that wastewater can continue to be reliably and cost-effectively transported to our
treatment plants. We need to increase the level of renewals, so we are spending less time and
money on reactive emergency repairs and more on planned maintenance. This will produce better
outcomes for customers.

Our circumstances support a five-year determination period

We propose a five-year determination period, from 1 July 2026 to 30 June 2031. The Wentworth to Broken Hill
Pipeline (the Broken Hill Pipeline) continues to provide stability and certainty to our operating environment. We
have a reliable bulk water supply, accurate forecast water sales volumes, and our bulk water costs are relatively
steady and predictable. Any fluctuations in demand during the upcoming determination can be managed through
the demand volatility adjustment mechanism (DVAM).

Furthermore, a five-year determination period aligns with the default length of a determination under the regulatory
framework and would avoid unnecessary regulatory costs. This will allow Essential Water to focus on delivering its
services as efficiently as possible and create a longer time-series of data and experience for the next price review.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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Relative to the size and location of Essential Water, our forecast costs are efficient and reflect the
need for critical investment in key assets and our practical constraints

From current levels, our annual NRR in 2030-31 is increasing by about 43% in real terms (excluding the effects of
inflation) from 2025-26 (see Table 1). Key drivers include increased capital expenditure for the replacement of
infrastructure, as outlined above. Our operating expenditure is forecast to remain steady in real terms relative to
current levels over the 2026-31 determination period; this is higher than the allowance set by IPART in its 2022
determination. This is because Essential Water delivers water and wastewater services to a relatively small
customer base.

Our challenging physical environment influences the way we work. Our remote and arid location brings with it
unique safety and logistical challenges. Our ageing system requires investment and renewal to deliver services to
the required standards. However, these aspects place pressure on the prices we charge our customers, many of
which are vulnerable or disadvantaged.

Table 1: Proposed Notional Revenue Requirement (NRR) ($°000, $2025-26)

2025-26° 2026-27 2027-28 2028-29 2029-30 2030-31

Operating expenditure

. 14,311 20,244 20,243 21,230 20,246 20,248 102,210
(excluding bulk water)

Bulk water purchases 23,590 25,228 26,482 27,695 29,022 30,394 138,820
Regulatory depreciation 5,255 5,236 6,275 6,903 7,393 7,820 33,626
Return on assets 6,927 8,266 10,577 11,839 12,517 13,113 56,311
Return on working

; 274 -185 -27 181 181 222 371
capital
Tax allowance 190 184 257 338 394 458 1,630
Revenue adjustments® - 24,901 -12 -12 -12 -12 24,851
Total NRR® 50,548 83,873 63,794 68,173 69,739 72,241 357,821

Revenue from
customers

Proposed
continuation of
current Govt Pipeline
contribution

27,206 32,998 38,093 43,728 50,177 57,590 222,586

23,342 25,228 26,482 27,695 29,022 30,394 138,820

a: Amounts for 2025-26 presented in this table are based on the 2022 determination allowance, adjusted for inflation.
b: Includes adjustments for cost of debt true-up, gifted assets true-up and 50% share of non-regulated treated effluent revenue.

c: The difference between Total NRR and Revenue from customers plus Proposed continuation of current Govt Pipeline contribution year on
year, is due to price smoothing to manage customer bill impacts. In NPV terms, the Total NRR equals Revenue from customers plus Proposed
continuation of current Govt Pipeline over the 2026 determination period.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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We propose to maintain our existing two-part tariff structure as it is efficient and supported by
customers

Our proposed prices are listed in Chapter 12. We propose maintaining our two-part tariff structure, with usage
prices remaining at current levels in real terms and service charges increasing as required to recover our NRR.

As IPART recognised in its 2022 Determination Final Report, our water and wastewater usage prices are within a
reasonable range of the long run marginal costs of supply. This means they provide appropriate price signals (i.e.,
usage prices that are not too high or too low), which is particularly important given the role of water in managing
lead dust in our community. Our existing two-part tariff structure is understood and supported by our customers.

Our usage prices for water and wastewater will remain the same in real terms over the 2026-31 determination
period (except for untreated water for pipeline customers, which will continue to transition towards the price for
other untreated water, in line with IPART’s 2019 determination). This will maintain our usage prices within the

reasonable range of estimates of the marginal cost of supply.

However, there will be significant increases in fixed service charges to recover the efficient expenditure required to
deliver the outcomes our customers value. We will smooth price increases over the 2026 determination period to
manage the bill shock for our customers. To recover our revenue requirement, our service charges ($2026-27) for
water for residential, non-residential customers and mining customers would require a compounding average
annual increase of 26% per over the 2026 determination period. Our service charges ($2026-27) for wastewater
would require compounding average annual increases of 17% per annum for residential customers and 21% for
non-residential customers over the 2026 determination period to recover our revenue requirement. The resulting
cost-reflective bill impacts are presented for residential and non-residential customers in Table 2 and Table 3.

Table 2: Residential annual water and wastewater bills ($2026-27)

Compound
2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 | ave growth
rate (%)
Residential - treated water - non pensioner
160kL 1,463 1,724 2,023 2,367 2,764 3,222 17%
250kL 1,671 1,933 2,231 2,576 2,973 3,431 15%
400kL 2,019 2,281 2,579 2,924 3,321 3,779 13%
Residential - treated water - pensioner
160kL 1,283 1,549 1,852 2,200 2,602 3,064 19%
250kL 1,491 1,758 2,061 2,409 2,811 3,272 17%
400kL 1,839 2,106 2,409 2,757 3,159 3,620 15%
Residential - chlorinated water (water bills only, no wastewater)
160kL 624 760 922 1,107 1,319 1,561 20%
250kL 746 878 1,040 1,225 1,437 1,680 18%
400kL 928 1,056 1,217 1,403 1,615 1,857 15%
Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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Table 3: Non-residential annual water and wastewater bills ($2026-27)

Compound

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 | ave growth
rate (%)

Non-residential - treated water (Note 1)

20mm with o
250K nane 1,811 2,075 2,377 2,726 3,129 3,593 15%
25mm with 4,943 5,359 5,832 6,378 7,007 7,732 9%
1,000kL usage ’ ’ ’ ’ ' ’ i
40mm with 11,060 12121 | 13332 14,728 16,340 | 18,196 10%
2,100kL usage

80mm with 9
51 000KL usage 84,464 88,794 | 93,640 | 99,224 | 105669 | 113,096 6%

Non-residential - untreated water, pipeline customers (water only, no wastewater)

20mm with o

250KL usage 851 1,006 1,192 1,403 1,615 1,857 17%
25mm with 2,377 2,650 3,003 3,392 3723 | 4,102 12%
1,000kL usage ’ ’ ' ' ’ ' i
40mm with 5,294 5,969 6,827 7,777 8,626 9,595 13%
2,100KL usage ’ ! ’ ’ ’ ' i
80mm with o

51 000KL sage 42,827 46,178 | 50,870 | 55,931 59,325 | 63,201 8%

Non-residential - untreated water, non-pipeline customers (water only, no wastewater)

20mm with

o,
200K i 928 1,055 1,217 1,402 1,614 1,856 15%
25mm with 2,685 2,848 3,101 3,390 3,721 4,100 9%
1,000kL usage ’ ’ ' ' ’ ' i
40mm with 5,942 6,385 7,033 7,773 8,621 9,591 10%
2,100kL usage ’ ’ ' ' ’ ' i
80mm with 49,310 50,336 | 52928 | 55889 50,283 | 63,159 5%

21,000kL usage

Note 1: Wastewater service charges for non-residential customers are based on water meter size. The applicable meter charge is set using the
formula: (meter size)2 x 20mm meter charge / 400 x discharge factor. For the purpose of showing indicative bills, we have calculated service
charges for larger meter sizes based on this formula using a discharge factor of 70%. Actual bills will depend on discharge factors for individual
customers.

Our customers need and value secure, reliable services, but they have limited capacity to pay

Our proposed prices have been developed to recover our efficient costs. The NSW Government has indicated its
commitment to continue the affordability subsidy for the Broken Hill Pipeline and our price modelling has included
this assumption. Despite this our proposed price increases are significant, and we recognise that the bill impacts

will be an issue for our community, which is one of the most disadvantaged in NSW. Any necessary investment in
the network is spread over a small and stable population.

We have therefore undertaken further analysis of water and wastewater affordability for our customers using
IPART’s approach of considering water and wastewater bills as a proportion of households’ pre-tax income. Our
analysis indicates there may be a case for an additional subsidy to support the affordability of essential water and
wastewater services for our customers.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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1.  About this Proposal

Essential Energy is a State-Owned Corporation, 100% owned by the NSW Government. As well as providing
electricity distribution network services across 95% of NSW, it also provides water and wastewater services to the
communities of Broken Hill, Menindee, Sunset Strip and Silverton, through its water business - Essential Water.

The prices charged by Essential Water for the provision of water and wastewater services to Broken Hill and
surrounding communities are regulated by the Independent Pricing and Regulatory Tribunal of NSW (IPART) under
the NSW Independent Pricing and Regulatory Tribunal Act 1992 (the IPART Act). IPART’s 2022 determination set
maximum prices for Essential Water for the four-year period from 1 July 2022 to 30 June 2026 (the 2022
determination period). This Proposal covers prices that will apply from 1 July 2026 to 30 June 2031 (the 2026
determination period).

1.1 Our approach to developing this submission

We have applied IPART’s new water regulatory framework, but a proportionate approach is required

Since the 2022 determination, IPART has implemented a new regulatory framework which seeks to support water
businesses to invest prudently in the infrastructure and technology needed for the future, and to provide services
that their customers value and can afford. The framework focuses on customers, costs, and credibility (the 3Cs)
and is underpinned by 12 principles (see Figure 1), which have guided us in developing this Proposal.

Essential Water is a fraction of the size of the other water businesses regulated by IPART. The population we
service is about 5% of the population supplied by the Central Coast Council, 3% of the population supplied by
Hunter Water and only about 0.3% of the population supplied by Sydney Water. This necessitates a proportionate
approach that seeks to avoid any unnecessary regulatory costs that would impose additional costs on our
customers.

In applying the 3Cs framework we have adopted a proportionate approach, reflecting the size and characteristics of
our business, community and customers. Overall, we consider our Proposal should receive a ‘Standard’ rating.

Figure 1 The 3Cs framework and guiding principles

Costs
C t Pricing proposals demonstrate:
+ Robust costs
US Omers - Balance of risk and long-term
Deliver services and expenditures \ performance
that: v+ Commitment to improve value
» Are customer centric !+ Equitable and efficient cost
+ Reflect customer engagement : recovery
feedback g
+ Promote better customer 1
outcomes

+ Meet community needs

+  Support environmental
sustainability

+  Promote choice of services

' . L) L]
/ Credibility
Provide assurance through your
proposal that the business is:

+ Delivering
- Demonstrating continuous
improvement
Source: IPART, Water Regulation Handbook, July 2023, p.2
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Our Proposal focuses on our customers and our costs

We have identified focus principles for our Proposal, which align with customer preferences and our long-term
plans. We have selected our focus principles based on feedback from our customers. They have told us that they
want us to focus on delivering essential services, that is maintaining water quality and security, in an
environmentally sustainable and cost-effective manner. Our focus principles therefore are:

Customers

Deliver services and expenditures that:
> Are customer centric
> Reflect customer engagement feedback

Costs

Pricing proposal demonstrates:
> Robust costs
> Balance of risk and long-term performance.

Although we have not selected credibility as a focus principle, we have worked hard to deliver on our plans for the
2022 determination period and prepare a credible Proposal for the 2026 determination period. Our unique
operating environment means we face significant challenges. Our Proposal explains how we plan to address those
challenges to efficiently deliver the outcomes our customers value over the 2026 determination period.

We have adopted a systematic approach to developing this submission, informed by sound long-term
planning

We have adopted a long-term perspective in developing this submission, recognising the importance of acting in
the long-term interests of our customers. We have significantly stepped up the level of our customer engagement,
in line with the expectations of IPART’s new regulatory framework and we have shaped our Proposal around what
our customers have told us is important to them.

We have confirmed appropriate outcomes and targets in consultation with our customers. We have forecast our
consumption and customer numbers considering recent demand and population trends.

We have developed robust estimates of our prudent and efficient expenditure requirements, which are consistent
with our regulatory obligations, our customers’ preferences, and our long-term planning and Integrated Water Cycle
Management Strategy (IWCM Strategy).

The revenue we require to efficiently deliver our services and meet customer expectations while complying with our
regulatory obligations is higher than current levels and is reflected in increases in proposed prices. We recognise
that our customers have limited capacity to pay, however without higher levels of expenditure, we cannot
appropriately deliver the essential water and wastewater services needed for our community.

We have consulted with our customers and stakeholders in the development of this submission

We have consulted widely with our customers and stakeholders in the development of this submission and our
IWCM Strategy. We established the Essential Water Customer Panel (EWCP) to enable us to engage closely with
a representative group of customers on a regular basis whilst developing our Proposal. We also held meetings with
key stakeholders, such as the Broken Hill City Council and local businesses, as well as using a customer-wide
survey, community pop-ups and the Essential Water website.

We have worked with WaterNSW to provide it with our demand forecasts required to estimate bulk water prices for
the Broken Hill Pipeline over the 2026 determination period. Our submission is consistent with the bulk water prices
proposed by WaterNSW in its submission to its concurrent IPART price review.

Many of Essential Water’s residential customers are vulnerable. The difficult economic environment in the Broken
Hill area creates a challenging operating environment for Essential Water’s business customers. Our submission
reflects the limited capacity of our customers to manage price rises over the determination period.

We have engaged with the NSW Government to discuss its contribution to prevent unaffordable price rises for our
customers over the proposed 2026 determination period. We anticipate that there may be a case for an increased
government contribution, beyond covering the bulk water costs via the Broken Hill Pipeline — however, that is a
matter to be determined following IPART’s review of this Proposal.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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How consultation with our customers and stakeholders has shaped our submission

Our customers have told us that key priorities for them are having access to a secure, high-quality supply of water
and maintaining current service standards in an environmentally sustainable and cost-effective manner.

Our focus principles reflect this feedback from customers, shaping our emphasis on efficient long-term service
delivery to meet the needs of our customers and community.

Our customer outcomes and performance measures reflect our customer preferences for reliable services, set
realistic targets and ensure reporting so we can be held accountable for our performance.

Our expenditure reflects our customers’ preferences that we focus on providing essential services to customers
efficiently over the long-term, appropriately balancing risk and long-term performance.

1.2 Structure of this Proposal

This submission presents our Proposal for the period from 1 July 2026 to 30 June 2031

This submission sets out the outcomes our customers and community require, the efficient capital expenditure
(‘capex’) and operating expenditure (‘opex’) required to deliver those outcomes, and the resulting revenue
requirements and prices for water and wastewater services. We describe our performance over the 2022
determination period (2022-23 to 2025-26) before presenting our Proposal for the 2026 determination period (2026-
27 to 2030-31) in each chapter.

This submission is structured as follows:

> Chapter 2 describes who we are and what we do

> Chapter 3 discusses meeting the needs of our customers

> Chapter 4 details our proposed performance outcomes and measures

>  Chapter 5 outlines our proposed form of regulation and other matters

> Chapter 6 sets out our capital expenditure requirements

> Chapter 7 outlines our operating expenditure requirements (excluding bulk water pipeline costs)
> Chapter 8 presents our bulk water pipeline costs

>  Chapter 9 sets out our forecast consumption and customer numbers

> Chapter 10 sets out our proposed allowances for return on assets, regulatory depreciation, tax,
revenue adjustments and working capital

> Chapter 11 presents our proposed revenue requirement and the amount to be recovered from
customers

> Chapter 12 sets out our proposed price structures and price path

> Chapter 13 presents the impacts of our Proposal on customer bills, our operations and financial
position, and the case for affordability subsidies.

Additional information is contained in the appendices, including our self-assessment against IPART’s 3Cs grading
rubric, climate change considerations, our performance outcomes over the period, and our proposed miscellaneous
charges. We also urge readers to review our Cost Efficiency Strategy (see Attachment 1) and Customer
Engagement Strategy (see Attachment 2) that support this Proposal.

All historical costs and revenues in this Proposal are in nominal dollars, except for aggregates over the 2022
determination period which are reported in 2025-26 dollars. All forecast costs and revenues are in 2025-26 dollars
and all prices and bills in this Proposal are in 2026-27 dollars, unless stated otherwise.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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2. Who we are and what we do

2.1 Overview

Essential Water is a small business operating in a unique and remote operating environment. Understanding our
customers’ needs and how this shapes who we are and what we do is a fundamental starting point for our
submission. This chapter describes our system, services, and the customers we serve. It considers recent changes
in our operating environment and key challenges for our business.

Key messages

> Essential Energy provides water and wastewater services to the communities of Broken Hill, Menindee,
Sunset Strip and Silverton, through its water business - Essential Water.

> Essential Water is a small business providing an essential service to customers in a remote and
challenging environment.

> Our system is ageing, with many of our critical assets nearing the end of their useful life. This threatens
our capacity to deliver the outcomes our customers value.

> Our customers have told us that key priorities for them are having access to a secure, high-quality
supply of water, provided in an environmentally sustainable and cost-effective manner. They support
investment in a new wastewater treatment plant, increased levels of mains renewal and smart meters.

> We are required to comply with a wide range of legislative and regulatory requirements in delivering
our services, including environmental, public health and safety obligations, as well as any relevant
regulatory requirements that apply to Essential Energy.

> Our community is one of the most socio-economically disadvantaged in NSW and faces ongoing risks
from cost-of-living increases. Most of our customers cannot afford substantial bill increases.

> At the same time, the unique environment of Broken Hill and surrounding areas means that it is
imperative that our customers have access to reliable, safe, and affordable water services.

>  Climate change poses a number of risks, with the increased frequency and severity of heat waves,
droughts, and flooding. However, water security and reliability risks from drought have been
substantially mitigated since 2019, with the commissioning of the Broken Hill Pipeline. After years of
drought and severe water restrictions, we can reliably access water to supply our customers. Our
customer demand, and the efficient costs associated with meeting that demand, are now relatively
predictable.

2.2 Our area of operations

Essential Water provides water and wastewater services in Broken Hill and surrounding areas

Essential Water provides potable (drinking quality) water to around 18,000 people in Broken Hill and Menindee,
and non-potable water to the settlements of Silverton and Sunset Strip. Essential Water provides wastewater
services to Broken Hill, where we operate two wastewater treatment plants. Essential Water also provides non-
potable water to 48 rural users for stock and domestic purposes.

Essential Water carries approximately 6 gigalitres (GL) of water per year in its network to around 10,000 residential
customers and around 900 non-residential customers. Our two largest customers are mines, which together
account for approximately one-third of our customers’ total water consumption.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
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Figure 2: Essential Water’s services
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Our area of operations is the most arid in the state
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the local government area of Broken Hill City Council
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the localities of Menindee and Sunset Strip, and

the land over which the Menindee to Stephens Creek pipeline is situated.
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Figure 3: Essential Water serviced communities — map
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Our community is unique

Broken Hill is the gateway to the Australian Outback and supports mining operations and a vibrant artist
community. Silverton, as the original settlement site, is a historic village that is often home to film crews from
around the world. The villages of Menindee and Sunset Strip are located on the edges of the Menindee Lakes. The
City of Broken Hill was listed as a National Heritage Place in 2015, recognising its unique mix of architecture and
mining infrastructure, set in a vast arid landscape.

Our system is significant and ageing

Essential Water supplies potable water from the Mica Street water treatment plant at Broken Hill and from the
Menindee water treatment plant. Broken Hill receives water from the Murray Pipeline Bulk Water Storage and
Stephens Creeks balance storage reservoir. Menindee sources raw water from the Darling River at Menindee and
the Menindee Common Bore.

Essential Water also operates two wastewater treatment plants in Broken Hill: the Wills Street WWTP and the
South Broken Hill WWTP.

In addition, we operate a network comprising 220 kilometres of reticulation mains pipelines.

While our Mica Street water treatment plant is relatively new, the remainder of our infrastructure is ageing. Many of
our critical assets including wastewater treatment plants, water mains and wastewater mains are nearing or beyond
their useful life.

The Wills Street WWTP was commissioned in 1939 and whilst the plant has operated well, environmental
standards have changed, and a replacement is now overdue. The 1960’s-built South Broken Hill plant is also
nearing end of life and that treatment capacity can be incorporated into the changes for the Wills Street plant. The
South Broken Hill WWTP can then be decommissioned, along with the existing Wills St WWTP.

Most of the water and wastewater mains in our network were installed in the 1960s and have reached the end of
their life. Mains bursts are becoming much more frequent and threatening our capacity to meet our mandatory
standards and the service levels that customers expect. Significant investment is required over this decade to
upgrade these mains.

The addition of the Wentworth to Broken Hill Pipeline to our network in 2019 resulted in the decoupling of Broken
Hill's water supply from the Darling River and the Menindee Lakes, apart from Menindee which retains it as its
primary source of supply. The Menindee Pipeline is now gravity fed from Broken Hill and supplies Sunset Strip as
well as the Graziers. Our 2022 Proposal included investment in a new Grazier’s pipeline to replace the existing
Menindee pipeline to continue providing untreated water to 11 graziers. The current supply is adequate and given
the pipeline is now gravity fed and not under pumping pressure, we have efficiently deferred the investment in its
replacement to beyond 2031.
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Figure 4: Essential Water system — map
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2.3 Ourroles and responsibilities

Essential Water has a complex operating environment with a range of economic, environmental,

public health and safety obligations

Essential Water operates under the Water Management Act 2000 and the Water Management (General)
Regulation 2011. We are required to comply with a wide range of other legislative and regulatory requirements in
delivering our services, including environmental, public health and safety obligations (see Figure 5).

Essential Water would face operational risks if we reduced labour expenses beyond our proposed efficient levels
for the upcoming determination period, as our climate, size and location create challenges in attracting and
retaining the skilled labour required to maintain, operate and renew our systems.

Safety is a key priority for Essential Energy and Essential Water. We take the safety of our employees and
customers seriously. Our expenditure requirements reflect this commitment, recognising our remote and expansive

service area.
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Figure 5: Essential Water key legislative obligations

Water Management Act 2000

Regulates Water Utilities, outlines
functions of both water and sewer
sernvices/infrastructure, creates special
areas, provides for Water Access
Licences to be issued, legisiates EW area
of operations, allows levying of service
charges and enforcement proceedings.

Dam Safety Act 1978

Constitutes the Dam Safety Committee,
which is tasked with surveillance,
investigation and formulates measures to
ensure the safety of prescribed dams.

Fluoridation of the Water Supplies Act
1957

Creation of the Fluoridation of Public
‘Water Supplies Advisory Committee,
which makes proposals for the addition of
fluoride to public water supplies.
Committee also enforces the continuation
of flucridation and associated penalties

Public Health Act 2010 and Public
Health Regulation 2012

Legislate safety measures for drinking
water and if not complied with penaities
apply. Also compels compliance with the
Australian Drinking Water guidelines.

Work Health and Safety Act 2011 and
WHSE Regulation 2011

This Act has an objective to provide a
consistent framework to secure the health
and safety of workers and workplaces.

v

Water Management (General)
Regulation 2011

Categorises Water Access Licences,
provides detailed powers for Sewerage
and Water, provides functions of special
areas, service charges and pensioner
concessions, penalty notice offences.

Protection of the Environment
Operations Act 1997

Reqguilates our Wastewater Treatment
Plants which are under an Environmental
Protection Licence. The Act imposes
significant regulatory constraints on EW
operations which include potential
penalties in the event of a poliution
incident.

Environmental Planning and
Assessment Act 1979

Allows EW to operate as a determining
authority.

independent Pricing and Reguiatory
Tribunal Act 1992

The Independent Pricing and Regulatory
Tribunal (IPART) determines the allowed
customer charges.

Local Government Act (1993)

This Act aims to provide the legal
framework for an effective, efficient,
environmentally responsible, and open
system of Local Government including
the provision, management and operation
of water supply and sewerage works and
Tacilities.

Recognising our complex operating environment, our objectives are to:

> provide safe and reliable drinking water in accordance with the Australian Drinking Water Guidelines

(ADWG)

> provide water and wastewater services that meet customers’ needs for reliability, quality, environmental

protection, and performance

> maintain a water and wastewater system that is safe for the community, customers, and employees, and

complies with all regulatory requirements
> provide a high level of customer service
minimise costs to Essential Water and the consequential impacts on customer prices and NSW

Government funding.

2.4 Our customer base

Our customer base has unique characteristics, reflecting the demographics of the communities we serve

The population of Broken Hill has been in decline, falling by on average —0.8% each year over the period from

2000-01 to 2023-24 (see Figure 6).
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Figure 6: Broken Hill estimated resident population 2000-01 to 2023-24
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Source: Australian Bureau of Statistics, Regional population 2023-24, Available at: https://www.abs.gov.au/statistics/people/population/regional-
population/latest-release#data-downloads

The proportion of the population aged 65 years and older in Broken Hill is 23%, significantly higher than the NSW
and national averages of 17.7% and 17.2%, respectively.' This means a large proportion of Essential Water’s
customers are on a fixed income.

Aboriginal and/or Torres Strait Islander people make up 10% of the population.2 The Wiljali people traditionally
occupied the lands of the Broken Hill region in far western NSW and jointly manage the Mutawintji National Park
alongside the government. This partnership reflects the Wiljali's enduring connection to the lands and their ongoing
role in its stewardship.

Many of our customers are vulnerable, with limited capacity to pay for essential water services

Broken Hill is rated in the lowest 11% of communities in Australia, according to Australian Bureau of Statistics
analysis of Relative Socio-economic disadvantage.® Under this measure, a component of the Socio-Economic
Indexes for Areas (SEIFA) index, Broken Hill is ranked 1,552 out of 14,462 state suburbs in Australia and 373 out
of 4,311 suburbs in NSW for relative socio-economic disadvantage.* Broken Hill also has a similar ranking for other
components of the SEIFA index.

As at July 2025, Broken Hill had more than double the proportion of its working age population (aged 15-64)
receiving JobSeeker and Youth Allowance (12.0%) relative to NSW overall (5.4%).5 Around 16% of the Broken Hill
population is receiving the Age Pension compared to 10% across NSW.8

' Australian Bureau of Statistics, Broken Hill 2021 All persons QuickStats, Available at: https://www.abs.gov.au/census/find-census-
data/quickstats/2021/LGA11250

2 Australian Bureau of Statistics, Broken Hill 2021 All persons QuickStats, Available at: https://www.abs.gov.au/census/find-census-
data/quickstats/2021/LGA11250

3 Australian Bureau of Statistics, Socio-Economic Indexes for Areas (SEIFA), 2021, Table 2 Suburbs and Localities (SAL) Index of Relative
Socio-economic Disadvantage, 2021.

4 Australian Bureau of Statistics, Socio-Economic Indexes for Areas (SEIFA), 2021, Table 2 Suburbs and Localities (SAL) Index of Relative
Socio-economic Disadvantage, 2021.

5 ID community profile for Broken Hills, Available at: https:/profile.id.com.au/broken-hill/job-seeker

5 Department of Social Services (2025), DSS Benefit and Payment Recipient Demographics — March Quarter 2025, Available at:
https://data.gov.au/data/dataset/dss-payment-demographic-data
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Broken Hill's median weekly household income of $1,173 is 36% less than the median weekly NSW household
income.”

As we discuss in Chapter 13, the unique demographics of our community place very real constraints on our
customers’ ability to afford essential water and wastewater services.

2.5 Essential Water’s operating environment

The Broken Hill Pipeline has facilitated a stable operating environment

The commissioning of the Broken Hill Pipeline significantly changed our operations — with implications for our
services and costs.

Before 2019, town water supply was dependent on water sourced from the Darling River and pumped to Broken
Hill via more than 120 km of pipeline. In 2019, the Murray River to Broken Hill Pipeline was commissioned. This
280 km pipeline and 760 ML bulk water storage connects the Murray River at Wentworth to Essential Water’'s
system.

We now take most of our bulk storage requirements from the Murray River via the Broken Hill Pipeline, with
Stephen’s Creek reservoir currently acting as an emergency backup supply. The Broken Hill Pipeline has improved
water security for our customers.

Our customers water consumption is no longer affected by drought

After years of drought and severe water restrictions, Essential Water is now able to reliably access water to supply
our customers. Our customer demand is now relatively steady.

Government contributes funds to help keep prices affordable for our customers

We pay bulk water charges to WaterNSW, which owns the Broken Hill pipeline and delivers our water via the
pipeline. Since 2019, the NSW Government has made a financial contribution to Essential Water to ensure that
customer prices do not increase by more than inflation as a result of the pipeline. The NSW Government’s current
funding commitment goes to the end of the 2022 determination period. Following recent discussions with the NSW
Government, we have assumed a continuation of this subsidy for the pipeline costs and have prepared our
Proposal on this basis.

Section 13.5 discusses the case for additional subsidies to assist with customer affordability, in light of bill impacts
from our proposed expenditure in the 2026-31 period.

2.6 Long term planning — Our IWCM Strategy

Our expenditure and proposed expenditure allowances have been informed by sound long-term planning, primarily
through the development of our IWCM Strategy.

Our IWCM Strategy is a 30-year plan for the supply of our water and wastewater services. Its objective is to ensure
that water services are appropriate, affordable and sustainable while meeting community needs and protecting
public health and the environment.

Our current IWCM Strategy was developed in 2022. It covers the water supply and sewer catchments of Essential
Water including Broken Hill and the surrounding townships of Menindee, Silverton, Sunset Strip as well as bulk
water transfer pipeline customers.

The IWCM Strategy has identified several short to medium term initiatives to ensure Essential Water continues to
provide high quality water and wastewater services. These include:

> replacement of the Wills St and South WWTP’s (Short term — in progress)
> investigating the feasibility and options to provide potable water supply to Silverton (Medium term)
> improving reticulated water reliability at Menindee (Medium Term).

7 Australian Bureau of Statistics, Broken Hill 2021 All persons QuickStats, Available at: https://www.abs.gov.au/census/find-census-
data/quickstats/2021/LGA11250
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It has also identified several longer-term initiatives, including:

> review of reticulated water supply reliability at Broken Hill, including the role of Stephens Creek reservoir
> increased water mains renewal
> increased sewer reticulation pipeline renewal.

We are in the process of updating our IWCM Strategy, which aligns with this Proposal. We sought feedback from
our customers and community, and this feedback has been used to inform the final update to the IWCM Strategy.
Once finalised, we will submit our IWCM Strategy to the NSW Department of Climate Change, Energy, the
Environment and Water (DCCEEW) for approval. We will then publish the updated IWCM Strategy on our website.

2.7 Climate change considerations

Essential Water is responding to climate change with our adaptation and resilience strategies

The region served by Essential Water is the most arid in the state and experiences extreme climatic variations,
including more frequent droughts than coastal areas. Physical risks of climate change that are relevant for
Essential Water’s business include impacts on water supply and quality from a changing climate and increased
frequency and severity of heat waves, droughts, and flooding.

There are also climate-related transition risks that could impact Essential Water’s business, including increased
regulatory compliance costs with increased climate and sustainability reporting requirements, increased insurance
costs, and supply chain risks and impacts, which could lead to delays and higher costs.

Climate-related transition opportunities include transitioning to renewable energy sources, electrifying fleet, and
resilience and adaptation strategies.

We have a comprehensive approach to considering climate change:

> Our IWCM Strategy includes a 30-year Total Asset Management Plan (TAMP) that addresses the impacts
of climate change on infrastructure. The strategy accounts for the impact of a 1°C warming scenario on
water demand projections for Broken Hill and Menindee.

> Our IWCM strategy includes an assessment of the security of the Menindee and Sunset Strip water supply.
Additionally, the strategy covers supplementary storages like Stephens Creek and Umberumberka
reservoirs.

> Essential Water’'s drought management plan@ establishes how water supply will be managed during
periods of drought. It outlines minimum water supply requirements, trigger levels, corresponding actions
and water restriction levels. Emergency water sources and treatment options are identified.

> Our proposed capital expenditure plans (see Chapter 6) will enhance resilience, reduce leakage of water
and reduce emissions. Projects include accelerated water mains replacement, a replacement wastewater
treatment plant, Mica Street service reservoir replacement and the rollout of smart meters.

> We are actively working on reducing our emissions and reporting our greenhouse gas emissions to the
National Greenhouse and Energy Reporting (NGER) Scheme as part of Essential Energy’s reporting. This
includes complying with Essential Energy’s Sustainability Strategy and emissions reduction target of Scope
1 and 2 emissions reduction of 50% by 2030 from a base year of 2020-21.

> [Essential Water’'s emission reduction activities include energy-efficient operations and maintenance of
water treatment plants and pumping stations, fleet electrification and the upgrading of the WWTP.

> In addition to the IWCM Strategy, Essential Water has several documented plans that consider future,
short and long term requirements in regard to the to the reliability of water supply and climate change
including our Asset Management Plan, our Strategic Plan, our Drinking Water Management System, our
Drought Management Plan and our Operational Procedure.

More information on climate change considerations is available at Appendix B: Climate change considerations.

8 https://essentialwater.com.au/water-insights/drought-management-plan/
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2.8 Key challenges and opportunities

We face significant challenges

We face a series of key challenges in providing water and wastewater services to our customers. This impacts the
services we provide and the prudent and efficient cost of providing those services:

> We serve a small population over a large geographic area, with the population in Broken Hill stable or
decreasing for at least the last 50 years. This means we are unable to achieve the economies of scale
accessible to many other water businesses. It also means that any expenditure on our network will have an
impact on prices.

> Our ageing system requires investment and renewal to ensure we meet our mandatory standards and
provide adequate services to our customers. However, this places pressure on the prices we charge to our
customer base, which has a high proportion of vulnerable customers.

> Our challenging physical environment influences and constrains the way we work. Our remote and arid
location means we must undertake significant works over winter and retain core skill sets in-house, but it
also makes it challenging to attract and retain skilled labour. It also introduces additional safety challenges.

We see significant opportunity

Despite these challenges, we have identified significant opportunity. We are taking action to deliver the outcomes
our customers require while complying with our regulatory requirements and delivering services efficiently,
consistent with the long-term interests of customers. This includes continuing our customer and community
consultation, expanding our use of our upgraded asset management and workflow systems, and delivering key
investments including the Wills St WWTP and a comprehensive program of renewals. We look forward to our
ongoing role in meeting the needs of our customers reliably and efficiently into the future.
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3. Meeting the needs of our customers

3.1  Overview

Essential Water has been undertaking extensive engagement with customers and stakeholders to understand their
priorities and preferences. A mixture of existing and new engagement channels have been used to seek broad and
in-depth feedback from a diverse group of customers and stakeholders. This significantly elevated engagement
program has enabled feedback to truly shape this Proposal. Importantly, we have committed to ongoing
engagement with customers and stakeholders, which will also help shape the implementation of plans included in
this Proposal, and the design of future Proposals.

3.2 How we engaged with our customers

Essential Water has used different channels to engage with a diverse and representative group of customers and
community stakeholders. By mapping customer segments and stakeholder groups, Essential Water was able to
leverage both existing and new engagement methods tailored to each audience. Essential Water actively included
representation from different customer segments in our engagement activities, such as both homeowners and
renters, people of different genders, ages and incomes, First Nations peoples, and individuals experiencing
vulnerability. The Customer Engagement Strategy outlining this approach is included in Attachment 2.

Channels for Customer and Stakeholder Engagement

Customer Surveys

Between December 2024 and February 2025, Essential Water undertook a survey which was sent to all customers
to collect feedback on priorities, services, and preferences for the future. Essential Water received 299 responses

to this survey. Essential Water will continue to undertake regular surveys to test customer satisfaction, understand
areas for improvement, and ask for customer feedback to inform business decisions.

Community Engagement

Essential Water participated in community events to engage directly with members of the community. Essential
Water attended the AgFair in Broken Hill and also set up a pop-up community session in Menindee to engage more
directly with Menindee customers which includes a high number of First Nations peoples. These sessions were
designed to provide opportunities to hear directly about community priorities and desired outcomes. Essential
Water will continue looking for opportunities to attend events and participate in other engagement activities to
further our community outreach, including with First Nations communities.

Essential Water Customer Panel

In a first for the business, Essential Water established a new Customer Panel of representative household and
small business customers to directly engage on the Proposal. Panel members include homeowners, renters, First
Nations peoples, and those of varying ages, genders and incomes, as well as some customers experiencing
vulnerability.

The Essential Water Customer Panel met four times between November 2024 and June 2025 during the
development of this Proposal, for 2.5 hours each session. The Customer Panel took an in-depth look at issues and
options for the Proposal, providing considered guidance to Essential Water on decisions affecting all customers.

For key investment decisions, Panel members were provided with context for the proposed investment and the
associated bill impacts, and were then asked whether they thought whether the investment would deliver value for
customers. Customers were provided with the opportunity to consider the value from these individual investments,
and then as a total suite of investments.

Essential Water Customer Panel meetings were facilitated and summarised by an independent party, Hall &
Partners. Meeting reports are provided at Attachments 3.1 to 3.4.

As this Panel was well-received by its members and delivered valuable feedback for Essential Water, we will look
to continue convening this group in the future to enable customer deliberation to inform our business decisions.
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Stakeholder Meetings

Essential Water has also been engaging with various stakeholders throughout the development of the Proposal.
These stakeholders include the Broken Hill City Council, the NSW Member for Barwon, various NSW Government
agencies, the Pastoralists' Association of West Darling, NSW Farmers and the Justice and Equity Centre. Essential
Water regularly engages with these stakeholders, and throughout the development of the Proposal provided
multiple updates and held meetings with these stakeholders.

Ongoing customer engagement

Essential Water actively engages with our community on an ongoing basis via our website and social media
presence. Essential Water will also continue to operate its successful Customer Panel, convening as needed to
consult on existing or emerging decisions or issues.

Phases of Customer Engagement

Essential Water’'s engagement approach . -
occurred in phases tg a?ign with tFP:F:a Customer and Community Community events

development process of the Proposal. Feedback Customer-wide survey

Early customer and stakeholder Olline consuiation
feedbac_k was used to identifylpriorities Stakeholder
and desired outcomes — both in the next Feedback
pricing period and over the longer term.
This provided Essential Water with
guidance to then identify potential areas
of expenditure to meet these desired Customer
outcomes, with Essential Water Panel
Customer Panel members then given
the opportunity to determine whether
these delivered value for money to
customers.

Stakeholder meetings
Regular updates

4 x meetings

3.3 What customers told us and how this Proposal responds

Our Essential Water Customer Panel (EWCP) was our primary source for in-depth customer feedback. They told
us that their top two priorities are maintaining water quality and ensuring water security.® These priorities are
reflected in our choice of focus principles, the outcomes we propose to deliver and the proposed expenditures we
need to deliver those outcomes. Our EWCP identified a number of other priorities and outcomes beyond their top
two priorities, which were also important in shaping our Proposal.

Results from our customer survey showed that water quality ranked second, after pricing and affordability, in the list
of issues which were of concern to customers. ' This concern with pricing and affordability has meant that we have
undertaken some further work on levels of affordability for our customer base. We hope that this extra analysis
assists IPART in its review process and, if warranted, makes the case for further NSW Government support to
manage unaffordable bill impacts (Chapter 13).

Table 4 provides a summary of our customer priorities and outcomes, customer feedback and the way we have
responded to that feedback in preparing our Proposal, most notably in the development of outcomes and the
expenditure required to deliver those outcomes.

9 Hall & Partners, Essential Water Customer Panel, Meeting 1 Report, December 2024, p.6, Attachment 3.1
'° In-house survey of Essential Water Customers, 4 Dec 24 to 14 Feb 25, 299 respondents
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Table 4: Summary of customer priorities, feedback and how Essential Water is responding

CUSTOMER PRIORITIES AND CUSTOMER AND STAKEHOLDER FEEDBACK HOW ESSENTIAL WATER IS RESPONDING
OUTCOMES"
Water Quality (and Reliability) Customers want reliable water and wastewater services Essential Water has proposed outcomes, performance
Reliable access to clean and safe that effectively maintain current standards. The majority of measures and targets that reflect our customers’ preferences for
drinking water that: Essential Water Customer Panel members supported reliable and safe water and wastewater that maintains current
Is fit for customers' needs paying for a moderate ramp up of the water and sewer standards (Chapter 4).
o ) mains maintenance program to replace ageing
Has minimal contaminants infrastructure. The moderate increase to the program was  Essential Water has included efficient expenditure for a
Is regularly and transparently regarded as a good compromise; Customer Panel moderate increase to our current mains and sewer replacement
tested members were willing to pay an additional amount to program (Chapter 6) to reduce the likelihood of interruptions to

reduce the likelihood of supply interruptions and prevent
future generations from bearing a disproportionate burden,
but opted against an accelerated program which would
have had a bigger bill impact (Attachments 3.2 and 3.4 —

Meeting 2 and Meeting 4 reports).

Customers want clean and safe drinking water, and access
to transparent information about water quality (Attachment

3.1 - Meeting 1 report).

Water Security Customers want to see collaboration occurring between
Essential Water and other NSW government agencies on
planning and preparing for long term water supply

Certainty now about long-term

water security (Attachment 3.1 - Meeting 1 report).

Long-term vision is for an

abundant water supply with no  Customers accessing raw water from the Grazier’s Pipeline

water restrictions and have maintained their preference for Essential Water to
increased use of recycled build a new pipeline. Most Customer Panel members were
water comfortable deferring the decision to the next determination

period given Essential Water’s expectation that acceptable
service levels will be maintained for at least the next
determination period (Attachments 3.2 and 3.4 — Meeting 2

and Meeting 4 reports).

water and wastewater services caused by ageing water and
sewerage mains.

Essential Water will improve the accessibility of water quality
monitoring information on our website.

Essential Water is updating its IWCM Strategy (Section 2.6) in
consultation with customers and stakeholders. Essential Water
will also continue meeting regularly with government agencies to
maintain ongoing engagement on water security and other
issues.

A Recycled Water Management Plan is currently under
development.

Essential Water has not included the construction of a new
pipeline for Graziers in this Proposal.

" Hall & Partners, Essential Water Customer Panel, Meeting 1 Report, December 2024, Attachment 3.1
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CUSTOMER AND STAKEHOLDER FEEDBACK

HOW ESSENTIAL WATER IS RESPONDING

Sustainability and Environmental
Protection

Management and protection of
surrounding environment

Use of renewable energy

Regeneration and opening of
waterways for recreation

Long-term vision is greener
spaces, aquatic recreation,
and natural wetlands and
healthy waterways

Essential Water Customer Panel members want Essential
Water and other water management bodies to manage and
protect the surrounding environment (Attachment 3.1 -
Meeting 1 report).

Essential Water Customer Panel members want to see
renewable energy used where possible (Attachment 3.1 -
Meeting 1 report).

Some stakeholders called for Essential Water to encourage
greater water use to suppress lead dust in the Broken Hill
region. Essential Water Customer Panel members did not
support Essential Water using pricing (through higher fixed
charges and lower usage costs) as a mechanism to
encourage greater water use to suppress lead dust in
Broken Hill (Attachments 3.3 and 3.4 — Meeting 3 and
Meeting 4 reports).

Essential Water has proposed outcomes, performance
measures and targets that reflect our customers’ preferences for
sustainability and environmental protection (Chapter 4).

Building further on the existing ways we are considering and
managing our approach to climate change (outlined in Section
2.7), Essential Energy is assisting in developing a Sustainability
Plan for Essential Water, which will examine implementable
actions for making our operations more sustainable including
consideration of the use of renewable energy.

Essential Water has included the construction of a new
wastewater treatment plant to produce effluent which is
compliant with current environmental obligations (Section 6.4).
The design of the wastewater treatment plant includes a solar
system that will be capable of supplying the full load of the plant
during daylight hours.

This Proposal maintains two-part tariffs, with usage prices set
with reference to the Long Run Marginal Cost of supply (Chapter
12).

Waterways such as creeks and rivers are not something
Essential Water can control - these are under the management
of other entities. With regard to waterways such as Stephens
Creek and Umberumberka, Essential Water will consult with
local organisations, authorities, customers and stakeholders
when decisions are to be made regarding their future.
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CUSTOMER AND STAKEHOLDER FEEDBACK

HOW ESSENTIAL WATER IS RESPONDING

Cost Efficiency

Essential Water to be run cost
efficiently with affordable bills
This includes:

A transparent breakdown of
costs and spending

Stable bills without cost spikes

Customer Service

Easy access to localised
customer service

Long-term vision is for more
efficient ways to interact with
Essential Water for billing and
meter readings

Customers want to have assurance that Essential Water is
operated efficiently, and bills are affordable without cost
spikes. Customers also want more transparency about
costs and spending (Attachment 3.1 - Meeting 1 report).

Stakeholders stressed the importance of clearly
communicating which non-discretionary investments are
required and why, including the potential impact of these
investments on customers.

Customer Panel members stressed the need for a broad
communications campaign on upcoming projects and bill
impacts. Panel members were conscious of providing
certainty to customers, so advised that more specific price
guidance should only be provided once IPART has made
its decision on any price changes (Attachment 3.4 -
Meeting 4 report).

In the event that any additional government subsidies
would be provided to customers, most Customer Panel
members supported a blanket subsidy approach given
there were other existing targeted rebates (Attachment 3.4
- Meeting 4 report).

Customers recognise that a variety of customer service
channels are required. This includes making some in-
person customer services available but also moving to
digital services for billing and meter readings (Attachment
3.3 - Meeting 3 report).

One-third of surveyed customers identified ‘digital services’
as one of the most important features of their customer
experience, wanting the ability to view and pay bills online,
monitor water usage in real-time, and receive high usage
alerts.

Rolling out smart meters in this determination period
received unanimous support from Customer Panel

Essential Water’'s Proposal only includes expenditure that is
prudent and efficient. Based off outcomes from our engagement
with our Customer Panel, discretionary expenditure items were
only included if Panel members considered these investments to
deliver customer value (e.g. smart meters, moderate increase to
mains maintenance program). Essential Water provided the
Customer Panel with information and associated bill impacts of
the non-discretionary investments to inform these decisions on
discretionary expenditure items.

Essential Water is undertaking a communications campaign to
inform customers about upcoming projects as well as forecast
changes to bills once IPART has made its determination. This
will include clear information on our website, which will detail
specific customer outcomes from these projects.

Essential Water has proposed outcomes, performance
measures and targets that reflect our customers’ preferences for
good customer service (Chapter 4).

We are investigating whether Essential Water’s proposed
expenditure on property upgrades could provide the option of
enabling in-person customer service.

Essential Water will continue to promote the new option to sign-
up to electronic billing across our customer base.

Essential Water is proposing to replace existing meters with
smart meters (Chapter 6).
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CUSTOMER AND STAKEHOLDER FEEDBACK

HOW ESSENTIAL WATER IS RESPONDING

Consultation, Communication
and Transparency

Transparency and information
to better inform the community

Increased face-to face
community consultation on
decisions

Specific consultation with
Indigenous community

Encourage Water Efficient
Behaviours

Youth and community
education about water issues
and 'water wise'
communications

members despite the bill impact, due to the number of
benefits it will provide customers (Attachment 3.3 - Meeting
3 report).

Customers want access to more information about key
projects and initiatives and want to see customer and
community involvement in decisions that affect them
(Attachment 3.3 - Meeting 3 report).

Customers want to see community members educated and
empowered to be efficient with their water use to minimise
wastage (Attachment 3.1 - Meeting 1 report).

Essential Water will provide transparent information about
upcoming projects and initiatives. Essential Water will also
continue to operate its successful Customer Panel, convening
as needed to consult on existing or emerging decisions or
issues.

Essential Water’'s Sustainability Plan will also consider how
Essential Water can engage with local communities, including
First Nations’ community members.

Essential Water will look for opportunities to further promote
‘water wise’” information, including to school-aged children.

Essential Water’s proposed rollout of smart meters will provide
customer access to real-time data and help to identify water
leaks, further empowering customers to use their water more
efficiently.

This Proposal maintains two-part tariffs, with usage prices set
with reference to the Long Run Marginal Cost of supply (Chapter
12) — to promote optimal consumption.
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4. Customer and community outcomes

4.1 Overview

To determine our efficient costs, and the prices to recover them, we have to first identify the performance outcomes
that will meet the needs of our customers and community and will ensure we comply with our regulatory
requirements.

The chapter describes:

> how we performed against the current performance outcomes for the 2022-26 determination period.
> our proposed performance outcomes, measures and targets for the 2026-31 determination period.
> how we will be held accountable for our performance over the 2026-31 determination period.

Key messages

> We strive to meet all industry standards required of water utilities and provide a standard of service that
reflects community expectations and customers’ willingness to pay.

> We have continued to meet performance outcomes in the 2022 determination period. These outcomes
cover our regulatory requirements for water quality as well as customers’ expectations on the
availability and reliability of water supply and wastewater services.

> We have implemented procedures to improve how we measure and report our performance on output
measures, as recommended by IPART in its 2022 Determination, as well as proposing performance
targets for water availability going forward.

> We have identified the key outcomes our customers and community value. We propose expanding our
current performance measures and targets in response to customer engagement to ensure we meet
these outcomes for the 2026 determination period. We will report annually on our performance over the
2026-31 determination period.

4.2 Performance outcomes were met in the 2022 determination period

Essential Water met our customers’ and community’s needs in the 2022 determination period and improved
information collection and reporting of our service levels

As part of the 2022 determination, IPART recommended that Essential Water expand its output measures to collect
and report on information about duration of service interruptions (both planned and unplanned) and the number of
customers affected, to enable it to better understand the quality of services received by its customers.'? Essential
Water has started collecting this information and reporting on it each month to the Executive Leadership Team.

Table 5 sets out the IPART decision for each output measure and whether it has been implemented by Essential
Water in the 2022 determination period. Appendix C (Performance outcomes) provides more detail on our
performance against each of these output measures over the 2022 determination period.

2 |PART, Review of Essential Water’s prices for water and wastewater services in Broken Hill, Final Technical Report, November 2022 p.54
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Table 5: Response to IPART’s 2022 Decision on expanding Essential Water’s existing output measures to
align with current best practice

OUTPUT MEASURE IPART’S 2022 DECISION IMPLEMENTED?
Availability of water > Essential Water to collect information and report on water >  Yes
supply supply interruptions (frequency, duration and number of

customers affected by planned and unplanned interruptions).

Water quality > Essential Water to collect information and report on water > Yes
quality events (frequency and duration of all events out of
specification, frequency and duration of selected specific
events (such as colour) out of specification).

Wastewater > Essential Water to collect information and report on wastewater > Yes
performance service interruptions (frequency, duration and number of
customers affected by planned and unplanned interruptions).

Customer complaints > Essential Water to collect information and report on customer >  Yes
complaints (number by type (as reportable to BOM): response
time.

Notice periods > Essential Water to continue to collect information and report on > Yes

notice periods.

Notifiable >  Essential Water to collect information and report on notifiable >  Yes
environmental environmental impacts (number by type (as reportable to
impacts BOM)) response time.

4.3 Outcomes, performance measures and targets for the 2026 determination period

Our proposed outcomes, performance measures and targets reflect our customer’s preferences

Our proposed outcomes, performance measures and targets provide standards of service that reflect industry best
practice and our community’s expectations and customers’ willingness to pay. Our small size and geographic
location means there is a strong overlap between our customers and community, and inherently means that there
is more interaction with Essential Water employees, as well as via formal and informal engagements — see Section
3.2. We understand our customers and community and our proposed outcomes have been developed to meet their
needs.

Our outcomes focus on the priorities identified by our EWCP and customer survey (maintaining water quality and
ensuring water security), as well as environmental outcomes and customer service. Our performance measures
are based on the output measures identified by IPART to ensure we align to current best practice. These are set
out in Table 6 along with our proposed targets.

Our targets have been set with the aim of maintaining our current performance against these measures (presented
in Appendix C), recognising our customers’ preference to maintain service and performance levels rather than
increase them for an additional cost. This reflects our customers’ satisfaction with water quality and security since
the commissioning of the Broken Hill Pipeline. Our ageing network impacts our ability to maintain current
performance. In response to customer feedback, we have increased our water mains replacement and sewer
relining to ensure our network remains reliable.

Our proposed capital and operating expenditure allowances have been set for each year over the 2026
determination period that allow us to efficiently achieve these outcomes. These proposed allowances represent our
expenditure performance targets.
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These targets will be challenging for Essential Water but will focus our efforts on delivering what our customers

have told us they value.

Table 6: Summary of customer and community outcomes, performance measures and targets

CUSTOMER AND
COMMUNITY OUTCOMES

PERFORMANCE MEASURES

TARGETS

Water Reliability - reliable
access to drinking water

Water Quality - clean and
safe drinking water

Sustainability and
environmental protection

Good customer service

Average number of unplanned
interruptions per customer

Average number of customer minutes
lost from unplanned interruptions

Percentage compliance with Australian
Drinking Water Guidelines

Wastewater service interruptions
(frequency, duration and number of
customers affected by planned and
unplanned interruptions)

Notifiable environmental impacts
(number by type and response time)

Number and type of customer
complaints

Response time for customer complaints

Notify customers of planned outages
within agreed notice periods

0.04 per annum (See Box 1 below)

15.4 in 2026-27, reducing gradually to
12.5in 2030-31 (See Box 1 below)

100% compliance with Australian
Drinking Water Guidelines

No wastewater service interruptions

No notifiable environmental impacts

No increase in complaints

Maintain response times - respond to
95% of complaints or enquiries within
four working days of receipt.

Continue to notify customers within
agreed timeframes — 2 days written
notice for residential customers and 7
days’ written notice for non-residential
customers.
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Box 1: Performance targets for unplanned supply interruptions to our water service

Building on the output measures we already capture for unplanned interruptions to water supply, we will
introduce targets for:

> Average number of unplanned interruptions per customer
> Average number of customer minutes lost from unplanned interruptions

Our customer engagement indicated that service interruptions are of high importance to customers. We have
decided to focus on performance targets for water supply only, as our data on unplanned interruptions to our
wastewater service (Appendix C) shows that we have had no interruptions since we began reporting the data
in 2022-23.

We have defined an interruption to the water supply as:

> the complete isolation of the customer’s water supply which is typically either via the water service to
the premise or the reticulation main supplying the area.

We have defined an unplanned interruption as:

> any interruption that impacts one or more customers for any duration, where there was no advance
notice of the intent to interrupt the service per the required notice periods.

Table 8 below set out our proposed performance targets for water. These targets have been set with
reference to our performance in the current determination period as shown in Table 7 and reflects the existing
condition of our mains — noting that we are looking to increase the level of renewals which will maintain a
better level of performance in the long run. We will report on our performance against these targets as part of
our public reporting on output measures. We propose concentrating on these two measures initially, to enable
us to focus on establishing this area before extending targets to other output measures.

Table 7: Current period performance for unplanned interruptions to water supply

2022-23 2023-24 2024-25
Unplanned water interruptions 321 380 356
Number of customer minutes lost 122,634 130,445 154,280
{-\verage.number of unplan*ned 0.03 0.04 0.04
interruptions per customer
Average number of customer minutes
lost from unplanned interruptions 12.3 13.0 15.4

*Customer base of 10,000

Table 8: Proposed performance targets for water supply

2026-27

2027-28

2028-29

2029-30

2030-31

Average number of unplanned 0.04 0.04 0.04 0.04 0.04
interruptions per customer

Average number of qustomer_ minutes 15.4 15.0 14.0 13.0 125
lost from unplanned interruptions

We will be accountable to customers for our performance

Our EWCP told us that they believed it was important for us to report publicly on all our output measures, but of

particular importance to them for public reporting are:

> customer notification timeframes for water supply interruptions

>  water and wastewater supply interruptions (frequency, duration and number of customers affected by planned

and unplanned interruptions)
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> notifiable environmental impacts and response times, and
> water quality events.

We will report annually on our performance outcomes to ensure we are held accountable to customers and the
broader community for delivering on them. We already publish quarterly and annual drinking water quality reports
on our website, which show our compliance with ADWG. In addition, from October 2024 we commenced publishing
reports on our website on per- and poly-fluroalkyl substances (PFAS) testing of our water. This is done in
consultation with NSW Health and in line with the Food Standards Australia New Zealand (FSANZ) drinking water
guidelines for PFAS. Essential Water was found to be 100% compliant with the PFAS guidelines.

We will ensure our reporting is transparent and accessible to customers and the community by publishing PFAS
reports annually on the Essential Water website.
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5. Form of regulation and other matters

5.1 Overview

The first step in determining prices for Essential Water’s services is to decide on the form of regulation. This
includes matters such as:
> the length of the determination period

> the method used to determine how prices move over time (e.g., whether to use a price cap or a different
form of price control such as revenue cap or weighted average price cap)

> the method used to calculate how much revenue should be recovered through prices over the
determination period (e.g., a building block approach)

> mechanisms to promote future efficiency savings and manage revenue and cost risks

Key messages
We propose:

> Adopting a 5-year determination period from 1 July 2026 to 30 June 2031, which aligns with the 3Cs
framework.

> Retaining ‘price caps’ that set prices for each of Essential Water’s services in each year of
the determination period.

> Retaining a ‘building block approach’ to calculating Essential Water’s revenue requirements to recover
its efficient costs of providing services, through a combination of prices to customers and a
government contribution.

> We do not propose to trigger the efficiency carryover mechanism for the 2022 determination period, nor
do we propose to continue it for the 2026 determination period, due to the unique and challenging
circumstances of Essential Water.

> We do not propose to trigger the demand volatility adjustment mechanism for the 2022 determination
period, although we are proposing that the demand volatility adjustment mechanism continues for the
2026 determination period.

> Not to introduce incentive schemes in the 2026 determination period, but to use this time to assess how
best they could be introduced in the subsequent period. We will, however, remain focused on achieving
cost efficiencies and enhancing customer value.

> We do not propose to include any cost pass-throughs for 2026-31 and instead will rely on the remaining
tools available within IPART’s regulatory framework to manage revenue or cost uncertainty within the
determination period.

> A self-assessment grading of Standard against the 3Cs framework.

5.2 Adopting a five-year determination period

We propose a five-year determination period

Under IPART’s 3Cs framework, the default term length of a determination period is five years. We consider that this
is an appropriate length of time for Essential Water as our outlook is relatively stable and all stakeholders, including
our customers, benefit from price certainty and stability. Population growth is flat, demand forecasts are relatively
stable, and our proposed expenditure allowances have been informed by sound asset management and planning,
and comprehensive long-term planning. In addition, Essential Water has a secure supply of water from the Broken
Hill Pipeline.
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IPART’s 3Cs Handbook includes several potential mechanisms to manage cost and revenue risks if there are
unforeseen changes in costs and/or revenues over the determination period. We would look to IPART and its 3Cs
Handbook for guidance if the need arises to potentially apply such measures in the 2026 determination period.

5.3 Setting maximum prices provides certainly to customers and Essential Water

We propose a price cap

There are several forms of price control that can be used to review or adjust prices for regulated businesses. These
include price caps, revenue caps and hybrids of these two approaches.

We propose that a ‘price cap’ should continue as the form of price control for the 2026 determination period. We
consider that this approach continues to be fit-for-purpose for Broken Hill as it provides certainty and stability for
both customers and Essential Water. In our view, other forms of price control would be too complex and costly to
develop and apply, particularly given the inclusion of subsidies and the relatively small size of our water and
wastewater business.

5.4 A building block approach is IPART’s standard method for calculating a notional
revenue requirement

We propose to adopt IPART’s building block approach to determine our notional revenue requirement

IPART typically adopts the building block approach to establish the regulated utility’s efficient costs, or notional
revenue requirement (NRR), of providing its regulated services. This involves separately estimating the underlying
components (or building blocks) of efficient costs (or revenue requirements), having regard to projections of
efficient capital and operating costs of providing regulated services.

We support IPART continuing to use the building block approach to calculate NRR for providing Essential Water's
services. Under this approach, the building block components are:

> Operating expenditure, which represents an estimate of the efficient level forecast operating, maintenance
and administration costs incurred in providing Essential Water’s regulated water and wastewater services.

> Areturn on the assets required to efficiently provide Essential Water’s regulated services. This amount
represents an assessment of the opportunity cost of the capital invested in Essential Water and ensures
that it can continue to make efficient capital investments in the future. To calculate this amount, IPART
decides on the efficient and prudent levels of Essential Water’s past and forecast capital expenditure,
incorporates this capital expenditure into Essential Water’s regulatory asset base (RAB), and calculates the
return on assets by multiplying the RAB by the appropriate weighted average cost of capital (WACC).

> Areturn of those assets (regulatory depreciation). This allowance recognises that through the provision of
services to customers, Essential Water’s capital infrastructure will wear out (or be consumed) over time,
and therefore regulatory depreciation allows the value of assets to be recovered over their expected useful
lives. To calculate this allowance, IPART applies the ‘straight-line’ method, which means that the value of
assets is recovered evenly over their useful lives.

> An allowance for meeting tax obligations — which, for competitive neutrality purposes, reflects the tax
liability of a comparable commercial business.

> An allowance for working capital, which represents the holding cost of net current assets.

Figure 7 shows how the sum of these building blocks results in our revenue requirement, and where each of these
building blocks are discussed in this submission.

Under IPART’s application of the building block approach, other components of Essential Water's NRR typically
include true-ups or adjustments to:

> Reflect changes in the trailing average cost of debt, as part of the WACC to calculate a return on the
assets. Under IPART’s approach, this can occur via an annual update to prices or at the next price
determination. We propose to continue to apply the cost of debt true-up at the next determination period,
as discussed in Chapter 10.
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> Reflect the Demand Volatility Adjustment Mechanism (DVAM), which makes adjustments to the NRR to
account for any differences between forecast demand used to set prices in the previous determination
period, and actual demand over this period, subject to a +5% materiality threshold. This is discussed in
Section 5.6 below.

Efficiency incentive schemes can also result in adjustments to the NRR. However, as outlined in Section 5.5 below,
we do not propose these schemes will apply to Essential Water for the 2026 determination period.

Figure 7: Building block approach to calculating the notional revenue requirement
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5.5 Efficiency carryover mechanism

In its 2022 determination, IPART decided to maintain the efficiency carryover mechanism for operating expenditure
which it had introduced in 2019. This mechanism allows Essential Water to retain permanent efficiency savings for
a fixed period regardless of when in the determination period they are achieved. This mechanism aims to remove
the incentive for a regulated business to delay efficiency savings from the end of one determination period to the
beginning of the next.

The efficiency carryover mechanism is akin to the Efficiency Benefit Sharing Scheme (EBSS) in IPART’s 3Cs
framework. The efficiency carryover mechanism allows Essential Water to retain efficiency savings for a fixed
period; whereas the EBSS allows the regulated business to retain a fixed share of efficiency gains. However, they
both have the same objective: to provide enhanced incentives for the water utility to pursue opex efficiency gains,
including to make the utility indifferent as to when it pursues these gains within the determination period.

We will not activate the efficiency carryover mechanism for the 2022 determination period

As we discuss in Chapter 7, our operating expenditure for the 2022 determination period has exceeded the IPART
allowances. We are a small business operating within a challenging physical environment and unable to achieve
the economies of scale accessible to many other water businesses. As a result of this, we have not been able to
realise efficiencies relative to the allowance provided and therefore do not propose to activate the efficiency
carryover mechanism for the 2022 determination period.

We do not propose to continue the efficiency carryover mechanism for the 2026 determination period

We do not propose to continue the efficiency carryover mechanism for the 2026 determination period. We consider
that an appropriate operating expenditure allowance — which reflects the efficient costs of delivering our services, in
our environment, with our regulatory requirements — should provide sufficient incentives for Essential Water to
pursue sustainable efficiency gains. Our Cost Efficiency Strategy (see Attachment 1) sets out our plan to identify,
deliver and monitor cost-efficiency initiatives throughout our business, as well as our proposed efficiency target.
This demonstrates our intent to strive for efficient operating expenditure as much as possible within our unique and
challenging physical operating environment.

Further, IPART’s Water Regulation Handbook states that an efficiency benefit sharing scheme (EBSS) should be
accompanied by a capital expenditure sharing scheme (CESS) and outcome delivery incentive scheme (ODI) to
equalise incentives between operating expenditure, capital expenditure and service levels; and that each business
can decide whether they wish to propose these schemes. As outlined below, we do not propose these incentive
schemes apply to Essential Water for the 2026 determination period.

5.6 Demand volatility adjustment mechanism

Actual water sales will depend on a number of factors that will vary, including weather patterns and population
changes. This creates a risk in setting prices based on forecast water sales, as actual sales may vary and are
difficult to predict accurately.
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The demand volatility faced by Essential Water is not limited to the normal deviations from average weather
conditions and demand. The small size of Essential Water and its customer base means that if one or more large
customers leaves or enters the network (e.g. a mine), actual water sales could deviate substantially from forecast
water sales.

The demand volatility adjustment mechanism addresses this risk by enabling us to adjust our revenue at the start
of the subsequent determination period, based on the variation between actual water sales over the determination
period and the forecasts used by IPART to make the determination, subject to a +5% materiality threshold.

We do not propose to trigger the demand volatility adjustment mechanism for the 2022 determination
period

As we discuss in Chapter 9, our forecast water sales for the 2022 determination period are broadly in line with the
forecast approved by IPART in the 2022 determination. We therefore do not propose to activate the demand
volatility adjustment mechanism for the 2022 determination period in determining our NRR for the 2026
determination period.

We propose continuing with the demand volatility adjustment mechanism for the 2026 determination
period

For the 2026 determination period, we propose maintaining the demand volatility adjustment mechanism, subject to
a 5% materiality threshold. This will enable us to adjust our revenue at the start of the subsequent determination
period for any significant variation between actual and forecast water sales over the 2026 determination period,
including the potential commissioning of the Hydrostor generator (discussed in more detail in Chapter 9). The
continued application of this adjustment mechanism will ensure our prices and revenue are consistent with any
unexpected changes in demand over the 2026 determination period.

5.7 Incentive schemes

We do not propose to introduce the 3Cs cost and outcomes incentive schemes in the 2026 determination

The 3Cs framework includes three schemes to provide financial incentives to regulated water businesses to pursue
cost efficiencies and service outcome enhancements: the EBSS, the CESS and the ODI.

IPART’s Water Regulation Handbook states that each business can decide whether it wishes to propose these
three schemes, stating that they should be considered a package if they are to be proposed and applied. The
Water Regulation Handbook notes, however, that IPART expects the incentive schemes will be applied by
businesses with self-assessed Advanced or Leading proposals.

In line with our self-assessment grading of Standard, we do not propose the application of the EBSS, CESS and
ODI for the 2026 determination period. Rather, our cost allowances and reporting against output measures will
provide us with a strong incentive to pursue cost efficiencies and appropriate service outcomes over the 2026
determination period.

We raised performance measures with the Essential Water Customer Panel (EWCP) members in June 2025, and
there was strong support for public reporting on a range of performance measures to provide transparency to
customers. Our proposed output measures and targets for the 2026 determination period, reflecting our customer
feedback, together with our proposed accountability framework, were discussed in Chapter 4.

5.8 Cost pass-throughs

We do not propose any cost pass-throughs for 2026-31

Essential Energy is not aware of any events that would be eligible to propose as cost pass-throughs for inclusion in
this Proposal.

Essential Water’'s expenditure program for 2026-31 has been developed in response to the priorities of our
customers to maintain our ageing infrastructure, so that it can continue to deliver the outcomes that they need and
expect. Security and quality of supply for water and wastewater services means that we need to invest in significant
levels of capital infrastructure over the next five years, such as to replace the Wills St WWTP, and to increase
renewals of water and sewer mains. As good risk managers we understand that these investments cannot be
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deferred any longer. We stand behind our expenditure forecasts, as they are based on the best information
available to us at this time. As good risk managers we expect to manage cost uncertainty within the envelope of
expenditures/revenues proposed for 2026-31.

We appreciate that the following tools are available to manage significant changes, that are unforeseen at the time
of a proposal:

> True-ups — material changes in costs can be applied for as an ex-post adjustment at the next review period

> Targeted reviews and letters of comfort — official IPART feedback to prevent postponing, of necessary
efficient additional expenditures, to the next price review

> Partial or full re-openers — a last resort option when there is a material change in costs that warrant the
replacement of the determination (in whole, or in part) — and which cannot be delayed to the next price
review.

We appreciate that price certainty is important to our customers, and with the expenditures and revenues included
in this Proposal, we intend to manage uncertainty risk within our business until the next price review.

5.9 Self-assessment grading

We have assessed our Proposal as Standard

According to IPART’s 3Cs framework, a business must self-assess the extent to which its proposal promotes
customer value, encourages cost efficiency and is able to be credibly delivered. The 3 grades in the 3Cs framework
are:

> Leading — for businesses that excel in understanding their customers, innovating to deliver services
customers want and driving cost efficiencies. The business also demonstrates how it delivers significant
improvement in customer value through a combination of quantitative and qualitative evidence.

> Advanced - for businesses that demonstrate very strong understanding of their customers and are broadly
at the cost efficiency frontier.

> Standard — for businesses that conduct meaningful customer engagement and have a credible path
towards the cost efficiency frontier. This grade is consistent with good practice in the NSW water sector.

IPART notes that, in deciding on its grade, each business should refer to the 12 guiding principles that sit under the
3Cs, with particular emphasis on the focus principles agreed during early engagement.

We have self-assessed our Proposal as Standard. We believe that this grading is appropriate — it is also
proportionate to the size of Essential Water and the characteristics of its operating environment. We discuss our
self-assessment further in Appendix A: 3Cs grading self-assessment.
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Capital expenditure

Overview

Under the building block approach, prudent actual capital expenditure over the 2022 determination period and
efficient forecast capital expenditure for the 2026 determination period is added to the RAB and recovered through
a return on assets and regulatory depreciation.

This chapter sets out our proposed levels of capital expenditure. The section below provides an overview of the
capital expenditure required to deliver our proposed outcomes, set out in Chapter 4. We then discuss our risk-
based approach to asset management that applies to all capital expenditure. Finally, we set out our efficient capital
expenditure for the 2022 determination period and our forecasts of efficient capital expenditure for the 2026
determination period.

Our expenditure delivers on the outcomes customers want, at lowest long-term cost.

>

Key Messages

Our capex proposals are efficient, while also supporting safe and secure water and wastewater services to
our customers. We are focused on adopting a risk-based approach to maintaining and replacing assets
where necessary to meet our mandatory requirements and service standards. Our actual and forecast
capital expenditure is also informed by sound long-term planning, reflecting priorities outlined in our IWCM
Strategy.

By the end of the 2022 determination period, we expect total capital expenditure to be 31% below the total
allowance provided by IPART over this period. The main driver of the difference is that our key capital
expenditure project — replacement of the Wills Street WWTP — has been re-phased to allow us to finalise a
design that will meet our objectives and ensure the most efficient delivery of services to customers over the
long-term.

Over the five-year 2026 determination period (2026-31), we forecast total capital expenditure of $252
million. Our forecasts are made up of ongoing maintenance works as well as several key projects and
programs including:

o Replacement of the Wills St WWTP — which is now critical to ensure we can comply with our
environmental regulatory requirements and deliver wastewater services to an appropriate standard to
our customers and community

o Replacement of water mains and sewer mains renewal and relining — this urgent work is required to
continue to upgrade our ageing network and enable us to put greater focus on planned rather than
unplanned maintenance, which will result in more efficient management of our infrastructure and cost
savings to customers over time

These and other programs of work have been planned to address the priorities of our customers — they
made it clear that they were satisfied with the current levels of water quality and security. In order to
maintain these levels, capital expenditure increases are needed over the next five years to upgrade the
ageing infrastructure.

6.2

Our capital expenditure reflects our customer expectations and risk-based
management approach

The expectations of our customers underpin our expenditure plans

Customer outcomes are a key driver of our expenditure plans. As we have described in Chapter 3, the key
priorities for our customers are security and quality (reliability) of supply. The ability to maintain the satisfaction that
our customers currently have in our service levels for water and wastewater means that we need to invest in
upgrading our ageing infrastructure. We spent time with our EWCP to ensure that they understood the challenges
that our business faces and the obligations that we have in providing quality water and wastewater services to our
customers. We discussed the investments that were ‘must-do’ and then those that were more discretionary. Their
feedback has informed our expenditure plans for the 2026-31 regulatory period.
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Our expenditure forecasts are informed by sound long-term planning

Our expenditure forecasts are informed by our IWCM Strategy. As outlined in Section 2.6, our IWCM provides
direction for our water and wastewater service needs for 30 years in a balanced and sustainable manner. It
ensures our services are delivered cost-effectively and sustainably while meeting our customers’ and community’s
needs and protecting public health and the environment.

In alignment with this Proposal, we have recently consulted with our customers and community in updating our
IWCM Strategy.

Our robust systems and approaches ensure capital expenditure is prudent and efficient

We have established a sound asset management system and processes to ensure that our expenditure programs
are prudent and efficient. Our asset management system takes into account opex and capex trade-offs to ensure
cost effective and commercial asset replacement is compared to ongoing maintenance of aging assets. This has
informed how we have developed our proposal for the capital projects outlined in this chapter. For example, our
water and sewerage mains replacement programs will enable us to replace ageing infrastructure and allow us to
put greater focus on planned rather than unplanned maintenance.

Essential Water follows a risk-based approach to asset management and uses several inter-related processes to
ensure expenditure is prudent and efficient. These processes relate to water and wastewater network
augmentation, asset renewal and maintenance, demand management, and reliability, quality and security of
supply.

Our asset management system covers our processes for planning, developing, operating, inspecting, conducting
condition assessments and maintaining all components of our water distribution and wastewater collection and
disposal network.

Through this system, the physical water and wastewater system assets and other resources are efficiently and
effectively managed, to cost effectively deliver services to required standards while ensuring risks are optimally
managed and the economic lives of our assets are maximised.

The system incorporates a detailed Water Asset Management Plan and Strategic Business Plan. These plans are
reviewed and updated periodically, to ensure they reflect the current priorities and challenges for Essential Water.
Together, these form an operational framework that enables us to monitor cost risks and reprioritise expenditures
and asset management strategies as necessary. This allows us to consistently provide customers with high quality,
safe and reliable water and wastewater services at the lowest possible price.

Our general asset management approach is reflected in our capital expenditure program, through our planned
investments in capacity, security and reliability-driven asset augmentation, asset replacement, asset refurbishment
and asset maintenance.

Our assessment of asset condition as part of our risk-based approach

To underpin our asset management and planning process, we record the condition of assets in the field during
periodic inspections and subsequently download the data into an integrated asset management system. This
enables us to track asset inspection and maintenance work. By relating the data to system performance, we can
identify and prioritise problem areas for maintenance and / or capital investment. By analysing data captured in the
system, Essential Water can develop more efficient and effective asset management strategies and practices.

We continue to strive for improvements to our asset management and planning practices. Over the current
determination period we have invested and implemented improved asset management tools and training to ensure
our capital expenditure is driven by condition-based assessment. For example, our asset management system,
MainPac, provides a platform for scheduling, tracking and reporting works, including inspections. This enables us
to efficiently plan and execute capital expenditure, while minimising the costs and disruptions of reactive activities.
This is particularly important as renewal of our ageing network becomes more urgent.

We have a robust approval process to ensure prudent and efficient investment

Following the risk assessment, we develop business cases to ensure appropriate justification of projects for all
future investments. There are several approval ‘Gates’ before we incur expenditure (see Figure 8):

> Gate 1: The total proposed program requires Gate 1 approval
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> Gate 2: Larger projects are placed before Essential Energy’s Investment Steering Committee (ISC) for
Gate 2 approval.

> Gate 3: When final tender prices are obtained, Gate 3 approval is required prior to final approval to
proceed.

Essential Water follows a defined investment governance process to ensure that expenditure is prudent,
reasonable, and efficient.

The ISC oversees Essential Water’s investment governance process. The purpose, duties and responsibilities of
this committee are contained in the Committee’s charter.

This ensures our capital expenditure program delivers value for money for our customers and community. The
figure below shows the high-level approvals process for all approvals in the Essential Energy business (including
Essential Water).

Figure 8: Essential Energy’s gateway approvals process
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We are guided by best practice management

Essential Water continues to be guided by the six criteria set by the NSW Government for the best practice
management of water supply and wastewater services:

strategic business planning

pricing

water conservation

drought management

performance reporting, and

vV V V V V

> integrated water cycle management.

Best practice management helps to ensure the effective and efficient delivery of services and promotes sustainable
water practices and demand management.
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Our ageing infrastructure will affect our capacity to meet the service outcomes required by our
customers in the future

Our ageing water and sewerage mains are becoming increasingly unreliable. Addressing this will enable us to
adopt a proactive approach to maintenance and is a key driver of our expenditure proposed in this submission. For
example, in recent years, we have been reducing the water levels in our storage tanks to reduce water pressures.
This is to prevent bursts of end-of-life pipes (and unplanned interruptions and extra costs). However, it is a short-
term risk mitigation measure and must be balanced with ensuring the network does not run out of water (given our
storage tanks are an important supply contingency measure). The reliable supply of water is a key outcome and
requirement for our customers, therefore this reduction in water levels is not a feasible long-term strategy,
particularly in times of drought. Further, even with reducing water levels in storage tanks, continual maintenance
and renewals of water and sewer mains is required to minimise leaks and blockages — which could interrupt the
water supply, impact the local environment and community, and lead to more costly repairs.

Three options were considered for the rate of mains replacements with our EWCP and the estimated annual bill
impact of each option — see section 3.3. The options were: (1) maintain the current rate; (2) a moderate increase in
rate of replacement; or (3) a large increase. Option 1 would minimise bill impacts but result in a prolonged period
for completing replacements and result in an increased risk of breaks and bursts. At the other end of the scale,
option 3 would ensure more timely replacement of mains but with the disadvantage of significant bill impacts and
future renewals would be close together. A moderate increase in the rate of replacements was favoured by most
participants, as this was seen to offer a satisfactory trade-off between affordability and benefits (reduced risk) to
customers.

6.3 Capital expenditure during the 2022 determination period is efficient

We expect total capital expenditure over the 2022 determination period to be approximately $61 million ($2025-26),
which is about $28 million or 31% less than IPART’s allowances for this period (see Table 9). In terms of the
phasing of expenditure over the 2022 determination period, our capital expenditure was significantly lower than
IPART’s allowances for the first three years of the determination period and then above IPART’s allowances for the
final year of the determination period. This inversion of the phasing profile between the actual and expected
expenditures (predominantly due to delays in the Wills St WWTP), means that annual differences are
disproportionately large.

Table 9: Essential Water’s capital expenditure relative to its IPART allowances ($°000, 2025-26)

2022-23 2023-24 2024-25 2025-26
IPART allowance 33,196 29,358 18,801 7,694 89,049
Actual 8,393 4,560 14,533 33,588 61,074

The main differences, between our actual capital expenditure program over the 2022 determination period and our
capital expenditure program planned at the time of IPART’s 2022 determination and reflected in our allowances,
are:

> Wills Street Wastewater Treatment Plant replacement: IPART’s 2022 determination allowed $30 million
for the replacement of the Wills St WWTP over the four-year 2022 determination period. The design, for an
efficient and fit-for-purpose structure, is in its final stages of completion. An expression-of-interest stage is
imminent, and selected suppliers will then be invited to tender. Some additional costs associated with this
process will be incurred in 2025-26. We have been realistic about when equipment ordering and
construction costs may actually be needed and deferred these expenditures into 2026-27 and 2027-28, as
it is due to be completed by mid-2028 (as discussed below).

> Graziers pipeline: Funding was provided to build a new pipeline for graziers receiving supply from the
Menindee pipeline. Heritage studies placed this program on hold. In addition, no grant was forthcoming
from federal government. The current supply from the existing Menindee pipeline is gravity fed and recent
investigations have shown that the pipeline (without pressure) should function appropriately for several
more years before this needs to be re-assessed again. We therefore efficiently deferred this expenditure.
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As discussed in Chapter 3, our Customer Panel was comfortable if we review this project again as part of
the 2031 Pricing Proposal.

> Water supply optimisation study: We are currently awaiting an optimisation report for our water
reticulation system and storages (including Stephen’s Creek). The report will provide critical guidance on
optimal storage levels and the role of back-up supply options, amongst other considerations. Given that
this has the potential to provide significant savings, depending on the solutions advised, we have deferred
some of our planned expenditure on the following infrastructure programs to prevent any duplication and
unnecessary expenditure, and to provide for better logistical coordination of contractors given the distances
they need to travel and costs incurred:

o Stephens Creek reservoir dam wall rehabilitation
o Mica Street service reservoir replacement
o Rocky Hill service reservoir refurbishment and replacement.

> We will be undertaking a new combined business case for these reservoirs, following our assessment of
the optimisation report. The Mica Street water treatment plant concrete remediation is also affected. Whilst
the planning and preliminary work has now been completed, there is a limited window to undertake this
work - a 3-month period during winter. The completion of this project has been delayed until winter 2026 so
that it can occur at the same time as works on the reservoirs, to minimise interruptions to our customers.

> Broken Hill water and sewer reticulation repair and replacement: The planned work for this period is
on track for delivery and relatively close to budget over the four years. Consolidation of work has meant
fewer visits by contractors, saving travel costs. The use of an innovative technology (expandable fibreglass
sock) meant that customer interruptions were minimised whilst this work was undertaken.

> Block 10 communications tower: The existing tower is at Mica Street and enables our Supervisory
Control and Data Acquisition (SCADA) systems to communicate between remote sites, which is crucial for
both water and wastewater operations. A new tower is proposed at Block 10 to replace the existing ageing
tower which is prone to lightning strike due to its position atop an existing concrete building, which cannot
be effectively earthed to prevent the impact of lightning strikes. It also lacks safety systems. The
expenditure will cover the build of the new tower and the decommissioning of the old tower. It was not
planned for in our 2022 determination but is anticipated to be completed in 2026.

> Menindee water treatment plant works: There are follow on works required at Menindee during 2025-26,
which were not included in our 2022 determination. The works are needed to better integrate the new water
treatment plant. In the construction of the new treatment plant some old assets were retained and some
temporary assets installed. This infrastructure and assets now need to be replaced or upgraded to provide
a permanent and optimal solution to further enhance the operation of the treatment plant. A new, larger,
clear water storage tank is needed to ensure supply to customers, when the plant is offline. The sludge
dams, retained from the old water treatment plant, require upgrading to accommodate the higher volumes
of sludge produced by the new treatment plant due to the improved process. Additionally, the existing raw
water and clear water pumps need upgrading and updating. The raw water pump was installed as a
temporary solution to supply the new water treatment plant, and the clear water pumps are at the end of
their asset life and require updating.

> Non-system expenditure on IT, motor vehicles, buildings, fittings, furniture, plant and equipment:
This category includes general maintenance costs on items such as property, tools etc. The actuals costs
are not significantly different to the IPART allowance for this category apart from some abnormal
expenditures on digital services upgrades/renewals for our systems - SCADA, asset management and
Geographic Information System (GIS).

> Corporate overheads: these have been applied directly using the Australian Energy Regulator (AER)
approved Cost Allocation Methodology (CAM). As recommended by IPART in our 2022 determination, we
have undertaken further work to ensure the accuracy of overheads coming through to Essential Water. We
have been direct costing more items and undertaken a review of corporate costs that can be allocated to
the water business. The fluctuation in the overheads during the 2022 determination period is a function of
the expenditures being undertaken by the water business — earlier years are lower than forecast and then
increase in line with increasing capital expenditure, in particular. We make the case in section 7.2 that our
corporate overheads are efficient for a business in our circumstances, with regard to similar sized and
located water businesses.
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Table 10: Essential Water’s capital expenditure relative to its IPART allowances ($°000, 2025-26)

2022-23 2023-24 | 2024-25 2025-26
Total
IPART allowance 33,196 29,358 18,801 7,694 89,049
Actual 8,393 4,560 14,533 33,588 61,074
Difference (%) -75% -84% -23% 337% -31%
Water
IPART allowance 11,977 7,407 4,543 4,199 28,126
Actual 1,706 1,837 2,134 11,737 17,415
Difference -86% -75% -53% 180% -38%
Wastewater
IPART allowance 14,685 16,194 10,787 1,629 43,295
Actual 2,827 364 5,393 8,369 16,954
Difference (%) -81% -98% -50% 414% -61%
Non-system
IPART allowance 2,225 1,683 963 959 5,830
Actual 2,380 1,326 1,559 4,177 9,442
Difference (%) 7% -21% 62% 335% 62%
Corporate overheads
IPART allowance 4,309 4,074 2,508 907 11,798
Actual 1,479 1,033 5,446 9,305 17,264
Difference (%) -66% -75% 117% 926% 46%

6.4 Proposed capital expenditure for the 2026 determination period is efficient

Our forecast capital expenditure for the 2026 determination period is $252 million, comprising $50.3 million for
water services, $106.7 million for wastewater services, $24.0 million for non-system assets and $71.3 million for
corporate overheads (see Table 11). This expenditure is required to ensure we efficiently comply with our
regulatory obligations and supply the services our customers need.

Table 11: Essential Water’s proposed capital expenditure for the 2026 determination period ($°000, 2025-26)

Service or 2027-28 2030-31

category
Water 12,148 14,737 7,661 6,937 8,801 50,285
Wastewater 55,472 34,532 5,502 5,643 5,525 106,674
Non-system 1,696 3,355 7,342 10,299 1,263 23,955
Corporate overheads 28,297 19,704 7,694 7,370 8,203 71,268
Total 97,612 72,329 28,199 30,250 23,792 252,182
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6.4.1 We have the capacity to efficiently deliver this capital program

We have the systems and processes in place to deliver this capex program efficiently and effectively. Our capex
forecasts reflect our high priority assets and programs, consistent with our customers’ priorities and expected
outcomes, our risk-based approach, our asset management system and our IWCM Strategy.

The delivery of most of our major projects, such as the Wills St WWTP, will be outsourced, with Essential Water
focused on the delivery of smaller projects and day-to-day operations. NSW Public Works Advisory (PWA) will
provide project management expertise to ensure we are able to deliver the significant investment in the Wills St
WWTP, while focusing our internal capacity on our ongoing renewal and maintenance programs. This makes the
most of our in-house capability, manages risk efficiently, and allows for more efficient management of ongoing
capex programs alongside operating expenditure.

The small size of the Essential Water management team to undertake project planning, coordination and
management in addition to business as usual work means that their capacity to assist is necessarily restricted. The
outsourcing of large projects is therefore an efficient outcome. Smaller projects are run by the Essential Water
team on the ground. For larger projects we invite contractors to consolidate work and group projects in a way that
minimises travel costs of contractors and impacts on customers, as the work can be undertaken in a single period
rather than requiring multiple service interruptions. These practices mean our efficient capex is often lumpy.

We will periodically report to the EWCP on our progress in delivering key investments.

Below we outline our key capital projects by service or category.

6.4.2 Water capital expenditure

Key elements of our proposed capital expenditure program on our water network over the 2026 determination
period are outlined below.

Water mains replacement

There is a need to replace approximately 200km of water mains within the next 40 years, as recognised in our
IWCM Strategy. This is necessary to ensure that water can be supplied to our customers reliably and cost-
effectively over time.

This urgent work, which continues our program over the 2022 determination period, is required to upgrade ageing
infrastructure and enable us to put greater focus on planned rather than unplanned maintenance, which will result
in more efficient management of our network and cost savings for customers over time. This will help us achieve
the customer and community outcome of water reliability.

In our 2022 Proposal, we showed evidence of increasing mains bursts. In recent years we have adjusted for this
new normal (of working with old pipes) and reduced the levels of water in our tanks to reduce water pressure in the
system, to minimise the number of bursts. Whilst this increases the risk of running out of water, it is a mitigation
against interruptions to customers and additional costs of emergency repairs from burst pipes. Our planned
increased levels of mains replacements will ensure we can maintain the required quality, reliability and security of
water services for customers and the community. Consideration has been given to the greater use of contractors to
support our team in the planned uplift in delivery during the 2026 determination period.

Essential Water has 120kms of cement water mains that were installed before 1965 and require replacement. This
subset of mains are the most critical ones for us to focus on. Customers supported an increase in the level of
renewals compared to current rates. The program will be delivered by contractors.

Stephens Creek Pumping Station and Dam Safety Works

As discussed in section 6.3, Essential Water is currently reviewing its approach to the use of Stephens Creek (and
water reticulation and storages). An optimisation report, due within the next month or so, will inform final investment
plans to be undertaken over the 2026 determination period. For this Proposal, the forecast expenditure is based on
the current use of Stephens Creek, which plays a critical role as a back-up water supply in Essential Water’s
network. The expenditure is for compliance upgrades to the pumping stations and safety works for the dam walls,
to ensure they meet current standards. These works are both needed within the next five years for compliance
reasons.
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Smart meter replacement program

Smart meters offer several benefits to customers, including improved leak detection, more accurate billing, and real
time data so they can better monitor their water consumption.

With the installation of smart meters, Essential Water will also be able to:

> determine the losses in the water reticulation network and more quickly identify and respond to leaks.

> automatically collect data, reducing the need for manual meter reads and allowing for efficiency gains over
time.

The introduction of smart meters was unanimously supported by our Customer Panel. Despite the upfront costs,
customers valued the long-term benefits of smart meters and it is one of two discretionary expenditures included in
our Proposal. This program will help us achieve the customer and community outcome of good customer service.

Other various water projects, renewals relating to pipelines/network

There are various other smaller water expenditure programs related to renewals and compliance such as
upgrading ladders and platforms at the service reservoirs, re-painting of the internal and external surfaces of the
service reservoirs, and periodic refurbishing of service reservoirs. These works are required to ensure that the
service reservoirs meet current standards and to continue to supply a safe and secure potable water supply to
Essential Water’'s customers. The outcomes of the optimisation report may affect the delivery of some of these
investment plans. However, in the interim, the current expenditure plans reflect our estimates of the efficient costs
required to deliver required services to customers while complying with our regulatory requirements.

6.4.3 Wastewater capital expenditure

Key elements of our proposed capital expenditure program on our wastewater network over the 2026 determination
period are outlined below.

Wills Street Wastewater Treatment Plant

The replacement of the Wills St WWTP is our largest and most significant capital expenditure project for the 2026
determination period and will help achieve the customer and community outcome of sustainability and
environmental protection. As we flagged in our 2022 Proposal, this plant was built in the 1930s, is nearing the end
of its life and no longer complies with contemporary environmental obligations and service standards. Urgent action
to upgrade Wills St is therefore required.

We discussed in section 6.3, that there have been delays to ensure we designed the most efficient and fit-for-
purpose structure. We have prepared a detailed updated business case, consistent with IPART’s recommendation
in its 2022 determination (Box 2). In 2022 we went out to market, and subsequently appointed advisors to prepare
the detailed design: Beca HunterH20, one of Asia Pacific's largest independent engineering consultancies and
recognised water sector experts.

This design is now nearly complete, and we are expecting to issue an expression of interest for construction in
October 2025, after which selected suppliers will be requested to tender for the work. We anticipate we should be
able to award the construction contract before the end of 2025-26 and construction to commence shortly after, with
a delivery date of June 2028. Our capex forecasts reflect the delivery schedule prepared by Beca HunterH20O with
additional input from PWA. Some early expenditure will be needed for long lead time equipment for the WWTP,
such as the screw press - made offshore and only manufactured when ordered. Delays in this phase will impact the
required commissioning date. The bulk of the expenditure will be incurred in 2026-27, when most of the
construction takes place. The balance of the capex will be incurred in 2027-28 before the project is completed in
June 2028, and final decommissioning costs (opex) in 2028-29.

This revised timeline reflects the ongoing impact of COVID-19 and delays associated with the refinement of the
design. This refinement included addressing some known issues with concept design, as well as options analysis
to ensure the project provides value for money to our customers. Throughout this refinement, we worked closely
with the NSW DCCEEW and the EPA to ensure the detailed design meets our regulatory obligations at least cost.

We have developed a delivery strategy to ensure that we are able to complete the upgrade prudently and efficiently
within the estimated timeframes. As part of our preparatory work, we have confirmed a procurement strategy using
a traditional design and construction approach that will deliver best value for money. The preliminary design and
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tendering documentation is on track to enable tendering in October 2025. PWA will draw on its significant expertise
to project manage the tendering phase as well as the construction phase. We have commenced engagement with
construction companies, who have expressed high levels of interest.

Box 2: Wills Street WWTP business case

Broken Hill currently has two wastewater treatment plants (WWTPs), at Wills St and in South Broken Hill.
The Wills St WWTP was commissioned in 1939, upgraded in 1956 and again in the 1980s. This WWTP is at
the end of its serviceable life and requires replacement to ensure compliance with its NSW Environment
EPA Licence for discharges. Treated effluent from the Wills St WWTP is reused by local mines and the
Broken Hill Golf Course. Excess effluent is piped to the White Leeds wetland.

The South Broken Hill WWTP was built in the 1960s and is in a relatively poor condition, reflecting the age
of the plant. This WWTP now requires significant remedial works to ensure reliable ongoing service and
compliance with its EPA Licence for discharges.

The EPA has issued an Environmental Improvement Plan (EIP) requiring the Wills St WWTP to comply with
the contemporary discharge parameters and limitations set out in its EPA licence by July 2025. After this
time Essential Water will be in violation of its EPA licence.

The objectives of this project are to:

Ensure compliance with the EPA Licence requirements
Minimise the life cycle costs of sewage treatment in Broken Hill

Provide opportunity for greater use of recycled water within Broken Hill and reduce the use of potable
water on parks, gardens, and commercial use where appropriate.

In our 2022 Proposal we indicated the adopted upgrade strategy is a consolidation of the two WWTPs at the
Wills St site. The Intermittently Decanted Extended Aeration (IDEA) process has been selected as the
preferred technology based on the PWA Option Study. Further options analysis has been undertaken to
ensure a cost-effective design, including an analysis of sludge management and recycled water reuse
options. We consulted extensively with DCCEEW during the design phase, and final approvals are in
progress.

Sewer mains renewal and relining

The nature of and need for this capital expenditure project is similar to the water mains program outlined above,
and a moderate increase in sewer mains supported by our Customer Panel.

Similar to our renewal program for water mains, there is a need to reline approximately 210km of sewer mains
within the next 40 years. This is necessary to ensure that wastewater can continue to be reliably and cost-
effectively transported to our treatment plants. It will also help us achieve the customer and community outcome of
sustainability and environmental protection.

This work continues our program over the 2022 determination period, which is required to upgrade ageing
infrastructure and enable us to put greater focus on planned rather than unplanned maintenance, which will result
in more efficient management of our network and cost savings for customers over time.

In our 2022 Proposal we showed evidence of increasing blockages, which resulted in an increase in our unplanned
maintenance program. Since increasing the sewer relining program in this determination period, there has been a
minor decrease in blockages in the sewer reticulation offset by a minor increase in planned maintenance or rodding
of the network.

Increasing the rate of relining of the sewer network will result in reductions in unplanned maintenance and
increases in planned maintenance — with better outcomes for customers in terms of impact and value over time.
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6.4.4 Non-system assets

Non-system expenditure is an important support cost associated with providing network infrastructure. Over the
2026 determination period, there is expenditure forecast for recurrent capital expenditures on non-system assets
such as tools and equipment, furniture and fittings, property maintenance and digital solutions related to
upgrades/renewals of systems for asset management, SCADA and GIS.

Block 10 property upgrade

The headquarters for Essential Water is located at Block 10 in Broken Hill, which includes a variety of offices,
workshops and storages. The buildings are old and in poor condition, they fail to meet current Building Codes, as
well as presenting operational and safety risks for employees. Over the years, a variety of temporary fixes have
been undertaken but this continued practice is not sustainable. The property team at Essential Energy has
developed a business case to upgrade the facilities so that they are compliant and can provide the appropriate
facilities expected of a modern business. That team will also project manage the building work.

6.4.5 Corporate overheads

We have allocated corporate overheads to our capex in accordance with our CAM, which is outlined in section 6.3
above. Based on the application of our CAM, we have allocated $71 million in corporate overheads to capex for the
2026 determination period.
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7. Operating expenditure (excluding pipeline bulk water costs)

7.1  Overview

Operating costs (excluding bulk water purchases) make up around 29% of our NRR in the 2026 determination
period. These costs include labour, energy, hire services, materials, plant, fleet and corporate overheads.

This chapter sets out the operating expenditure required to deliver the outcomes our customers want at lowest
long-term cost for the 2026 determination period. The section below provides an overview of our Proposal. We then
discuss our efficient operating capital expenditure for the 2022 determination period and our forecasts of efficient
operating expenditure for the 2026 determination period based on IPART’s preferred base-trend-step (BTS)
approach for recurrent controllable expenditure.

Key Messages

> Our operating expenditure (opex) forecasts reflect the efficient costs of delivering safe and reliable water
and wastewater services to our customers in remote NSW. The forecasts are needed to deliver the
outcomes that customers value including their top two priorities of maintaining water quality and ensuring
water security.

> Over the 4-year 2022 determination period, we expect to incur operating expenditure (excluding bulk water
pipeline costs) of $77.6 million. These costs are around $14.7 million or 23% higher than IPART’s
allowances, largely because of higher labour and corporate costs that would be faced by any efficient
business delivering services in Broken Hill.

> Actual expenditure in 2024-25 (the ‘base year’) reflects the efficient recurrent level of operating expenditure
associated with delivering services in Broken Hill. Although our costs have been higher than IPART’s
allowances, they reflect the challenging environment in which we operate and are relatively low compared
to other water utilities across NSW.

> We forecast efficient operating expenditure (excluding bulk water pipeline costs) of $102.2 million over the
5-year 2026 determination period. Average annual operating expenditure is around 5% higher than in the
2022 determination. The key drivers of these increases are an increase in labour costs above CPI, which
reflect the labour market conditions associated with delivering services in Broken Hill and one-off costs
associated with decommissioning the existing Wills St and South Broken Hill wastewater treatment plants.

7.2 Operating expenditure over the 2022 determination period

Our actual operating expenditure excluding bulk water charges for the 2022 determination period is compared to
IPART’s allowances in Table 12.

Table 12: Essential Water’s actual opex (excluding bulk water charges) compared to IPART’s allowances,
current period ($2025-26, $°000)

2023-24 2024-25 2025-26*
IPART allowances
Water 11,870 11,040 10,819 9,979 43,708
Wastewater 2,443 2,419 2,465 2,212 9,539
Corporate overheads 2,726 2,492 2,373 2,121 9,712
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2022-23 2023-24 2024-25 2025-26*
Total 17,039 15,951 15,658 14,311 62,959
Essential Water actuals
Water 10,912 11,284 12,195 12,330 46,721
Wastewater 3,313 3,229 3,469 3,476 13,487
Corporate overheads 4,450 4,321 4,300 4,340 17,411
Total 18,675 18,834 19,964 20,145 77,619

*2025-26 ‘actuals’ are forecasts at the time of submission

Our water and wastewater operating expenditure including corporate overheads have been higher than IPART’s
allowances. The main drivers of these variances are:

> We have continued to incur higher labour costs relative to IPART’s allowances. While our number of full-
time equivalent (FTE) employees is slightly lower than we anticipated when preparing our 2022
determination period forecasts, it remains higher than the levels assumed in IPART’s allowances,
particularly in 2024-25 and 2025-26. Essential Water continues to face operating constraints associated
with an aging workforce in a remote location. These constraints would also be faced by any efficient
business providing services in Broken Hill. In addition, IPART’s allowance was based on a reduced number
of FTEs that IPART’s expenditure consultant (AECOM) considered could be achieved following the
decommissioning of the Menindee Pipeline and completion of the Wills St WWTP. The efficient deferral of
these two projects has limited our ability to reduce our number of FTEs.

> |IPART recommended that Essential Water explore all cost saving opportunities, including the sharing of
resources with Essential Energy in the future. We have investigated the potential for sharing resources
between Essential Water and Essential Energy to help address barriers in attracting and retaining skilled
staff in the region. However, there is limited overlap between the specialist electrical work required by
Essential Energy and the specialist water and sewerage work required by Essential Water. For example,
Essential Energy does not have plumbing inspectors that could help undertake the inspections required to
levy trade waste charges. In practice, any overlap would be limited to a small number of activities that are
general in nature, but we are not experiencing staff shortages in those areas — skills and expertise is
needed in the water technical and specialist roles. The energy transition has also substantially increased
the workload for Essential Energy, further limiting the potential to share resources that could benefit
Essential Water such as project managers. However, it is important to note there are numerous other
benefits that Essential Water obtains through its use of shared corporate services, including robust
investment governance and shared services procurement — refer to our Cost Efficiency Strategy in
Attachment 1.

> Corporate overheads have been allocated to Essential Water using Essential Energy’s CAM that has been
approved by the AER. In the 2022 determination period, IPART set allowances with reference to forecasts
for corporate overheads provided by Essential Water that did not include the full amount determined by our
CAM. We have continued incurring the level of overheads allocated using the CAM.

> During the 2022 determination period, our overheads have continued to be lower than the average of local
water utilities operating in western NSW and local water utilities with a comparable number of connections.
The NSW DCCEEW publishes performance data on NSW local water utilities administration and
management costs (or corporate overheads). It can be difficult to benchmark and compare water utilities
because of different locations, physical environments, customer numbers/densities and service levels —
which are amongst a range of factors that can impact on the efficient costs of service provision.
Nevertheless, Figure 9 and Figure 10 show that our water overheads during the 2022 determination period
have been below the average for local water utilities operating in western NSW and local water utilities with
a comparable number of connections.
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Figure 9: Water corporate overheads per property for NSW LWUs 5,000-15,000 water connections
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Figure 10: Water corporate overheads per property for Western NSW LWUs
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7.3 Proposed operating expenditure for the 2026 determination period

7.3.1  Overview of our proposed expenditure

Table 13 sets out our forecast efficient operating expenditure for our water and wastewater services for the 2026
determination period, excluding bulk water purchases. We forecast efficient operating expenditure of $79 million for
water and $23 million for wastewater over the 2026 determination period — averaging $20 million per year.
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Table 13: Essential Water’s proposed operating expenditure (excluding bulk water charges) for the 2026
determination period ($2025-26, $°000)

‘ 2026-27 ‘ 2027-28 ‘ 2028-29 ‘

2029-30 ‘ 2030-31 ‘

Water

Baseline controllable 15,512 15,512 15,512 15,512 15,512 77,558
Trend 312 309 308 306 305 1,540
Step - - - - - -
Total operating expenditure 15,824 15,820 15,819 15,818 15,816 79,098
Wastewater

Baseline controllable 4,313 4,313 4,313 4,313 4,313 21,564
Trend 107 110 113 116 119 564
Step - - 985 - - 985
Total operating expenditure 4,420 4,422 5,411 4,428 4,431 23,113

7.3.2 Approach to establish operating expenditure forecasts

We applied IPART’s preferred methodology for forecasting recurrent controllable expenditure — the BTS approach
— using a 6-stage process. This is consistent with the approach that Essential Energy uses when preparing its
operating expenditure forecasts for the AER. We have applied common underlying assumptions to real input price
growth changes, productivity growth and the application of our CAM to ensure consistency between the
approaches used to forecast operating expenditure for Essential Water and Essential Energy. The BTS approach
has been applied to prepare separate forecasts of efficient operating expenditure for our water and wastewater
services.

0 - s s

7.3.3 Our preferred base year
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Identify our Adjust the base Confirm the Apply growth Identify other Determine
preferred year for provisions adjusted base and productivity costs not final operating
base year and incentive year is efficient trends to the captured in the expenditure
schemes, if adjusted base adjusted base
required year year

We have selected 2024-25 as our base year for developing opex forecasts for the 2026 determination period. This
is the most recent year with a full 12 months of data available. We have included all recurrent operating costs
associated with delivering services in our base The costs in our base year include all water and wastewater
operating costs as well as corporate overheads. Including corporate overheads in our base year is consistent with

the AER’s approach to assessing operating expenditure forecasts for Essential Energy.
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7.3.4 Adjusting the base year, if required

We have adjusted our base year for a one-off labour related amount. Our base year did not exclude any normally
occurring items that would need to be added back to ensure that the base year reflects our efficient recurrent
controllable opex.

7.3.5 Our base year is efficient

We consider that our actual operating expenditure in the base year reflects the efficient recurrent level of operating
expenditure associated with delivering services in Broken Hill.

DCCEEW publishes performance data on NSW local water utilities, including water and sewerage operating costs
per property. It can be difficult to benchmark and compare water utilities because of different locations, physical
environments, customer numbers/densities and service levels — which are amongst a range of factors that can
impact on the efficient costs of service provision. Nevertheless, our expenditure in 2024-25 is low compared to
other major water utilities.

Figure 11 and Figure 12 show that our water and wastewater expenditure is in line with local water utilities of
comparable size (measured by the number of water connections), and local water utilities operating in the western
region of NSW and facing comparable remote and challenging operating environments to Essential Water.

Figure 11: 2024-25 water and wastewater operating expenditure per property for NSW LWUs 5,000-15,000
water connections ($nominal)
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Figure 12: 2024-25 water and wastewater operating expenditure per property for Western NSW LWUs
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In 2024-25, our corporate overheads are relatively low compared to other water utilities across NSW, despite
higher levels of expenditure compared to IPART’s allowances. Our corporate overheads per property are the 5th
lowest for water utilities with 10,000-30,000 water and wastewater connections and 6t lowest for water utilities in

the western region of NSW.

Figure 13: 2024-25 water and wastewater overheads per property for NSW LWUs 10,000-30,000 water and
sewer connections ($nominal)
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Figure 14: 2024-25 water and wastewater overheads per property for Western NSW LWUs ($nominal)
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7.3.6 Applying trends to the base year
Once we determined our efficient base year opex, we applied trends to reflect the following:

> Price growth: this accounts for the contribution of labour and materials to total prices. We applied a forecast
real labour price trend to the labour component of our base year opex based on the 5-year historical
average of the proportion of labour-related costs within our water and wastewater operating expenditure.

> Efficiency factor: this accounts for our commitment to improve the efficiency of Essential Water. We have
applied an annual productivity improvement of 0.5% for each year of the 2026 determination period. This is
consistent with the productivity improvement we apply when forecasting efficient opex to the AER and the
long-term level of productivity growth achieved by water and electricity infrastructure businesses in the
Australian Economy. Further information on how we set our efficiency factor is contained in our Cost
Efficiency Strategy.

We have not included any output growth in our trend factor. This is because we expect a stable population and
number of billable entities for the 2026 determination period (see Chapter 9 for further information on demand).
7.3.7 Identifying other costs not captured in the base year - step changes and non-controllable costs

Step changes are forward-looking changes to the recurrent controllable operating costs of providing services. We
have identified one step-change related to delivering wastewater services:

> Decommissioning costs for existing wastewater treatment plants: We plan on decommissioning the current
WWTPs at Wills St and South Broken Hill in 2028-29, when the Wills St replacement is complete.
Decommissioning the existing plants will result in additional one-off operating expenses of $1 million that
are not captured in base plus trend components.

We have not included non-controllable costs in our cost forecasts.
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8. Broken Hill Pipeline bulk water costs

8.1 Overview

Pipeline bulk water costs are forecast to make up around 55-60% of our operating expenditure each year for the
2026 determination period. Over the 2022 determination period, actual pipeline costs and volumes have been
broadly in line with the IPART allowance. Our forecasts for the 2026 determination period reflect our expected
demand and WaterNSW'’s estimates of bulk water prices.

Key messages

> Over the 2022 determination period, we are expecting pipeline bulk water costs of $98 million, which is in
line with the 2022 IPART allowance.

> Pipeline bulk water volumes were 1% higher than IPART’s forecast for the 2022 determination period.
Volumes were lower in 2022-23 due to a black water event in the Murray River, which required. Essential
Water to switch to water from Stephens Creek until the water quality from the Murray River improved. This
has been more than offset by higher volumes than forecast in 2024-25 and 2025-26.

> We forecast efficient bulk water costs of $139 million over the 2026 determination period or an average of
$28 million per annum over this period. These forecasts are higher than our actual costs over the 2022
determination period (noting that we are now proposing a 5-year determination period), reflecting higher
expected volumes, and are based on continuing to source the majority of our water demand from the
Pipeline.

8.2 Bulk water costs over the 2022 determination period

Pipeline bulk water volumes are similar to IPART’s 2022 determination forecasts

Essential Water’s purchases from WaterNSW were 1% higher than IPART’s forecasts over the 2022 determination
period (see Table 14). This reflects:

> Lower than expected Pipeline purchases in 2022-23. The majority of Essential Water's water demand is
met by the Broken Hill Pipeline. Stephens Creek serves as a back-up supply on the rare occasions that
there are issues with the Pipeline supply. In 2022-23, such an occasion arose when the supply from the
Pipeline was impacted by a black water event in the Murray River from mid-January to the beginning of
May 2023. Essential Water was able to switch supply to Stephens Creek to meet customer demand to
ensure an uninterrupted supply of water for customers. Table 14 shows the lower volumes from the
Pipeline in 2022-23, compared to IPART’s forecast.

> Higher than expected purchases from WaterNSW in 2024-25 and 2025-26 due to lower than expected
rainfall. Looking at the trend (see Figure 15 and Figure 16), the region may be heading into drought, though
not at a level where water restrictions have been implemented to date.

Table 14: Actual and forecast water sales (ML)

IPART's forecast of Essential Water's purchases from

WaterNSW 5,549 5,527 5,505 5,483 22,066
Essential Water's actual purchases from WaterNSW 4,247 5,587 6,250 6,250 22,334
Variation -23% 1% 14% 14% 1%

Bulk water expenditure is slightly higher than IPART’s forecast in the 2022 determination period

The price Essential Water pays to WaterNSW for bulk water comprises two components:
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> afixed service price ($ per day)
> ausage price ($ per kL of water supplied).

Most of the bulk water charges paid by Essential Water are fixed. In 2025-26, fixed charges are expected to
account for 89% of Essential Water’s bulk water expenditure. Actual bulk water costs are broadly in line with the
IPART allowance (see Table 15) across the 2022 determination period.

Table 15: Actual bulk water expenditure and IPART allowances ($2025-26)

| | / 024 U 0 ota

IPART's allowed bulk water supply charge 27,135 23,999 23,594 23,590 98,318
Actual bulk water supply charge 26,111 22,776 24,895 23,916 97,699
Variation -3.8% -5.1% 5.5% 1.4% -0.6%

8.3 Forecast bulk water costs over the 2026 determination period

We expect to continue sourcing the majority of bulk water from the Pipeline

For the 2026 determination period we propose to source close to all of our water needs from the Broken Hill
Pipeline. This reflects:

> Our expectation we will continue to use Stephens Creek sparingly, reflecting the unreliable nature of this
water source and the treatment risks associated with frequently changing water sources. Moreover, the
infrastructure at Stephens Creek is ageing, and by using it this way we hope to extend its usable life with
minimal investment. We are currently undertaking an option analysis to review how we will use Stephens
Creek in the future. Options include either using it as an emergency supply, an alternate supply or
decommissioning. However, regardless of the option chosen, the majority of water will be sourced from the
Broken Hill Pipeline.

> The continued supply of Menindee from the Darling River.
We forecast our bulk water to be around 6.3GL per year across the 2026 determination period as shown in Table
16. This takes into account the losses associated with treating and transporting water through our network to

deliver it to customers. These annual volumes are line with the upward volume trends in 2024-25 and 2025-26,
shown in Table 14, and reflect a reduction in rainfall levels as shown in Figure 15.

Figure 16 shows the Department of Primary Industries and Regional Development (DPIRD) drought forecast for NSW
for 31 August 2025. Broken Hill and Menindee are highlighted as drought affected areas, supporting the forecast
assumption of greater water usage.

Table 16: Proposed bulk water volumes (ML)

Pipeline volumes 6,250 6,252 6,254 6,255 6,257 6,259 31,277
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Figure 15: Broken Hill and Menindee Rainfall — 1 July 2022 to 30 June 2025
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Figure 16: Department of Primary Industries and Regional Development — Drought Forecast for 31 August
2025
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We expect bulk water costs to rise over the 2026 determination period

We have worked with WaterNSW to estimate bulk water prices for the Broken Hill pipeline over the 2026
determination period. We provided WaterNSW with our proposed Pipeline bulk water volumes. WaterNSW then
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estimated bulk water prices based on our proposed Pipeline bulk water volumes. Our Proposal is consistent with
the bulk water prices provided by WaterNSW '3, These prices are presented in Table 17.

Table 17: Proposed bulk water prices ($2025-26)

Fixed service price ($ per day) 60,650 63,780 67,072 70,534 74,175 78,003

Usage price ($ per kL) 0.420 0.312 0.309 0.312 0.311 0.307

Due to pipeline volumes remaining similar to current volumes and the largely fixed price structure, we expect bulk
water usage costs to remain relatively stable over the 2026 determination period, with an increase in fixed charges
as shown in Table 17. Any changes in WaterNSW prices as a result of IPART’s determination of its prices will
affect our bulk water costs. Based on our forecast volumes, total bulk water costs for the 2026-31 period are shown
in Table 18.

Table 18: Proposed bulk water costs ($'000, $2025-26)

o 8-29 029-3(0 030
U § 026 U 8 028 ota

Pipeline costs 24,762 25,228 26,482 27,695 29,022 30,394 138,820

'3 Provided by WaterNSW on 1 August 2025, with subsequent email confirmation on 11 September 2025, that these were the final prices that
they would be including in their pricing proposal for 2026-31.
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Forecast sales and customer numbers

Overview

Forecast water demand, wastewater volumes and customer numbers are key inputs to calculating the water and
wastewater price levels to allow Essential Water to recover its NRR, less any NSW Government contribution. It is
important these forecasts are reasonable, to ensure Essential Water can recover its costs over the determination

period.

>

Key messages

Water sales over the 2022 determination period are broadly in line with the forecasts approved by
IPART in the 2022 determination.

We expect a continuation of the trend of a stable population across the service area, with marginally
more connections.

Given the reduction in rainfall over the last couple of years in Broken Hill and Menindee, and the
higher water demand resulting from this, we expect water sales over the 2026 Determination period
to follow the current trend.

We expect non-residential water sales and wastewater volumes over the 2026 determination period
to remain relatively consistent with actual volumes over the 2022 determination period.

9.2 Sales over the 2022 determination period

Water sales over the 2022 determination period have been slightly higher than forecast

Total water sales have been broadly in line with the forecast approved by IPART in the 2022 determination. Table
19 compares actual water sales to the forecasts IPART used to set prices in 2022. Actual treated water sales are
above forecast, but this is partly offset by untreated water sales volumes being below forecast. Contributing to
lower untreated water sales volumes, was lower sales to the CBH mine (now renamed as Broken Hill Mines or
BHM), which has been restructuring over the 2022 determination period. In aggregate, during the 2022
determination period, our water sales are 4.9% higher than the IPART forecast.

Table 19: Actual water sales and IPART forecasts (ML)

2022-23 2023-24 2024-25 2025-26 Total
Treated water sales
IPART's forecast treated water sales 4,040 4,020 4,000 3,981 16,040
Actual treated water sales 4,075 4,429 4,490 4,462 17,456
Variation 1% 10% 12% 12% 9%
Chlorinated water sales
IPART's forecast chlorinated water sales 43 43 43 43 174
Actual chlorinated water sales 37 41 49 46 173
Variation -15% -6% 13% 6% 0%
Untreated water sales
IPART's forecast untreated water sales 1,006 1,006 1,006 1,006 4,025
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2022-23 2023-24 2024-25 2025-26 Total
Actual untreated water sales 852 947 881 916 3,596
Variation -15% -6% -12% -9% -11%
Total water sales
IPART's forecast 5,089 5,069 5,050 5,030 20,239
Actual 4,964 5,417 5,420 5,424 21,225
Variation -2.5% 6.9% 7.3% 7.8% 4.9%

Note: Actuals for 2021-22 to 2024-25, forecast for 2025-26

Our non-residential wastewater volumes are 6% lower than IPART’s forecasts for the 2022 determination
period

Over the 2022 determination period, IPART expected non-residential wastewater volumes to be on average 559
ML a year over the 4-year period. Our average annual actual volumes are tracking 6% below these volumes at 524
ML. The forecast was based on the assumption of a steady state volume for non-residential wastewater volumes,
but the actual volumes were lower.

9.3 Forecast sales and customer numbers for the 2026 determination period

9.3.1 Customer number forecasts
We expect a stable population for the 2026 determination period
In developing forecasts, we have made the following assumptions:

> Population is stable, in line with the projections of the NSW Department of Planning, Housing and
Infrastructure '

> The number of residential dwellings is increasing slightly by an average of 6 per annum across the 2026
determination period. This is the same as our assumption in the 2022 Proposal which drew on the analysis
of the 2022 IWCM strategy. The demand forecasts of the IWCM strategy have not changed since then.

> All new dwellings will be served with reticulated water and wastewater.

We expect a continuation of the trend of a stable population across the service area, with minimal change in
connections.

We forecast non-residential customers to remain constant.

Table 20: Forecast customer numbers for treated and chlorinated water

Total population 18,133 18,140 18,147 18,153 18,160 18,166
Total residential billable entities 10,082 10,088 10,094 10,100 10,106 10,112
Number of non-residential customers 824 824 824 824 824 824
Number of non-residential customers

20mm meter equivalents 1,991 1,991 1,991 1,991 1,991 1,991

Note: This table shows the number of customers at year end. Non-residential customers include the mines and refers to the number of metered connections.

“ NSW Department of Planning, Housing and Infrastructure, Population Projections 2024, Broken Hill and Central Darling,
https://www.planning.nsw.gov.au/data-and-insights/population-projections/explore-the-data
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Table 21: Forecast customer connections for untreated water

Non-residential customers 33 33 33 33 33 33
Pipeline connections 50 50 50 50 50 50
Mines 7 7 7 7 7 7
Number of non-residential customers

20mm meter equivalents 603 603 603 603 603 603

Note: The table shows the number of customers at year end.

9.3.2 Water demand forecasts
We expect demand in the 2026 determination period to continue the trend of 2023-24 and 2024-25

We have forecast treated water, chlorinated water and untreated water sales to remain generally consistent with
actual sales over 2023-24 and 2024-25. We have forecast demand over the 2026 determination with reference to
the average annual demand per customer over the 2-year period from 2023-24 to 2024-25, multiplied by the
number of forecast customers per annum over the 2026 determination period. This is an appropriate methodology
because, as discussed in Section 8.3, rainfall has been declining in 2023-24 and 2024-25, with predictions of
Broken Hill becoming drought affected by the end of August 2025.

The following tables summarise Essential Water’s forecast water sales by water type and customer category.

Table 22: Treated water sales (ML)

Residential 2,441 2,443 2,444 2,446 2,447 2,449
Non-residential (excl. mines and

exempt customers) 327 327 327 327 327 327
Mines 1,370 1,370 1,370 1,370 1,370 1,370
Exempt customers 325 325 325 325 325 325
Total 4,462 4,463 4,465 4,466 4,468 4,469

Table 23: Chlorinated water sales (ML)

Total chlorinated 46 46 46 46 46 46

Table 24: Untreated water sales (ML)

Pipeline customers 113 113 113 113 113 113
Mines 439 439 439 439 439 439
Other non-residential 365 365 365 365 365 365
Total 916 916 916 916 916 916
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New demand is too uncertain to include in forecasts

We have been approached by Hydrostor, who are interested in the construction of a generator to provide backup
support to Transgrid in the Broken Hill area. The technology requires water to be stored, and when released it turns
turbines to generate electricity. If this generator is constructed, water requirements are expected to be for untreated
and potable water. At this stage, however, there is uncertainty about the volumes that would be required, but it has
the potential to be significant. It is anticipated that Hydrostor’s operations would come online towards the end of the
2026 determination period.

There is insufficient information at this stage to include any additional demand in our forecasts for this Proposal.
The demand volatility adjustment mechanism provides a mechanism for returning revenue to customers if demand
is materially higher than forecast during the 2026 determination period.

9.3.3 Forecast wastewater customers

We expect wastewater customer numbers and volumes to remain relatively stable over the 2026
determination period

The number of residential wastewater connections is expected to marginally increase over the 2026 determination
period, driven by the small increase in dwellings as shown in Table 25.

Table 25: Forecast wastewater customer numbers

Total population 17,595 17,602 17,609 17,615 17,622 17,628
Total residential billable entities 9,378 9,382 9,387 9,391 9,396 9,400
Number of non-residential customers 675 675 675 675 675 675
Number of non-residential customers

20mm meter equivalents 1,677 1,677 1,677 1,677 1,677 1,677

Note: This table shows the number of customers at year end. Non-residential customers include the mines and refers to the number of metered connections.

9.3.4 Forecast wastewater demand volumes
We expect steady state demand in the 2026 determination period

We have forecast wastewater volumes of 534 ML per annum for the 2026 determination period based on the
average of the annual volumes from 2023-24 to 2024-25.

Non-residential customers’ discharges to the wastewater network are charged at the wastewater usage price.
Residential customers are also charged a deemed sewerage usage amount, currently 100kL per annum, which we
propose to maintain for the 2026 determination period.

Table 26: Forecast non-residential wastewater volumes (ML)

Non-residential 228 228 228 228 228 228
Mines 37 37 37 37 37 37
Exempt customers 270 270 270 270 270 270
Total 534 534 534 534 534 534
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Allowances for return on assets, regulatory depreciation, tax and
working capital

Overview

Essential Water needs to be able to earn an adequate rate of return on capital to continue to invest, operate and
maintain water and wastewater services in Broken Hill. It also needs to recover the capital invested in the business
over the period in which there is likely to be demand for regulated services.

Key messages
To establish Essential Water's NRR, we propose:

>

To set an allowance for the return on assets of $56 million over the 2026 determination period. This
is based on:

> Setting the opening RAB at 1 July 2026 at $223 million

> Adopting the value of the RAB in each year of the 2026 Determination Period as shown in Table
28.

> Applying a placeholder real post-tax WACC of 3.1% (real, vanilla) for the purposes of calculating
the appropriate rate of return on Essential Water's assets

> Accounting for annual changes in the cost of debt over the 2026 determination period through a
regulatory true up at the 2031 Determination.

To set an allowance for regulatory depreciation of $34 million over the 2026 determination period.
This is based on:

> Adopting a straight-line depreciation method for the 2026 Determination Period.

> Adopting the asset lives as set out in Table 34 and Table 35.

To set an allowance for tax of $1.6 million over the 2026 determination period.

To set an allowance for working capital of $0.4 million over the 2026 determination period.

To include a positive adjustment for the cost of debt true-up for the 2022 determination period of $2.3
million.

The building block approach that we propose using to calculate Essential Water's NRR includes several
components. While Chapter 7 discusses the operating and maintenance cost allowance, this section discusses the
remaining building block components or allowances. These are:

vV V V V

capital allowance, consisting of the return on assets and regulatory depreciation (return of assets)
tax allowance

working capital allowance, and

revenue adjustment allowances

To calculate these allowances, we propose applying:

>

A value of the regulatory asset base in each year of the determination period. This represents the
economic value of the assets used to deliver our services and includes any adjustments for asset disposals
and capital cash contributions

> An appropriate rate of return (e.g. using the WACC) on the regulatory asset base
The appropriate asset lives and depreciation method for the regulatory asset base
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The appropriate tax rate

IPART’s working capital allowance methodology

The cost of debt true-up for the 2022 determination period
A tax allowance true-up from the 2022 determination period.

vV V V V

This section discusses these proposals and their impact on the relevant allowances.

10.2 Allowance for the return on assets

The building block approach includes an allowance for a return on assets. This represents our assessment of the
opportunity cost of capital invested to provide our water and wastewater services. To calculate this allowance, we
determine a value of the regulatory asset base and multiply that value by an appropriate rate of return in each year
of the determination period. Our proposed regulatory asset base values and rate of return are discussed further
below.

We propose a total allowance for a return on assets over the 2026 determination period of $56.3 million. Our
proposal on the return on assets in each year of the determination period is presented in Table 27.

Table 27: Proposed return on asset allowances ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Water 4,173 4,800 5,335 5,851 6,294 6,681 28,960
Wastewater 2,755 3,466 5,242 5,988 6,223 6,432 27,351
Total 6,927 8,266 10,577 11,839 12,517 13,113 56,311

2025-26 is based on IPART’s Final 2022 Determination, updated for CPI

10.2.1 Value of the regulatory asset base used to set allowances

The value of the regulatory asset base changes over time. As we invest in new assets, this expenditure is added to
the regulatory asset base. As our assets depreciate, this value is subtracted from the regulatory asset base. If we
dispose of assets, these proceeds are also subtracted from the regulatory asset base.

We have calculated these values consistent with IPART’s regulatory asset base roll-forward methodology. This
involved:

> taking the opening regulatory asset base for the 2022 determination period and rolling it forward to the start
of the 2026 determination period by:

> including actual efficient capital expenditure incurred over that period
> deducting allowed regulatory depreciation over the 2022 determination period, and

> indexing for inflation
> estimating the regulatory asset base values for each year of the 2026 determination period by:

> adding efficient capital expenditure as it is forecast to be incurred
> deducting forecast regulatory depreciation.
We do not propose disposing of any assets over the 2026 determination period.

Our proposed opening regulatory asset base at 1 July 2026 and proposed regulatory asset base roll-forward over
the 2026 determination period is shown in Table 28

Our forecast efficient capex used to calculate the regulatory asset base was discussed in Chapter 6. Our regulatory
depreciation is discussed later in this section.
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Table 28: Proposed regulatory asset base ($°000, nominal to 2025-26, then real $2025-26)

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Opening RAB 174,423 | 180,914 | 193,835 | 223,332 312,828 | 373,674 394,864 | 417,607
Plus: Capex net of cash
contributions 4,353 14,151 29,197 94,812 67,217 28,199 30,250 23,792
Less: Asset disposals - - - - - - - -
Less: Allowed regulatory
depreciation 4,574 4,989 5,328 5,316 6,371 7,009 7,506 7,940
Plus: Indexation 6,711 3,760 5,628 - - - - -
Closing RAB 180,914 | 193,835 | 223,332 | 312,828 373,674 | 394,864 417,607 | 433,459

Table 29,Table 30, and Table 31 show this calculation for our water, wastewater and non-system assets,

respectively.

Table 29: Proposed regulatory asset base - water ($°000, nominal to 2025-26, then real $2025-26)

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Opening RAB 112,484 | 116,994 | 120,535 | 138,580 | 153,183 | 170,934 | 179,995 187,791
Plus: Capex net of cash
contributions 2,561 3,657 17,169 17,231 20,631 12,139 11,001 13,841
Less: Asset disposals ) ) ) } } } } }
Less: Allowed regulatory
depreciation 2,375 2,492 2,611 2,627 2,880 3,079 3,204 3,323
Plus: Indexation 4,323 2,376 3,486 ) ) ) ) )
Closing RAB 116,994 | 120,535 | 138,580 | 153,183 | 170,934 | 179,995 | 187,791 198,309

Table 30: Proposed regulatory asset base — wastewater ($°000, nominal to 2025-26, then real $2025-26)

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Opening RAB 54,934 56,193 64,846 72,902 147,089 187,875 193,823 | 199,888
Plus: Capex net of cash
contributions 527 8,976 7,852 75,885 43,231 8,718 8,950 8,688
Less: Asset disposals - - - - - - - -
Less: Allowed regulatory
depreciation 1,365 1,536 1,652 1,699 2,444 2,771 2,884 2,997
Plus: Indexation 2,097 1,214 1,857 - - - - -
Closing RAB 56,193 64,846 72,902 | 147,089 187,875 193,823 199,888 | 205,580
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Table 31: Proposed regulatory asset base — non-system assets ($°000, nominal to 2025-26, then real $2025-

26)

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Opening RAB 7,005 7,727 8,454 11,850 12,556 14,864 21,046 29,927
Plus: Capex net of cash
contributions 1,266 1,518 4,177 1,696 3,355 7,342 10,299 1,263
Less: Asset disposals - - - - - - - -
Less: Allowed regulatory
depreciation 834 961 1,065 990 1,047 1,160 1,418 1,620
Plus: Indexation 290 170 285 - - - - -
Closing RAB 7,727 8,454 11,850 12,556 14,864 21,046 29,927 29,570

10.2.2 The rate of return

The rate of return is a key input used to calculate the return on capital allowance. It represents the costs of funding
Essential Water’s investments through borrowings from debt markets and investments from equity holders.

Essential Water needs to be able to earn an adequate rate of return on capital to continue to invest, operate and
maintain water and wastewater services to Broken Hill customers.

Our proposed rate of return is consistent with the IPART methodology

Our proposed rate of return is based on the rate of return methodology set out by IPART in its 2018 final decision
on its most recent WACC methodology review.'® For the purposes of this Proposal, we have adopted as a
placeholder, the rate of return derived using IPART’s February 2025 WACC update—recognising that IPART will
update the allowed rate of return in its final determination.

Essential Water proposes that the allowed rate of return be set commensurate with a five-year determination
period, consistent with our proposed length for the 2026 determination period.

We have adopted IPART’s standard approach to estimating inflation expectations, which is to take the geometric
mean of the Reserve Bank of Australia’s (RBA) 1-year ahead inflation forecast, and the midpoint of the RBA’s
target range (2.5%) for each other year of the determination.

We propose a placeholder rate of return of 3.1% (real, vanilla)

Essential Water’s placeholder rate of return proposal of 3.1% (real, vanilla), is summarised below in Table 32.

Table 32: Proposed rate of return

Current

Long-term

Nominal return on equity 7.3% 6.9%
Risk free rate 3.0% 2.7%
Equity beta 0.7 0.7
Market risk premium 6.2% 6.0%
Nominal return on debt 5.0% 4.8%
Risk free rate 3.0% 2.7%
Debt margin 2.0% 21%
Gearing 60.0% 60.0%
Gamma 0.25 0.25
Nominal vanilla WACC 5.9% 5.6%
Inflation 2.6% 2.6%
Real vanilla WACC 3.0% 3.1%
Point estimate 3.1%

S IPART, Review of our WACC method, Final Report, February 2018
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We propose an end of period cost of debt true-up

IPART’s 2018 WACC methodology states that IPART will determine — on a case-by-case basis — whether to pass
through in prices annual changes to the trailing average return on debt allowance or address the changes in the
return on debt allowance through an end-of-period true-up. We propose an end of period cost of debt true-up for
the 2026 determination period, consistent with IPART’s usual approach.

Our NRR for the 2026 determination period includes the end of period cost of debt true-up for the 2022
determination period, as we discuss in Section 10.6.2.

10.3 Allowance for regulatory depreciation

We propose a total allowance for regulatory depreciation (or return of assets) of $34 million over the 2026

determination period. Our proposal for the regulatory depreciation allowance in each year of the determination
period is presented in Table 33.

Table 33: Proposed regulatory depreciation allowance ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31

Water 3,314 3,357 3,650 3,934 4,258 4,532 19,730
Wastewater 1,941 1,879 2,625 2,970 3,135 3,288 13,896
Total 5,255 5,236 6,275 6,903 7,393 7,820 33,626

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

An allowance for regulatory depreciation is included in the revenue requirement (and used in calculating the value
of the RAB, as discussed above). This ensures that the capital invested in the regulatory assets is returned over
the useful life of each asset. To calculate this allowance, we apply the economic lives of our assets that make up
the RAB and an appropriate depreciation method. Our proposed asset lives and depreciation method are
discussed in the sections below.

10.3.1 Straight line depreciation method

Forecast depreciation is calculated using IPART’s straight-line methodology adopted for the current determination.
The straight-line depreciation method allows for an equal proportion of the asset’s value to be recovered in each
year of its useful life. This approach is simple, transparent, cost-reflective and consistent with regulatory practice
used by other Australian regulators in the context of water and by the AER in the context of gas and electricity.

10.3.2 Asset lives

Our proposed remaining economic lives of existing water, wastewater and non-system assets are listed in Table
34. Our proposed existing asset lives are based on a roll-forward calculation to reflect the capital expenditure
undertaken over the 2022-26 determination period.

Table 34: Proposed remaining asset lives for existing assets (years)

Water Wastewater Non-system
As at 30 June 2026 55.3 59.6 12.2
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Our proposed economic lives of new assets are listed in Table 35. These lives are calculated based on the
expected useful life of assets in each year of the determination period, weighted by the capital expenditure of each
asset class. The useful lives of each class are presented in Table 36.

Table 35: Proposed useful lives for new assets (years)

2026-27 2027-28 2028-29 2029-30 2030-31
Non-system 41.3 46.8 47.3 28.6 28.6
Water 70.4 79.0 89.7 94.8 114.8
Wastewater 79.9 79.8 78.8 77.3 78.6

Table 36: Proposed useful lives for new assets (years)

Asset class [Category | Expected useful life |
Water Pipelines 100 years
Water Pumping Stations Civil/Structural 80 years
Mechanical/Electrical 30 years
Water Reservoirs Civil/Structural 150 years
Mechanical/Electrical 30 years
Water Reticulation 100 years
Water Storage Tank Concrete 80 years
Steel 60 years
Water Treatment Plant Civil/Structural 80 years
Mechanical/Electrical 20 years
Wastewater Pumping Station Civil/Structural 60 years
Mechanical/Electrical 20 years
Wastewater Reticulation 80 years
Field Service Centres 80 years
Network Communications Civil/Structural 60 years
Electrical 10 years
Buildings Non-system 50 years
Furniture, fittings, plant and equipment Non-system 13 years
IT Systems Non-system 5 years

10.4 Allowance for tax

We propose a tax allowance of $1.6 million over the 2026 determination period. Our proposed tax allowance in
each year of the determination period is presented in Table 37. Our proposed tax allowances for our water and
wastewater services are presented in Table 38 and Table 39 respectively.

Table 37: Proposed tax allowance ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Water 179 167 194 230 262 299 1,152
Wastewater 11 17 63 108 132 159 478
Total 190 184 257 338 394 458 1,630

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

We calculated the tax allowance for each year using IPART’s standard approach. This involved applying the
relevant tax rate, adjusted for gamma, to our (nominal) taxable income. For this purpose, taxable income is the
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NRR (excluding tax allowance) less operating cost allowances, tax depreciation, and interest expenses. Revenue
includes adjustments or true-ups as described in section 10.6. As part of calculating the tax allowance, we also
forecast tax depreciation for the determination period. Other items such as interest expenses are based on the
parameters used for the rate of return and the value of the regulatory asset base.

Table 38: Proposed tax allowance ($°000, nominal) - water

2026-27

2027-28

2028-29

2029-30

2030-31

Notional revenue requirement (excl tax) 24,694 26,190 27,768 29,343 30,886
Less:
Operating expenditure 16,235 16,654 17,085 17,528 17,982
Tax depreciation 3,131 3,440 3,746 4,106 4,415
Interest expense allowance 4,738 5,391 6,082 6,710 7,319
Taxable income 590 705 855 999 1,170
Less tax accumulated tax losses 0 0 0 0 0
Taxable income after tax losses 590 705 855 999 1,170
Tax before adjustment for franking credits 228 273 331 387 453
Less: Adjustment for franking credits 57 68 83 97 113
If:dﬂit of adjustment for franking 171 205 248 290 340
Table 39: Proposed tax allowance ($°000, nominal) - wastewater

2026-27 2027-28 2028-29 2029-30 2030-31
Notional revenue requirement (excl tax) 9,739 12,830 15,598 15,355 16,185
Less:
Operating expenditure 4,535 4,655 5,844 4,907 5,038
Tax depreciation 1,893 2,729 3,132 3,315 3,489
Interest expense allowance 3,250 5,217 6,222 6,629 7,036
Taxable income 61 229 400 503 622
Less tax accumulated tax losses 0 0 0 0 0
Taxable income after tax losses 61 229 400 503 622
Tax before adjustment for franking credits 23 89 155 195 241
Less: Adjustment for franking credits 6 22 39 49 60
Tax net of adjustment for franking 18 66 116 146 181

credits

We propose an end of period true-up for a tax allowance for the 2022 determination period

Our NRR for the 2026 determination period includes an end of period tax allowance true-up related to assets gifted
in 2019, and for which an income tax liability allowance was not included in the current determination period - as

we discuss in Section 10.6.3.

10.5 Allowance for working capital

Our proposed return on working capital allowance is based on IPART’s 2018 working capital allowance policy'®
and subsequent updates in section A.4 of IPART’s Water Regulation Handbook.'” Our proposal in each year of the

determination is presented in Table 40.

8 IPART, Working Capital Allowance — Policy Paper, November 2018

7 IPART, Water Regulation Handbook, July 2023
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Table 40: Proposed working capital allowance ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 Total
Water 211 88 74 107 110 137 517
Wastewater 63 -273 -101 73 70 84 -146
Total 274 -185 -27 181 181 222 371

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

10.6 Other revenue adjustments

10.6.1 We do not propose to include an adjustment for the demand volatility adjustment mechanism for
the 2022 determination period

IPART’s 2022 determination set the DVAM threshold at +5% for Essential Water, over the 4 years from 1 July 2021
to 30 June 2025. This means that Essential Water is only able to recover the difference between its actual sales
and forecast demand, if the difference is greater than +5% over that period. Table 41 demonstrates that, between
2021-22 and 2024-25, Essential Water’s actual demand was 3.8% greater than forecast demand. As this is below
the 5% threshold, we do not propose to include a demand volatility adjustment in our revenue calculations for the

2026-2031 period.

Table 41: Demand volatility adjustment mechanism — calculation to assess if applicable
2023-24

2021-22

2022-23

Target water consumption (ML) 5,109 5,089 5,069 5,050 20,317
Actual water consumption (ML) 5,291 4,964 5,417 5,420 21,092
Variance (ML) 182 -125 348 370 775
Variance (%) 3.6% -2.5% 6.9% 7.3% 3.8%

10.6.2 We propose to include an adjustment for the cost of debt true-up for the 2022 determination period

The 2022 determination allowed for an end of period true-up to account for cumulative annual changes in the cost
of debt. Overall, the annual updates resulted in a higher cost of debt relative to the allowance. We have calculated
the adjustment for the cumulative cost of debt true-up in line with IPART’s 2018 WACC Methodology.'® We
propose a positive adjustment to the NRR of $2.3 million.

10.6.3 We propose to include an adjustment for a tax allowance true-up for the 2022 determination period

In 2019, Essential Water was gifted assets (a solar farm, generator, pipes, water tanks, pumps, motors, building)
when the Broken Hill Pipeline was commissioned. Income tax was subsequently paid on these assets received free
of charge (AFOC). The water regulatory framework allows for a tax allowance to broadly reflect what a typical entity
would face; reflecting the corporate tax rate (30%) and adjusted for gamma.

Essential Water does not typically receive gifted assets and consequently a proposal for tax allowance on the gifted
assets was not included in our 2022 Proposal, nor in IPART’s 2022 determination. We understand that other water
utilities, which routinely receive gifted assets, enter them as AFOC adjustments in the subsequent determination
period to capture the equivalent income tax allowance. Having discussed this anomaly with IPART, we therefore
propose a true up for the equivalent tax allowance from the 2022 determination period via a positive adjustment to
the NRR of $22.7m.

8 |JPART, Review of our WACC method, Final Report, February 2018
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11. Revenue requirement and amount to be recovered from customers

11.1 Overview

This chapter presents the revenue requirement calculated using the building block approach. Our modelling
includes the assumption of a continuation of the NSW Government affordability subsidy for the Pipeline but does
not include any additional government contribution to assist with the increased costs to be recovered in the 2026-
2031 period. We explore avenues to assist with affordability in Chapter 13.

Key messages
We propose:

> A NRR of $358 million over the 2026 determination period. This reflects our view of the total efficient
costs of providing Essential Water's water, wastewater and other services in each year of the
determination period.

> Recovering $223 million from customers over the 2026 determination period. This reflects our proposed
prices, and our position that service charges for water services will increase by about 26% above
inflation each year over the 2026 determination period, and service charges for wastewater services will
increase between 17% and 21% above inflation each year over the 2026 determination period.

> Recovering an increased affordability subsidy of $139 million for the Pipeline bulk water costs via NSW
Government funding contributions.

11.2 Net revenue requirement proposed for 2026 determination period

As outlined in Chapter 5, we propose using IPART’s standard building block approach to calculate Essential
Water's NRR in each year of the determination period. This represents our view of the total efficient costs over the
determination period, including allowances for:

Operating expenditure

A return on assets

A return of assets (or depreciation)

Tax obligations

Revenue adjustments, and

Working capital.

vV V V V V V

Table 42 presents our proposed NRR for the water and wastewater businesses. We propose an NRR of $358
million over the 2026 determination period.

Table 42: Proposed notional revenue requirement ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 Total

Water 43,173 | 73,727 51,543 53,623 55,751 57,846 | 292,491

Wastewater 7,375 | 10,146 12,251 14,550 13,988 14,395 | 65,330

Total 50,548 | 83,873 63,794 | 68,173 69,739 72,241 | 357,821
2025-26 is based on IPART's Final 2022 Determination, updated for CPI
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Table 43 and Table 44 summarise the proposed building block allowances and NRR to recover Essential Water’s
total efficient costs over the 2026 determination period for water and wastewater services, respectively.

Table 43: Proposed notional revenue requirement ($°000, $2025-26) - water

2025-26  2026-27 2027-28 2028-29 2029-30 2030-31 Total
(Oe‘)’(i[jéi;% %’Lﬁf%ﬁ:‘: 11,707 | 15824 | 15820 | 15819 | 15818 | 15816 | 79,098
Bulk water purchases 23,590 25,228 26,482 27,695 29,022 30,394 | 138,820
Regulatory depreciation 3,314 3,357 3,650 3,934 4,258 4,532 19,730
Return on assets 4,173 4,800 5,335 5,851 6,294 6,681 28,960
Return on working capital 211 88 74 107 110 137 517
Tax allowance 179 167 194 230 262 299 1,152
Revenue adjustments - 24,264 -12 -12 -12 -12 24,215
Total 43,173 73,727 51,543 53,623 55,751 57,846 | 292,491
2025-26 is based on IPART's Final 2022 Determination, updated for CPI
Table 44: Proposed notional revenue requirement ($°000, $2025-26) — wastewater
2025-26  2026-27 2027-28 2028-29 2029-30 2030-31 Total
Operating expenditure 2,605 4,420 4,422 5,411 4,428 4,431 23,113
Regulatory depreciation 1,941 1,879 2,625 2,970 3,135 3,288 13,896
Return on assets 2,755 3,466 5,242 5,988 6,223 6,432 27,351
Return on working capital 63 -273 -101 73 70 84 -146
Tax allowance 11 17 63 108 132 159 478
Revenue adjustments - 637 - - - - 637
Total 7,375 10,146 12,251 14,550 13,988 14,395 65,330

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

The annual NRR in the 2026 determination period is on average around $9.6 million higher than during the 2022
determination period. This is largely a result of our higher forecast operating and capital expenditure over the 2026
determination period relative to the allowances set by IPART for the 2022 determination period.

11.3 Revenue to be recovered from customers for the 2026 determination period

We propose to recover $223 million from customers over the 2026 determination period. This revenue is consistent
with the prices set out in Chapter 12. This revenue to be recovered from customers is lower than our NRR,
reflecting the limited capacity of our customers to pay, and reflects an assumption that there is continued NSW
Government support for costs related to the Broken Hill Pipeline.
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Table 45: Proposed revenue from customers ($°000, $2025-26)

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Revenue from tariffs 26,783 32,895 37,774 | 43,382 49,828 57,238 | 221,118
Non-regulated revenue (50%) 13 12 12 12 12 12 62
Trade waste revenue 410 90 307 334 337 340 1,407
Total revenue from customers 27,206 32,998 38,093 43,728 50,177 57,590 | 222,586

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

11.4 NSW Government contribution

In the current 2022 determination period, we have been receiving a contribution (subsidy) from the NSW
Government so that customers do not pay cost-reflective bills. The contribution means that customer bills are

reduced by around 50%. The contribution primarily reflects the costs of bulk water supplied through the Broken Hill
Pipeline, as well as immaterial amounts to reflect transitional price changes.

For 2026-31 we have assumed a continuation of these subsidies at a level of $139 million. However, our NRR has
increased because of increasing expenditure requirements. Without further subsidies, customers will need to pay

more through higher bills.

Table 46 presents the assumed continuation of the NSW Government contribution for the Pipeline costs and
transitional pricing elements over the determination period. The annual average NSW Government contribution of
$27.8 million for the 2026 determination period compares to an annual average of $24.6 million over the 2022
determination period. The higher NSW Government contribution reflects increased prices from WaterNSW for bulk
water forecast to be delivered through the Broken Hill Pipeline, and increased volume forecasts.

Table 46: Proposed NSW Government continuing contribution ($°000, $2025-26)

NSW Government continuing
contribution

2025-26 2026-27

23,342

25,228

26,482

2027-28 2028-29

27,695

2029-30

29,022

2030-31

30,394

Total

138,820

2025-26 is based on IPART's Final 2022 Determination, updated for CPI

As we discuss in Chapter 13, it is imperative that Essential Water can recover its NRR, from a combination of
revenue from customers and Government contributions. This is necessary to ensure that Essential Water is
financially viable and able to supply services to required standards to customers, which is in the long-term interests
of customers and the broader community. Table 47 summarises our proposed recovery of the NRR over the 2026
determination period. Noting that this proposed recovery is based on smoothing the increase over the period to
minimise bill shock for our customers — in net present value terms this table is equivalent to Table 42.

Table 47: Proposed recovery of the notional revenue requirement ($°000, $2025-26)

2025-26

2026-27

2027-28

2028-29

2029-30

2030-31

Total revenue from 27,206 | 32,998 | 38,093 | 43728| 50,177 | 57,590 | 222,586
customers
NSW Govemnment | 23342 | 25228 | 26482 | 27.695| 29,022 | 30394 | 138,820
continuing contribution
Total 50,548 58,226 64,575 71,423 79,199 87,984 361,406
2025-26 is based on IPART's Final 2022 Determination, updated for CPI
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The increase in revenue requirements to be recouped from customers via higher bills is of significant concern to us,
customers, the Essential Water community and other stakeholders. We have therefore undertaken some analysis
of levels of affordability for our customers. We have also considered the broader community and state-wide
benefits that are obtained by the provision of water and wastewater services to Broken Hill and surrounding areas.

We provide further discussion on these elements of affordability in Chapter 13.
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12. Price structures and price path

12.1 Overview

Key messages

> We propose to maintain our two-part tariff for water and wastewater services. A two-part tariff is
consistent with our existing price structure set by IPART in its 2022 determination. Our usage charges
are consistent with our marginal costs of supply and send appropriate signals to customers. Our
customers generally support the maintenance of our usage charge at current levels.

> We propose to maintain our usage charges and adjust fixed charges to recover our efficient costs. To
manage bill shock we propose to smooth price increases, so that the fixed charge increases by the same
amount each year over the 2026 determination period. This will result in significant increases in fixed
charges for water (around 26%) and wastewater (around 17% to 21%) each year over the 2026
determination period.

12.2 Pricing principles

Best practice pricing principles suggest that prices should balance:

> recovering efficient costs, and sending efficient price signals to customers
> stability, transparency and ease of understanding for customers

> administrative efficiency — i.e., not cost too much to implement and administer
> the views and preferences of customers.®

We have sought to balance these considerations in putting forward this Proposal.

Our proposed price structures also reflect feedback from our EWCP.

12.3 Water prices

12.3.1 Our current water two-part tariff
Essential Water’s prices for water services comprise two components:

> afixed service price ($ per year)
> ausage price ($ per kL of water supplied).

Currently, all residential water customers pay a standard service charge, regardless of whether their property is a
house or a unit in a multi-premise property ($421.26 per annum, $2026-27). For non-residential customers, the
service charge depends on a customer’s meter size and is set with reference to a 20mm meter (i.e. the service
charge for each customer is scaled up from the base 20mm meter charge to reflect the actual size of their meter).

Customers pay a different water usage price depending on whether they receive treated water ($2.32 per kL,
$2026-27), chlorinated water ($2.03 per kL, $2026-27) or untreated water ($1.72 per kL for pipeline customers, and
$2.03 per kL for other untreated water customers, $2026-27). This is because there are different costs involved in
supplying these different types of water services to customers.

The two mines pay the same water usage prices as all other customers, but their own specific service charge.
Under IPART’s 2022 determination, a new mine would pay the applicable non-residential service charge, based on
its meter size(s) and number of meters.

' For example, see National Water Initiative Pricing Principles.
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Box 3: IPART’s 2022 decisions on water prices and price structures
In its 2022 determination, IPART decided to:
> Keep the treated water usage price constant and the untreated water usage price constant for most
customers over the 4-year 2022 determination period, before inflation
Keep fixed water service charges constant over the determination period, before inflation

Gradually increase the untreated water usage price for customers who receive water directly from
Essential Water’s pipelines (i.e., the Menindee, Stephens Creek and Umberumberka pipelines) over the
determination period, so that it transitions towards the usage price for other untreated water customers

> Gradually increase the chlorinated water usage price over the 2022 determination period so that it equals
the untreated water usage price by 2025-26.

12.3.2 Our current water two-part tariff balances cost-reflectivity, price stability and customer preferences

Our current water prices are consistent with National Water Initiative (NWI) pricing principles, as usage prices are
set with reference to estimates of the Long Run Marginal Cost (LRMC) of supply, and service charges are set to
recover residual costs — with variations in service charges between customers depending on service demands and
equity considerations.

There is no foreseeable need for future large-scale augmentation of the water supply system for Broken Hill,
following the establishment of the Murray River to Broken Hill Pipeline. This means estimates of Essential Water’s
LRMC and Short Run Marginal Cost (SRMC) of supply should converge, as IPART observed in 2019 and again in
2022. Further, as IPART concluded in its 2022 Determination, our current water usage price is “within a reasonable
range of our estimate of SRMC.”20

We have continued to transition chlorinated water usage prices and untreated water usage prices for pipeline
customers towards untreated water prices for other customers as set out in IPART’s 2022 determination. This has
moved these prices towards cost-reflective levels, while avoiding bill shock and adverse impacts on affected
customers. This transition will be complete for chlorinated water usage customers by 2025-26. We will continue to
transition untreated water usage prices for pipeline customers towards untreated water prices over the 2026
determination period, with this transition to be completed by 2028-29.

We propose to maintain our approach to water service charges for mines. Each mine’s respective share of total
water usage has remained broadly consistent in the last few years. Without any other certain information, we have
therefore used recent information as forecasts of usage over the 2026 determination period. Our mine customers
did not take up our invitation for consultation, which we take to mean they are satisfied with the current
arrangements.

We do not expect a new mine to open over the 2026 determination period. However, if a new mine was established
over the 2026 determination period, we expect that it would build, own and maintain connection assets and pay for
any incremental cost to Essential Water of connecting it to the system (e.g. connection valves). If this occurred, we
propose that the new mine pay the applicable new mine (or non-residential) service charge, based on its meter
size, and the same water usage charges as all other customers. Any resulting material changes in volumes
compared to our forecasts for the 2026 determination period would be trued-up in the subsequent determination
period via the DVAM.

Our proposed price structures reflect the preferences of our customers. Our customers told us that they were in
favour of maintaining the usage price and making the fixed price the balancing item when setting prices. This
feedback is reflected in our proposed price structures.

IPART’s 2022 determination identified the need for Essential Water, Broken Hill City Council and key government
agencies — including the Department of Planning and Environment (how DCCEEW) and NSW Health — to work
together to develop a draft water plan with the aim of mitigating health risks posed by lead dust. We are conscious

20 IPART, 2022 Determination, p91.
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of the health risks lead dust poses to our community, but also of the need to send signals to our customers for
efficient water consumption.

Our EWCP was not in favour of reducing the water usage price to encourage water consumption to help mitigate
the health risks associated with lead dust. However, our proposal to maintain rather than increase the usage
charge recognises the important role water consumption can play in helping to manage lead dust.

Our customers were in favour of key government agencies leading work in consultation with Broken Hill Council
and Essential Water to develop an appropriate response to this issue. Our Head of Essential Water has attended
several meetings of the Broken Hill Environmental Lead Response Group, which was set up by the Premier’s
Department in 2023 to address health, educational and social outcomes caused by environmental lead in Broken
Hill. Essential Water in its role as a water service provider can provide water if that is part of any actions or
initiatives, but the role of managing the issues posed by lead dust is best suited to the relevant government
agencies.

12.3.3 Our proposed water tariff structure for the 2026 determination period

We propose to retain the existing two-part water tariff, with fixed water service charges increasing by a compound
average of 26% per annum (before inflation) over the 2026 determination period to recovery necessary increases
in efficient costs of service supply. We also proposed to continue transitioning the untreated water usage price for
Essential Water Pipeline customers towards the standard untreated water usage price over the 2026 determination
period, so that it increases from $1.72 per kL in 2025-26 to $2.03 per kL ($2026-27) by 2028-29, before inflation.

As outlined above, we consider the current structure appropriately balances considerations of cost-reflectivity,
equity, administrative efficiency, price stability and customer preferences.

This structure is also consistent with IPART’s 2022 determination, which is appropriate as there has been no
material change to Essential Water’s water supply network and operating environment since the 2022
determination.

We propose to smooth price increases over the period 2026-31, to minimise bill shock for our customers. We have
set service charges to increase by a constant percentage for each year over the 2026 determination period. This
results in us under-recovering revenue in the early years but is net present value neutral over the determination
period. This approach enables a more gradual transition to cost reflective prices.

While it is important customers contribute to the efficient costs of the services they receive, we recognise our
proposed price increases may result in some customers facing prices that are unaffordable. We address this
concern with further analysis on affordability to assist IPART in its review - see Chapter 13.

Our proposed cost reflective water prices for the 2026 determination period are listed in Table 48 below.
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Table 48: Proposed residential, non-residential and mines water prices ($2026-27)

Compound
Charges 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31 | ave growth

rate (%)
Service Charges $/pa
Residential 421.26 563.03 724.98 910.07 | 1,122.16 | 1,364.46 26%
Non-residential
20mm connection 421.26 563.03 724.98 910.07 | 1,122.16 | 1,364.46 26%
25mm connection 658.22 879.73 | 1,132.78 | 1,421.99 | 1,753.38 | 2,131.97 26%
32mm connection 1,078.43 | 1,441.35| 1,855.94 | 2,329.79 | 2,872.73 | 3,493.02 26%
40mm connection 1,685.05 | 2,252.11 | 2,899.91 | 3,640.30 | 4,488.65| 5,457.84 26%
50mm connection 2,632.89 | 3,51893 | 4,531.11| 568796 | 7,013.51| 8,527.87 26%
80mm connection 6,740.20 | 9,008.45 | 11,599.64 | 14,561.19 | 17,954.58 | 21,831.35 26%
100mm connection 10,531.56 | 14,075.71 | 18,124.44 | 22,751.86 | 28,054.04 | 34,111.49 26%
150mm connection 23,696.00 | 31,670.35 | 40,780.00 | 51,191.68 | 63,121.58 | 76,750.85 26%
Mines ($'000s)
Perilya Ltd. 2,958.94 | 3,954.70 | 5,092.23 | 6,392.34 | 7,882.04 | 9,583.93 26%
CBH Ltd. 713.74 953.93 | 1,228.32 | 1,541.92 | 1,901.26 | 2,311.78 26%
Usage Charges $/kL
Treated 2.32 2.32 2.32 2.32 2.32 2.32 0%
Chlorinated 2.03 2.03 2.03 2.03 2.03 2.03 0%
Untreated - Pipeline 1.72 1.82 1.92 2.03 2.03 2.03 3%
Untreated Non-pipeline 2.03 2.03 2.03 2.03 2.03 2.03 0%

12.4 Wastewater prices

12.4.1 Our current wastewater two-part tariff

Residential customers currently pay a fixed service charge, which is the same for houses and apartments. This is
comprised of a base level service charge and a deemed discharge amount (which is the wastewater usage price
multiplied by the deemed volume of residential discharge to the wastewater network). Non-residential customers
pay a fixed service charge based on their meter size adjusted for each customer’s discharge factor, set with
reference to a 20mm meter (i.e. the service charge for each customer is scaled up from the base 20mm meter
charge to reflect the actual size of their meter, before a discharge factor is applied). Non-residential customers also
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pay a wastewater usage price for actual discharges to the wastewater network (with these discharges measured by
applying their discharge factor to their metered water consumption).

Each of the current mines pays a service charge equivalent to that of a 100mm meter, with a 100% discharge
factor. Like other non-residential customers, they also pay a wastewater usage charge for their estimated
discharges to the wastewater network.

We base service charges on water meter sizes (adjusted for discharge factors for wastewater) because they are a
readily available indicator of a customer’s draw on the capacity of the supply network.

The fixed wastewater service price is calculated as a residual to recover Essential Water’s efficient costs of
providing wastewater services, after accounting for revenue from wastewater usage prices and trade waste prices.

Box 4: IPART’s 2022 decisions on wastewater prices and price structures
In its 2022 determination, IPART decided to:

> Maintain constant revenue generated from wastewater prices, on average, over the determination period
> Maintain the current wastewater usage price in real terms over the determination period

> Apply a deemed wastewater discharge allowance of 100kL per annum for all residential customers

> Maintain the current approach for setting wastewater prices for mining customers.

IPART’s 2022 Determination noted that Essential Water's wastewater usage price is within a reasonable range
of the marginal cost of supply.

12.4.2 Our wastewater tariff balances cost-reflectivity, price stability and administrative efficiency

Our current wastewater usage price ($1.65 per kL in $2026-27) reflects a reasonable estimate of the marginal
costs of supply, as recognised by IPART in its 2022 determination. Hence, it provides appropriate signals to
customers. Further, allocating the residual wastewater costs to customers based on their meter size is broadly
cost-reflective and equitable — as meter size, adjusted for discharge factors, is a reasonable indicator of a
customer’s draw on the capacity of the network.

We propose to maintain our approach to wastewater charges for mines. Given the uncertain nature of the mines
operating in Broken Hill, the best information for our forecasts of expected share of water and therefore deemed
wastewater usage, is a broad level of consistency with recent historical outcomes. Further, Essential Water expects
water sales to the two mines to remain constant at current levels over the 2026 determination period. Our mine
customers did not take up our invitation for consultation, which we take to mean they are satisfied with the current
arrangements.

We consider the wastewater two-part tariff appropriately balances considerations of cost-reflectivity, equity, price
stability and administrative efficiency.

12.4.3 Our proposed wastewater tariff structure for the 2026 determination period

We propose to retain the existing wastewater two-part tariff, with fixed sewerage service charges increasing by a
compound average 17% per annum (before inflation) for residential customers and 21% for non-residential
customers over the 2026 determination period to recover the necessary increases in costs.

As outlined above, we consider this structure appropriately balances considerations of cost-reflectivity, equity,
administrative efficiency, price stability and customer preferences. It is also consistent with IPART’s 2022
determination.

As for water charges, we propose to smooth the increases in wastewater service charges over the 2026-31 period,
to minimise any bill shock for our customers.

While it is important customers contribute to the efficient costs of the services they receive, we recognise our
proposed price increases may result in some customers facing prices that are unaffordable. We address this
concern with further analysis on affordability to assist IPART in its review - see Chapter 13.
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Our proposed cost reflective wastewater prices for the 2026 determination period are listed in Table 49 below.

Table 49: Proposed wastewater prices ($2026-27)

Compound
2025-26 2026-27 2027-28 2028-29 2029-30 ave growth
rate (%)
Service Charges
$/pa
Residential* 671.25 789.15 926.00 1,085.23 1,270.49 1,486.03 17%
Non-residential*
20mm connection 747.26 918.39 1,119.65 1,353.81 1,626.25 1,943.23 21%
25mm connection 1,167.59 1,434.99 1,749.46 2,115.33 2,541.02 3,036.29 21%
32mm connection 1,912.99 2,351.09 2,866.31 3,465.76 4,163.20 4,974 .66 21%
40mm connection 2,989.04 3,673.57 4,478.61 5,415.25 6,505.00 7,772.90 21%
50mm connection 4,670.37 5,739.96 6,997.83 8,461.33 10,164.07 12,145.16 21%
80mm connection 11,956.16 | 14,694.29 | 17,914.44 | 21,660.99 26,020.01 31,091.62 21%
100mm connection 18,681.50 | 22,959.82 | 27,991.31 | 33,845.30 | 40,656.26 | 48,580.65 21%
150mm connection 42,033.36 | 51,659.60 | 62,980.46 | 76,151.93 | 91,476.59 | 109,306.47 21%
Usage Charges
$/kL
Non-residential 1.65 1.65 1.65 1.65 1.65 1.65 0%
a. We have assumed a deemed residential discharge volume of 100kL per annum. This volume is multiplied by the same wastewater

usage charge that is applied to non-residential customers to calculate the residential deemed discharge charge. This is included in the
residential service charge.
b. Wastewater service charges for non-residential customers and mining customers are based on water meter size. The applicable
meter charge is set using the formula: (meter size)2 x 20mm meter charge / 400 x discharge factor. We have calculated service
charges for larger meter sizes using this formula.
c. Non-residential charges listed here assume a 100% discharge factor. Bills will depend on discharge factors for individual customers

12.5 Trade waste prices

Trade waste is any liquid waste other than sewage of a domestic nature. Trade waste discharge places greater
demands on the wastewater system and has higher costs of treatment than domestic sewage. Trade waste is
largely discharged by commercial and industrial customers. Customers liable for trade waste charges also pay

wastewater charges.

While we have made progress in transitioning to a trade waste pricing framework, we have not been able to
implement trade waste prices in the current determination period. However, we expect to commence applying trade
waste prices from 1 July 2026.

12.5.1 The current structure of trade waste prices

Essential Water’s trade waste prices are guided by its Liquid Trade Waste Policy,?' which is consistent with
DCCEEW:’s Liquid Trade Waste Management Guidelines.??

Essential Water has four trade waste charging categories:

> Category 1 discharges require minimal or limited pre-treatment

21 Essential Water (2022), Water: Discharge of Liquid Trade Waste Policy, CEOM7046, September.
22 NSW Department of Planning, Industry and Environment (2021), Liquid Trade Waste Management Guidelines: For councils in regional NSW,

2021.
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> Category 1a discharges require some pre-treatment, but have low impact
> Category 2 discharges are medium risk and have prescribed pre-treatment
> Category 3 discharges are high risk and are usually large industrial businesses.

Our trade waste prices include fixed charges and variable charges ($ per kL or $ per kg discharged).
Fixed charges include:

>  Application fee — which recovers the costs of administration and technical services provided in processing
a trade waste application

> Re-inspection fee — which recovers the costs of unplanned or re-inspections of premises (e.g., where
there may be suspected non-compliance with approval conditions), above and beyond the costs of
inspection activities covered by application or annual fees

> Annual fees — which recover the costs for ongoing administration and scheduled inspections (including
monitoring), and varies by the different trade waste categories to reflect the varying complexity of the
inspection and administration requirements of different types of discharge

> Food Waste Disposal Charge — which applies where Essential Water has approved the use of an existing
food waste disposal unit for a hospital, nursing home or other eligible facility, and is charged based on the
number of beds in that facility.

Variable charges include:

> Volume based charges ($/kL) for Category 2 customers — which reflect the additional costs (above
domestic-strength sewage) that trade waste discharges impose on the sewerage network

> Non-compliant ($/kL) usage charges ($/kL) for Categories 1, 1a and 2 customers — which are higher
usage fees that are applied when a discharger has not installed or maintained appropriate pre-treatment
equipment (Category 1a and 2)

> Excess mass-based charges ($/kg) for Category 3 customers — which reflect the additional costs
(above domestic-strength sewage) of trade waste discharges imposed on the sewerage network, which
vary by waste type

> Non-compliance fees for mass-based charges ($/kg) for Category 3 customers — which are higher
mass-based fees that are applied when a discharger fails to comply with acceptance limits specified in its
approval conditions (Category 3).

Although we are required to publish mass-based charges, Essential Water currently does not have any mass-
based customers.

12.5.2 IPART’s 2022 determination of trade waste prices

IPART’s 2022 determination held fixed trade waste prices constant in real terms and set volume-based prices to
reflect the transition to usage prices based on with DCCEEW’s guideline prices set in IPART’s 2019 determination.
IPART accepted our proposal to remove usage prices for compliant Category 1 and 1a customers because these
are relatively low impact customers, but it required us to continue to publish mass-based charges.

IPART’s 2022 determination deducted its forecast of potential revenue we could recover from trade waste
customers (if we were charging trade waste prices that aligned with guideline prices) from our wastewater NRR.
IPART recommended the shortfall in revenue associated with transitioning trade waste prices towards more cost-
reflective levels be funded by the NSW Government. Over the 2022 determination period, the deducted revenue
had not been replaced by customer revenue — we discuss this below.

12.5.3 We propose to implement trade waste prices from 1 July 2026

While we remain committed to transitioning to a causer-pays trade waste pricing framework, the roll-out has taken
longer than initially anticipated. However, this delay has presented an opportunity to align the implementation of
trade waste charging with the launch of our new customer and billing system. This alignment will enable greater
automation of trade waste charging and service scheduling, reduce duplication, and simplify implementation
compared to using the current system.

The new system will enhance our ability to:
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> ldentify, tag, and report on trade waste customers
Issue communications such as appointment reminders directly from the platform

Set inspection reminders and track agreement status, including access to relevant documents - improving
both operational efficiency and customer service.

To support the transition, the following steps are underway:

> Inspections: Each non-exempt customer facility will be inspected to confirm its trade waste category. The
Senior Plumbing Inspector will verify that appropriate pre-treatment or catchment systems are in place (e.g.
grease traps for restaurants). The inspection findings, combined with water usage data, will determine the
applicable trade waste category.

> Ongoing Monitoring: Regular inspections will be scheduled to ensure that treatment devices are properly
maintained and to identify any changes in customer operations that may affect their trade waste
classification.

We anticipate completing all required inspections before July 2026. Our revenue forecasts assume that all trade
waste customers will be billed the annual charge from that date, with usage-based pricing phased in over the first
year. The trade waste charges and revenue forecasts from 1 July 2026 are based on the transition path outlined in
IPART’s 2019 Determination. This includes:

> Charging 80% of the guideline usage prices in 2026-27
> Full alignment with IPART’s guideline prices from 2028-29.

The introduction of trade waste pricing has proven significantly more challenging, resource-intensive, and costly
than expected. This is largely due to legacy systems, poor data, and the substantial administrative burden required
to establish and manage the framework. These challenges have been further compounded by limited resources
with the expertise to undertake this additional work, while also maintaining business-as-usual operations.

Despite these difficulties, Essential Water remains committed to the causer-pays principle. However, we suggest
that IPART’s continued deduction of ‘potential’ revenue is no longer appropriate given the scale and complexity of
implementation for our business. Without adequate funding support, Essential Water’s ability to appropriately
deliver and sustain the trade waste pricing framework will be compromised - potentially further delaying
implementation, reducing service quality, and limiting our capacity to meet regulatory and customer expectations.

12.6 Miscellaneous charges

Essential Water provides a range of miscellaneous services to its water and sewerage customers, generally for
one-off services such as connections and disconnections, replacing damaged services, plumbing inspections, site
inspections and building plan approvals. These charges are levied on a fee for service basis — ensuring customers
who require the service pay for it, helping us to keep our water and wastewater bills low for our broader customer
base.

12.6.1 Our current schedule of miscellaneous charges

Essential Water has historically recovered most of its miscellaneous charges’ revenue from three charges:

> Conveyancing certificates with meter reads
> Drainage diagrams, and
> Personal service of final warning notice for late payment, prior to restriction.

Essential Water’s current schedule of miscellaneous charges is listed in Appendix D.

12.6.2 IPART’s 2022 determination of miscellaneous charges

IPART’s 2022 determination held miscellaneous charges constant in real terms, noting they were reviewed in 2019
and there has been no material change since then.
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12.6.3 We propose our current miscellaneous charges are increased to cost reflective levels for the 2026
determination period

We reviewed our miscellaneous charges to ensure they:

> remain cost reflective
> are clear and simple to understand and levy
> reflect the miscellaneous services required by our customer base.

We present our proposed miscellaneous charges in Appendix D. We propose our current miscellaneous charges
are increased to cost reflective levels. In most cases, this means our miscellaneous charges simply need to
increase by the consumer price index.

However, as shown in Appendix D, there are several miscellaneous charges where more material adjustments are
required to ensure prices are cost reflective, reflecting material increases in our efficient costs:

> Our proposed statement of available water pressure charge was adjusted to include the efficient cost of
inspection. This charge is currently set below cost reflective levels.

> Our proposed bitumen repair charge was updated to reflect the efficient cost of bitumen replacement. This
charge is currently set below cost reflective levels.

> Our proposed labour based miscellaneous charges, including backflow prevention device testing and
certification, downgrade to meter size, repair damaged water service, asset location and water
reconnection charges, were updated to reflect our efficient unit labour rates.

We propose a new fee to reprint a statement and send by mail, reflecting our efficient costs of providing this service
to customers.

Finally, we do not propose to continue to publish a fee for a full conveyancing certificate with history search. This
category has never been used, and the other conveyancing certificate miscellaneous charges cover all potential
requirements.

12.7 Recycled water prices

We currently supply recycled water (or effluent water) to a small number of customers for non-potable uses,
following treatment of wastewater collected in our sewerage network.

12.7.1 Recycled water prices are currently unregulated

The current treatment of Essential Water’s recycled water (or effluent water) prices is consistent with IPART’s
approach to ‘voluntary’ recycled water schemes,?® which is intended to encourage unregulated pricing agreements
(with the possibility that IPART can step in and determine prices via a scheme-specific review if asked by a water
utility or customer).

12.7.2 IPART’s 2022 determination of recycled water prices

IPART'’s 2022 determination continued to defer setting recycled water prices and to deduct 50% of the revenue
received from recycled water sales from the NRR for regulated services, consistent with Essential Water’s
Proposal.

12.7.3 We propose to maintain the current price structure for recycled water

We propose that recycled water prices remain unregulated, as these services are provided to customers voluntarily
(i.e. the customers could choose to purchase regulated water services instead) and we have been able to reach
agreement with our effluent water customers.

We also propose that we continue the current practice of deducting 50% of the revenue received from recycled
water sales from the NRR for regulated services — thus, effectively sharing the non-regulated revenue 50/50
between Essential Water and the broader customer base (or the Government, if there is a subsidy in place). We

2 IPART, Review of pricing arrangements for recycled water and related services, Final Report, July 2019.
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consider this is a proportionate approach to determining and administering customers’ share of this revenue, given
the amount of revenue.

12.8 Prices for unmetered properties

12.8.1 Current prices for unmetered properties
Currently, unmetered residential and non-residential customers are subject to:

> the standard residential water service charge
a water usage price for a deemed consumption of 300kL per annum, for the applicable water quality
the standard residential sewerage charge (which includes a deemed discharge of 100kL per year).

12.8.2 IPART’s 2022 determination for unmetered properties

IPART’s 2022 determination required that unmetered properties pay the standard residential water service price
plus a usage charge based on deemed water consumption of 300kL.

12.8.3 We propose to maintain the current price structure for unmetered properties

The average level of residential water consumption over the 2022 determination period was around 230 kL per
year. Consistent with IPART’s 2022 determination, we consider it is appropriate to maintain a deemed consumption
of 300kL per year, which potentially provides an incentive for small users to have a meter installed.

We therefore propose to maintain the current price structure for unmetered properties

12.9 Prices for unconnected properties

12.9.1 Current prices for unconnected properties

Unconnected properties, including properties that have been disconnected due to non-payment of fees, are
currently not charged water or wastewater service or usage prices.

12.9.2 IPART’s 2022 determination for unconnected properties

IPART’s 2022 determination maintained the current price structure for unconnected properties, that is unconnected
properties should not be charged service and usage prices.

12.9.3 We propose to maintain the current price structure for unconnected properties

We propose to maintain the current price structure for unconnected properties, by not charging water or
wastewater service or usage prices, including properties that have been disconnected due to non-payment of fees.
Unconnected properties do not directly impose costs on Essential Water’s network. Levying fees on unconnected
properties is difficult and would impose an unnecessary administrative burden on Essential Water.
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13. Customer and financial impacts

13.1 Overview

Key messages

> The expenditures to be delivered over the next five years are valued by our customers as they will deliver
the outcomes expected.

> The cost-reflective customer bill impacts under our proposal are significant. For example, a customer in a
residential house or apartment who uses 250kL of treated water per annum would see a compound
average increase in their annual bill of around 15% per annum from 2025-26 to 2030-31, excluding the
impacts of CPI inflation. A pensioner who uses the same amount of water would face a compound
average increase in their annual bill of around 17% per annum from 2025-26 to 2030-31.

> Essential Water provides some hardship support, and there are other NSW Government funded rebates
for eligible customers

> We suggest that there may be a case for further government support (in addition to the existing bulk water
pipeline subsidy) to support the affordability of water and wastewater services in our community.

13.2 Cost reflective bill impacts

We understand the cost pressures that the community is facing and are aware of the need to ensure our services
are affordable to our customers. We have worked hard to deliver efficiencies, so this Proposal includes no more
than the prudent and efficient expenditure necessary to ensure we can continue to reliably deliver the water and
wastewater services our customers want and need.

Table 50 and Table 51 present indicative equivalent residential and non-residential water and wastewater bills
under our Proposal. These figures are in real $2026-27, therefore they exclude the effects of inflation.

This shows for example that a customer in a residential house or apartment with water and wastewater
connections and who uses 250kL of treated water per annum, would see a compound average increase in their
annual bill of around 15% from 2025-26 to 2030-31. A pensioner who uses the same amount of water would face a
compound average increase in their annual bill of around 17% per annum from 2025-26 to 2030-31.

Pensioners would see their bills increase slightly more, as a percentage, compared to other residential customers.
This is because the pensioner rebate is fixed in nominal terms at a maximum of $175 per annum. The rebate is
provided by Essential Water and funded by the NSW Government. Pensioners’ bills in dollar terms would still be
lower than non-pensioner bills.

The water and wastewater bill for non-residential customers will depend on their meter size, discharge factor and
water usage. For example, a non-residential customer with a 25mm meter, a discharge factor of 70% and who
uses 1,000 kL of treated water per annum would see a compound average increase in their annual bill of around
9% per annum from 2025-26 to 2030-31.

Our Proposal balances the need to invest in our network to ensure reliable services are provided to our customers
at appropriate standards, while ensuring customers contribute to these costs through cost-reflective pricing.
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Table 50: Residential annual water and wastewater bills ($2026-27)

Compound
2027-28 2029-30 | 2030-31 ave growth
rate (%)
Residential - treated water - non pensioner
160kL 1,463 1,724 2,023 2,367 2,764 3,222 17%
250kL 1,671 1,933 2,231 2,576 2,973 3,431 15%
400kL 2,019 2,281 2,579 2,924 3,321 3,779 13%
Residential - treated water - pensioner
160kL 1,283 1,549 1,852 2,200 2,602 3,064 19%
250kL 1,491 1,758 2,061 2,409 2,811 3,272 17%
400kL 1,839 2,106 2,409 2,757 3,159 3,620 15%
Residential - chlorinated water (water bills only, no wastewater)
160kL 624 760 922 1,107 1,319 1,561 20%
250kL 746 878 1,040 1,225 1,437 1,680 18%
400kL 928 1,056 1,217 1,403 1,615 1,857 15%

Table 51: Non-residential annual water and wastewater bills ($2026-27)

Compound

2025-26 | 2026-27 | 2027-28 | 2028-29 | 2029-30 | 2030-31 ave growth
rate (%)

Non-residential - treated water (Note 1)

20mm with 1.811 2.075 2,377 2,726 3,129 3,593 15%
250kL usage

25mm with 4943 | 5359| 5832 6378| 7007 | 7,732 9%
1,000kL usage ’ ’ ’ ’ ’ '

40mm with 11,060 | 12,121 | 13,332 | 14,728 | 16,340 | 18,196 10%
2,100kL usage

80mm with o
21000k usage | 84464 | 88794 | 93640 | 99,224 | 105669 | 113,096 6%

Non-residential - untreated water, pipeline customers (water only, no wastewater)

20mm with

0,
250KL usage 851 1,006 1,192 1,403 1,615 1,857 17%
25mm with o
1.000kL usage 2,377 2,650 3,003 3.392 3723 4,102 12%
40mm with 5294 5969 6,827 7777 8,626 9,595 13%
2,100kL usage ’ ’ ' ; ; ,
80mm with 42827 | 46178 | 50870 | 55931| 59325| 63,201 8%

21,000kL usage

Non-residential - untreated water, non-pipeline customers (water only, no
wastewater)
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Compound
2027-28 2030-31 ave growth
rate (%)
20mm with o
350KL usage 928 1,055 1,217 1,402 1614 1,856 15%
25mm with 2685 2.848 3.101 3,390 3.721 4100 9%
1,000kL usage ’ ’ ’ ’ ’ ’
40mm with 5.942 6.385 7.033 7773 8.621 9,591 10%
2,100kL usage ’ ’ ' ' ’ ’
80mm with o
21000k usage | 49310 | 50336 | 52928| 55880 | 59283 63,159 5%

Note 1: Wastewater service charges for non-residential customers are based on water meter size. The applicable meter charge is set using the
formula: (meter size)2 x 20mm meter charge / 400 x discharge factor. For the purpose of showing indicative bills, we have calculated service
charges for larger meter sizes based on this formula using a discharge factor of 70%. Actual bills will depend on discharge factors for individual
customers.

13.3 Essential Water support for customers

Essential Water has a financial hardship support policy?* for customers who may require assistance to pay their
bills and to ensure that their water supply is maintained. Once customers have requested hardship assistance,
Essential Water may offer the following:

Flexible interest free payment plans to enable customers to pay off outstanding debts over an agreed time

> Assistance with payments to third parties, where Essential Water requires work to be completed on a
customer’s private assets for safety or to prevent water wastage, and the customer will need to engage a
NSW licensed plumber to complete these works

> Debt write-off in exceptional circumstances, when a customer is unable to make any payment.

The policy notes that Essential Water does not disconnect supply for non-payment of bills. Water restriction for
non-payment occurs as a last resort after all attempts to establish a payment plan have failed.

Essential Water’'s website has a dedicated section outlining the help available to support customers experiencing
financial hardship. As well as the in-house measures outlined above, links to free and confidential financial
counselling services are also provided.

Other measures offered by Essential Water to assist customers and alleviate financial stress are discussed below:

> A free plumbing site inspection is offered to customers who have experienced higher than usual water
usage, to help them understand where their water may have been used and to help them determine if they
have a water leak.

> When there is a genuine leak, Essential Water will provide a credit on the customer’s water account if the
leak is fixed by a NSW licensed plumber or if there is evidence of water theft.

> Essential Water will perform a meter test free of charge if the customer has exhausted all other high
account investigation avenues but still feels something is wrong with their water account.

> Essential Water attends all sewer overflows, blockages and water leaks reported by customers, even
though sometimes it may be an internal customer issue — this saves the customer the expense of calling
out a plumber as the first point of contact. The plumber will charge the customer even if the fault is on
Essential Water’s side, so Essential Water prefers to attend first and will fix the issue at no cost to the
customer if the fault is on the Essential Water side of the system.

2 Company Policy: Essential Water Financial Hardship Support CECP8301
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13.4 NSW Government rebates available to customers

13.4.1 Pensioner rebates

Eligible pensioners can avail themselves of NSW Government water and wastewater rebates which are
administered by Essential Water. The maximum annual rebate is currently $87.50 for water and $87.50 for
wastewater.

Eligible pensioners must hold one of the following:

>  Centrelink Pensioner Concession Card; or
> Department of Veteran Affairs Pensioner Concession Card; or

> Department of Veteran Affairs Disability Pension at the ‘totally and permanently incapacitated’ (TPI) rate
only.

IPART acknowledged in its 2022 determination that the amount of this subsidy for Essential Water customers had
not increased for many years and recommended that the NSW Government review the appropriateness of
pensioner concessions for water and wastewater bills across the state.

In 2024, a review was carried out by the NSW Productivity and Equality Commission (the Commission) into funding
models for Local Water Utilities; this included a review of pensioner rebates and highlighted that the rebates which
were set in 1993, have not been indexed since their inception and have thus declined in real terms by 55%.
Essential Energy made a submission to the Issues Paper, which highlighted the need for an increase in the amount
of pensioner rebates to better support these customers with the current cost of living pressures. This is of particular
importance to Essential Water given that projections from NSW Government show that 25.8% of the population will
be 65 and over by 2026.The submission also highlighted that more generous pension rebates were available to
customers of Sydney Water and Hunter Water.

In its final report25 the Commission recognised this disparity in rebates and also noted further inconsistencies such
as the payment assistance schemes (PAS) offered to Sydney Water and Hunter Water customers — the NSW
Government funds $6 million per annum for those customers under the PAS. The report recommended an
evaluation of pensioner rebates on all water services before the 2025-26 Budget. It further recommended that
where targeted concessions/rebates and hardship schemes are deemed necessary, they should be funded in full
by governments through transparent Community Service Obligation payments.

13.4.2 Exemption from service charges

In addition to the pension rebates, we have a number of customers who are exempt from service charges and who
only pay usage charges for water and wastewater services. Properties are exempt if they fall under Section 312 of
the NSW Water Management Act?®. Examples of such properties are schools, hospitals and churches. Essential
Water is recompensed by the NSW Government for this foregone service charge revenue.

We understand that significant work is underway within the NSW Government on reviewing rebates on a
comprehensive basis. Given the scale of the review and potential impacts, it is not expected that any change will
be made to the rebates available to Essential Water customers prior to 1 July 2026.

13.5 The case for additional NSW Government subsidies

13.5.1 What can our customers afford to pay?

Chapter 2 noted our customers are amongst the most disadvantaged in NSW, and the unique demographics of our
community place constraints on our customers’ ability to afford essential water and wastewater services.

In its 2025 determination on Hunter Water’s prices, IPART assessed affordability by considering water and
wastewater bills as a proportion of household income.?” IPART’s Draft Report noted that a systematic review of

25 NSW Productivity and Equality Commission, Review of funding models for local water utilities, Final Report, July 2024, p.105
“https://legislation.nsw.gov.au/view/html/inforce/current/act-2000-092
27 IPART, Hunter Water prices 2025-2030, June 2025, p10.
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studies analysing water and wastewater affordability used a threshold of between 2% and 5%.%2 To analyse the
affordability of Hunter Water’s water and wastewater prices IPART used a threshold of 3% of water and wastewater
bills as a proportion of pre-tax household income, as proposed by the UN.2°

We have undertaken analysis of water and wastewater affordability for our customers using the threshold of 3% of
water and wastewater bills as a proportion of households’ pre-tax income, consistent with IPART’s approach. We
evaluate affordability for different residential customer classes — by consumption, income level and pension status.

Our analysis demonstrates a further NSW Government subsidy, to support the affordability of essential water and
wastewater services for our customers, may be warranted.

13.5.2 The counterfactual — if water and wastewater services were not supplied

Investing in water and wastewater infrastructure yields long-term dividends that vastly outweigh the initial costs,
especially when considering benefits beyond the immediate bill paying customers. In remote and arid areas, these
services are transformative — turning fragile, underserved places into healthier, more productive, and sustainable
communities. The economic boosts (jobs, industry, stable towns), the social improvements (health, education,
equity), and the environmental safeguards (clean water, conserved resources) all combine to justify strong public
support for such investments.

From a policy perspective, recognizing these broader benefits is crucial for informed decision-making. Ideally the
Cost Benefit Analysis (CBA) for water projects should include the avoided healthcare costs, the value of lives
improved or saved, the increased economic output, and the environmental value of cleaner, more resilient
ecosystems. When these factors are included, water and wastewater projects — even in small remote towns — often
show an excellent return on investment for society. A joint report from the United Nations and the World Health
Organisation 30 estimated that for every $1 invested in these services, there were economic and environmental
gains and more than a $4 return in lower healthcare costs. In sparsely populated areas, that ratio may be even
higher when considering the expensive emergency alternatives, like transporting water during droughts or airlifting
sick patients.

The long-term benefits include future-proofing Essential Water communities against climate change and preserving
the region’s unique heritage. Water scarcity is projected to worsen in many arid regions; those with robust water
infrastructure will be able to adapt and endure, whereas those without may face crises or depopulation. Having
these services available can attract people to stay or even relocate to remote areas (for jobs in mining, renewable
energy, tourism, etc.), creating a more balanced population distribution and relieving pressure on crowded cities.
Ensuring essential services in First Nations communities is part of Australia’s commitment to “Closing the Gap” — it
supports people to live on their traditional lands with dignity, which has incalculable cultural value for the nation.
Clean water is critical to Closing the Gap in health outcomes for First Nations people.

Access to secure, reliable and safe drinking water is essential to human health and well-being and is recognised by
the United Nations as a human right. Many First Nations communities have inadequate drinking water, sanitation,
and hygiene (WASH) accessibility. Providing these services in remote and arid areas reflects a society’s values
and inclusivity. The broader societal benefits — healthier, empowered citizens contributing to their country — are the
reward for doing the right thing.

The provision of water and wastewater services are not merely utility expenditures; they are high-impact social
investments. Access leads to healthier, more stable populations, driving economic growth and taking better care of
the environment. In Essential Water’s footprint, these services are the foundation upon which any other progress in
the region is built. The benefits flow to everyone — from reduced public health burdens and enhanced economic
resilience to the sustainability of natural resources — extending far beyond those who pay the bills.

The case for additional government support so that Essential Water can continue to provide safe and reliable water
and wastewater services to the Broken Hill community and surrounds, is a strategic investment for the NSW
Government in a stronger, fairer, and more sustainable future for the State.

% Fagundes, T, Marques, R, & Malheiros, T, Water affordability analysis: a critical literature review, AQUA — Water Infrastructure, Ecosystems
and Society, 31 July 2023, 72 (8) pp. 1431-1445.

2 United Nations, Global Issues Water, accessed 19 March 2025Analysis of different types of customers and average consumption (kL p.a.).
% UN reveals major gaps in water and sanitation — especially in rural areas
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13.6 Targeting subsidies

We understand that the application of subsidies can result in differing opinions on who should or should not get
them. The current subsidies that Essential Water receives from the NSW Government are blanket subsidies — how
they are applied to customers’ bills does not reflect whether the customer needs it more or less than other
customers, and there is no means testing.

We wanted to test with our customers the topic of blanket subsidy vs something more targeted to specific customer
groups — in case the NSW Government does look to provide an additional subsidy to affordability issues in the
2026 determination period (if recommended by IPART and it is agreed to).

We asked our June EWCP, and whilst there were mixed views, at the end of the discussion there was a consensus
that any targeting needed to be done appropriately, was complex and that it was difficult to achieve an equitable
allocation. Therefore, it concluded that a blanket subsidy was still the most appropriate for Essential Water,
provided the ability to receive additional rebates (such as pension rebates) was still available for those customers
in need. Please see Chapter 3 and our Customer Engagement Strategy (Attachment 2) for more information on this
issue.
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Appendix A: 3Cs grading self-assessment

This appendix presents an overview of our self-assessment against each of IPART’s 3Cs principles and its grading
rubric in its July 2023 Water Regulation Handbook (Handbook).

Below we self-assess against IPART’s expectations of a ‘Standard’ rated proposal. Overall, we consider our
Proposal should receive a ‘Standard’ rating.

Our Proposal is consistent with the key principles of IPART’s 3Cs regulatory framework and required content as
outlined in IPART’s Handbook, although tailored to reflect Essential Water’s size and operating environment. We
are a small business, servicing a population a fraction of the size of the other water businesses regulated by
IPART.

Our Proposal focuses on delivering core water and wastewater services to customers consistent with their
expectations of lowest possible cost over the long term. We were able to leverage the support of Essential Energy
in the preparation of this Proposal, but its implementation will be delivered by our small number of staff, who work
in a challenging physical environment. Therefore, IPART’s assessment should be proportionate to our size and
delivery capability.
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Customer centricity

How well have you integrated customers’ needs and preferences into the planning and delivery of services, over the near and long-term?

Standard expectations How this Proposal meets these expectations?

Develop customer engagement strategy:

> The business has a published customer engagement | >
strategy which:

* sets out how it seeks to understand what
matters to customers, and identifies the
outcomes that maximise long-term customer
benefit at an efficient cost >

e considers the level of influence customers
have in how services are delivered

* identifies the role of customer engagement >
in understanding customer preferences

« commits to engage with customers in the
pricing proposal and for major investments. | >

> The strategy should be well structured and easy for
customers to follow, and articulate clear roles and
responsibilities of customers, regulator(s) and
business.

Customers influence business outcomes:
> Customer insights and engagement influence >

customer outcomes, inform business decisions, and
short, medium and long-term plans.

Essential Water has developed a Customer Engagement Strategy (Attachment 2), which sets out
how it engaged with its customers to inform this Proposal. It details the customer engagement
channels used to reach a broad cross-section of our customers and describes the new Customer
Panel set up to meet on a regular basis throughout the development of the proposal. The Customer
Panel enabled an in-depth discussion of issues and allowed customers to deliberate on options.

The Customer Engagement Strategy highlights that there are ‘must do’ investment options which are
required for compliance and ensuring service standards can be maintained, as well as discretionary
investments where customers can exercise more influence in the decision making process.

Essential Water's Customer Engagement Strategy is well structured, easy for customers and
stakeholders to follow, explains roles and responsibilities, and addresses the expectations of
IPART’s “Standard” grading.

Section 3.3 of this Proposal summarises our customer and stakeholder consultation and how this
informed this Proposal.

Chapter 3 of this Proposal provides an overview of our customer and stakeholder consultation and
how this informed this Proposal, our targeted customer outcomes, business decisions and plans.
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Standard expectations How this Proposal meets these expectations?

> Table 4 of Chapter 3 details customer priorities and outcomes and sets out how Essential Water has
responded to this in our Proposal.

Processes support customer centricity:

>  Systems in place to respond to ongoing customer > Essential Water has systems in place to receive, consider and respond to ongoing customer and
feedback. stakeholder feedback. For example, the Essential Water website provides an access point for

> Consumer facing businesses propose assistance customer feedback as noted in Section 3.2.

programs for customers experiencing vulnerability > Essential Water publishes information on arrangements for customers facing financial hardship
(e.g. hardship programs, payment plans, access to which includes payment plans (Section 13.3).

concessions or other). > Essential Water has also sought to mitigate price impacts on customers by seeking a grant for the

WWTP, smoothing revenues, and advocating for an additional subsidy from the NSW Government
to make up a larger portion of its Notional Revenue Requirement.

Customer engagement

Are you engaging customers on what’s most important to them, making it easy for customers to engage by using a range of approaches to add value?

Standard expectations How this Proposal meets these expectations?

Engage on what matters to customers:

> Select issues for engagement that matter to > We asked our customers what our priorities should be, to set the direction of further engagement to
customers inform the development of the Proposal, this is covered in Section 3.3.

> We sought customers and the community’s view on our focus areas in interviews, surveys and at the
first session of our Customer Panel. In subsequent Customer Panel sessions, we explored in more
depth with customers, each of the priorities they wanted us to focus on.

> As outlined in Section 3.3, customers told us that they want us to focus on delivering essential
services, that is maintaining water quality and security, in an environmentally sustainable and cost-
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Standard expectations How this Proposal meets these expectations?

effective manner. Table 4 of Chapter 3 details these priorities, in order of importance to customers:
(1) Water Quality (and Reliability), (2) Water Security, (3) Sustainability and Environmental
Protection, (4) Cost Efficiency (5) Customer Service (6) Consultation, Communication and
Transparency and (7) Encourage Water Efficient Behaviours.

Choose appropriate engagement methods:

>  Suitable consultation methods have been chosento | > As outlined in Section 3.2, we used a range of methods to engage with customers and the

reach a representative customer base and/or their community to inform this Proposal, including interviews with local businesses, meetings with local
advocates, such as renters, homeowners, vulnerable stakeholders, customer-wide survey, customer and community feedback via our website, community
groups, and businesses. pop-ups and an Essential Water Customer Panel.

> Opportunities for 2-way communication with > Our Customer Panel comprised a representative mix of customers in terms of gender, age, ethnicity,
customers exist. business ownership, income and vulnerability — this is detailed on page 4 of Attachment 3.1 —

> The scope of engagement is proportional to the level Essential Water Customer Panel 1 Final Report.

of expenditure and the impact of the project. > The Customer Panel met over four sessions, to identify customer priorities, consider whether
Essential Water’s proposed initiatives deliver on these priorities, discuss whether customers are
willing to pay for Essential Water’'s proposed initiatives and evaluate whether Essential Water’s
Proposal delivers customer value.

> Further information on the engagement methods we used to inform this Proposal is available in
Chapter 3 and Attachment 2.

Engage effectively:

> Unbiased, clear explanation of context and > To inform this Proposal, we have engaged effectively, providing clear and accurate information to a
objectives. diverse and representative range of stakeholders and customers.

> Participants are informed of the impact of their > We employed the services of a third-party facilitator for our Customer Panel meetings to ensure that
feedback. they were run in an unbiased manner and that feedback from each session was impartially recorded

- Engagement is easy to understand, and customers’ in an independent report. These reports can be found in Attachments 3.1, 3.2, 3.3 and 3.4.

understanding is tested and, where relevant,
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Standard expectations How this Proposal meets these expectations?

technical literacy/capacity is supported for effective > Customer Panel members were presented with the bill impacts of the various investment options for

engagement. both ‘must do’ and more discretionary items, so that they were fully informed of the impact of their
> Culturally and linguistically diverse groups are feedback.

supported in their engagement. > Information on how we engaged is provided in Chapter 3 and our Customer Engagement Strategy
> Information is accurate, objective, tells the whole (Attachment 2).

story and is correctly targeted to its audience.

> Clear explanations of investment options, service
levels, and uncertainties.

Customer outcomes

How well does your pricing proposal link customer preferences to proposed outcomes, service levels and projects?

Standard expectations How this Proposal meets these expectations?

Customers drive outcomes:

> Propose outcomes, based on customer engagement, | > Chapter 3 summarises our customer and stakeholder consultation and how this informed this
that capture what customers want you to deliver. Proposal.
> Link proposed expenditure to these outcomes. > Table 4 of Chapter 3 details customer priorities and outcomes, based on what we heard from

customers during our engagement process.

> Chapter 4 of this Proposal includes key outcomes, linked to customer engagement and our
proposed expenditure allowances, which we will publicly report against each year.

> Chapters 6 and 7 present the efficient expenditure required to deliver the outcomes our customers
want.
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Standard expectations How this Proposal meets these expectations?

Performance measures support outcomes:

> Propose performance measures for each outcome. > Table 6 of Chapter 4 of this Proposal includes proposed:

> Propose performance targets for each measure, » performance measures for each outcome
referencing IPART's principles, with: « performance targets for each measure, informed by past performance, customer
* internally consistent short-, medium- and engagement, water industry benchmarks and our legislative responsibilities.

long-term targets

« targets justified based on past performance
and other suitable industry benchmarks

» targets that, at a minimum, meet customer
protection operating licence standards and
other regulatory requirements.

Accountability for customer outcomes:

> Clear mechanisms ensure the business is > As outlined in Chapter 4 of this Proposal, we will annually report our performance and progress
accountable for delivering outcomes against our targeted outcomes, to ensure we are held accountable to customers and the broader
community for delivering these outcomes.

> Essential Water is also accountable to the Essential Energy Board and, as a State Owned
Corporation, Essential Energy is accountable to its shareholders (NSW Government Ministers) for
these outcomes.
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Community

Are you engaging with and considering the broader community to understand their objectives, including traditional custodians of the land and water, while ensuring
services are cost-reflective and affordable today and in the future?

Standard expectations How this Proposal meets these expectations?

Identify community outcomes:

> Engage with, and consider the broader community, > We have engaged with, and considered the views of the broader community, including Aboriginal

including Aboriginal and Torres Strait Islander peoples, to inform the delivery of our services, plans and this Proposal (see Chapter 3 and our
peoples, to identify community outcomes. Customer Engagement Strategy at Attachment 2).
> Assess the benefits and costs to customers of > We have considered costs/benefits and bill impacts before proposing expenditure. Our Proposal
delivering on broader community values, as they reflects the efficient costs of delivering the services our customers want and need, while complying
relate to the provision of regulated services. with our regulatory requirements. We plan to phase price increases to minimise bill shocks for
customers.

> Consider costs/benefits and bill impacts before
proposing expenditures. > To mitigate price impacts on customers, we have investigated the case for additional financial
contributions from the NSW Government (see Chapter 13). This ensures our proposed prices remain
affordable to most customers.

Community outcome performance measures:

> Community outcomes have targets that are > We have developed performance measures for outcomes, including for community outcomes, to
measurable, have intermediate steps and milestones ensure we are held accountable to customers and the broader community for delivering our targeted
built in (as needed). outcomes (see Chapter 4 of this Proposal).

Accountability for community outcomes:

> Clear mechanisms ensure the business is > As outlined in Chapter 4 of this Proposal, we will publicly report each year on our performance and
accountable for delivering community outcomes. progress against our targeted outcomes.

> We report on our performance to the EPA on an ongoing basis.
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Standard expectations How this Proposal meets these expectations?

> Essential Water is also accountable to the Essential Energy Board and, as a State Owned
Corporation, Essential Energy is accountable to its shareholders (NSW Government Ministers) for
these outcomes.

Environment

Have you identified and met broader environmental objectives, while ensuring services are cost reflective and affordable today and in the future?

Standard expectations How this Proposal meets these expectations?

Identify environmental outcomes:

> Meet all regulatory requirements, including > Our Proposal includes our estimates of the efficient costs of complying with all environmental

environmental requirements, at an efficient cost. regulatory requirements and obligations. This includes the costs of replacing the Wills St WWTP,
building a new Emergency Pumping Station at Stephens Creek, safety works to the Stephens Creek
Dam Wall, and concrete degradation works at Mica St Water Treatment Plant, to comply with
environmental regulatory requirements.

> Follow government directions and regulatory
obligations.

> Set environmental outcomes that relate to the
provision of regulated services, consistent with
customer preferences, community views and
waterway quality guidelines.

> Qur long-term planning, including our IWCM Strategy, considers the potential impacts of climate
change where relevant. We discuss our approach to climate change considerations in Section 2.7
and Appendix B: Climate change considerations.

> Our customers have advised that they value Sustainability and Environmental Protection, which has
shaped our Proposal as discussed in Section 3.3.

> Consider long-term environmental costs/benefits and
bill impacts before proposing expenditures.

> Propose cost-efficient expenditure to manage and
adapt to the impacts of climate change.
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Environmental outcome performance measures:

>  Environmental outcomes have targets that are > Our Proposal includes targeted environmental outcomes that have performance measures and
measurable, have intermediate steps and milestones targets (see Chapter 4).
built in (as needed).

Accountability for environmental outcomes:

> Clear mechanisms ensure the business is > As outlined in Chapter 4 of this Proposal, we will annually report our performance and progress
accountable for delivering environmental outcomes. against our targeted outcomes.

> We report on our performance to the EPA on an ongoing basis.

> We report on our greenhouse gas emissions to the NGER Scheme as part of Essential Energy’s
reporting.

> We comply with Essential Energy’s Sustainability Strategy and emissions reduction target of Scope
1 and 2 emissions reduction of 50% by 2030 from a base year of 2020-21.

> Essential Water is also accountable to the Essential Energy Board and, as a State Owned
Corporation, Essential Energy is accountable to its shareholders (NSW Government Ministers) for
these outcomes.

Choice of services

Are you providing opportunities to reflect customers’ varied preferences for the tariffs and additional services they are willing to pay for?
Standard expectations How this Proposal meets these expectations?
Consider differentiated service offerings:

> No requirements > We are able to provide customers with treated effluent for irrigation and other purposes. The
revenue we generate from selling this water is used to offset our Notional Revenue Requirement.
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Standard expectations How this Proposal meets these expectations?

> More generally we are not in the position to offer differentiated services to customers, nor do our
customers appear to demand a choice of services.

Robust costs

How well does your proposal provide quantitative evidence that you will deliver the outcomes preferred by customers at the lowest sustainable cost?

Standard expectations How this Proposal meets these expectations?

Justify proposed expenditure:

> Proposed operating expenditure (opex) is consistent | > We have explained variations between our actual opex and our opex allowances over the current

with past expenditure and clearly explains any step determination period. Our proposed opex for the 2026 determination period is broadly consistent
changes or trends. with past expenditure and we have clearly explained any step changes or trends (see Chapter 7). As
-~ Proposed capital expenditure (capex): we discuss in Chapter 7 our expenditure is in line with that of other water utilities in Western NSW.
- s clearly explained > Our proposed capex is clearly explained, we provide justification for changes over time and our large

capital projects are supported by cost benefit analysis (CBAs), evaluating alternative options (see

* identifies baselines for recurrent expenditure o )
Chapter 6, our Cost Efficiency Strategy at Attachment 1, and Business Cases on request).

and provides justification for any changes it
proposes over time

« for large capital projects with a clear scope is
supported by cost-benefit analysis
considering alternative options.

Optimise between opex and capex:

> Demonstrates consideration has been given to opex | > Our Water Asset Management Plan considers opex and capex trade-offs to ensure cost effective
and capex trade-offs. and commercial asset replacement is compared to ongoing maintenance of aging assets.
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Standard expectations How this Proposal meets these expectations?

> For key expenditure items such as large capex projects, we have ensured an optimal balance
between opex and capex (through robust business cases, which are available on request).

Accountability for expenditure outcome:

> Expenditure performance targets have been > Our expenditure forecasts have been prepared to deliver the outcomes our customers want and to
identified that maintain compliance with licence comply with our legislative responsibilities, regulatory requirements, expectations of reasonable
conditions, other regulatory requirements, and are service levels in the water sector and customer preferences.

consistent with customer preferences. > We have pursued measures to ensure our proposed expenditure allowances will efficiently deliver

the outcomes required by our customers and regulators over the long term:

*  Where possible, we have consulted with customers on our proposed expenditure
allowances. We have increased our renewals expenditure reflecting customer preferences.

*  We consulted with the EPA and DCCEEW on the Wills St WWTP, to ensure our expenditure
delivers their required outcomes as efficiently as possible, while appropriately future
proofing.

> We have prepared a Cost Efficiency Strategy available in Attachment 1, to demonstrate to our
customers and stakeholders that we are challenging ourselves to become even more efficient over
time; we have a credible plan to achieve the Strategy; and that we will be held accountable for
delivering against the Strategy. Internally, managers will be assigned responsibility for delivering
elements of this Strategy, with the Executive Leadership Team and Chief Executive Officer
ultimately responsible. We will regularly report to our Executives on progress against this Strategy,
and the IPART expenditure allowances which will include determined cost efficiency measures.

> Essential Water is also accountable to the Essential Energy Board and, as a State Owned
Corporation, Essential Energy is accountable to its shareholders (NSW Government Ministers) for
these outcomes.
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Balance risk and long-term performance

How well do you weigh up the benefits and risks to customers of investment decisions, and how consistent are they with delivering long-term asset and service
performance?

Standard expectations How this Proposal meets these expectations?

Understand long-term performance:

> Investment and asset management decisions > We have a robust and risk-based approach to whole of life asset management, as set out in our
demonstrate a balancing of risks and benefits to Water Asset Management Plan, informed by condition assessments, asset quality and performance.
customers and the business in terms of long-term Refer to Sections 2.6 and 6.2.
asset and service performance. > Our renewal program considers opex and capex trade-offs to ensure cost effective and commercial

asset replacement is compared to ongoing maintenance of aging assets.

> Our significant investment and asset management decisions are informed by long term cost benefit
analysis (including options analysis and the consideration of risk), to ensure that proposed
expenditure generates benefits that exceed costs and reflects the least cost means of achieving
required service outcomes over the long-term.

> The IWCM Strategy presents our strategic system wide, long term view, developed in consultation
with key stakeholders.

Manage risks and reprioritise:

> Demonstrates all cost drivers and has mechanisms > We have a robust and risk based approach to whole of life asset management, as set out in our
to monitor cost risks and reprioritise expenditures Water Asset Management Plan, informed by condition assessments, asset quality and performance.
and asset management strategies as necessary. This is described further in our Cost Efficiency Strategy in Attachment 1, as well as in Sections 2.7

> Outlines its approach to manage long-term risks, and 6.2.
including climate change > We apply a risk-based approach to our operational and expenditure decisions. For example, we
have been reducing water levels in tanks to decrease water pressure to mitigate risk of bursts, while
balancing the risk this creates for water supply reliability, particularly in drought.
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Standard expectations How this Proposal meets these expectations?

> Our Proposal has also been informed by, and is consistent with, our IWCM Strategy — which is our
long-term strategic water plan. Our IWCM Strategy considers and responds to long-term risks, such
as the potential impacts of climate change. Appendix B also covers more detail on our climate
change approach and sustainability.

Commitment to improve value

How much ambition do you show in your cost efficiency targets and what steps have you taken to demonstrate commitment to deliver on your promises?

Standard expectations: How this Proposal meets these expectations?

Develop cost efficiency strategy:

> The business has a management approved and > Essential Water has a management approved and externally published Cost Efficiency Strategy that
externally published cost efficiency strategy that is proportionate to our size, but nevertheless addresses IPART’s expectations for a Standard
includes: Proposal, and includes:
« an annual ‘efficiency factor’ across opex and * arange of planned efficiency measures
capex .

a continuing or ongoing annual efficiency factor across opex and capex
*  productivity improvements achieved and « efficiency improvements achieved and proposed
proposed, which highlight that the business

. L , « performance against current period expenditure allowances.
is adopting innovations

* how it has performed against current period
targets.

Accountability for cost efficiency outcomes:
> Has clear mechanisms to ensure the business is > We will report our performance against our proposed cost allowances — to ensure we are held

accountable for achieving its proposed cost accountable for achieving our proposed cost efficiency outcomes.
efficiency outcomes.
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Standard expectations: How this Proposal meets these expectations?

> Essential Water is also accountable to the Essential Energy Board and, as a State Owned
Corporation, Essential Energy is accountable to its shareholders (NSW Government Ministers).

> Essential Energy is required to regularly report to its shareholders on its performance.

Essential Water 2026-31 Pricing Proposal OFFICIAL Sep 2025
Page 107 of 118



OFFICIAL

Equitable and efficient cost recovery

Are your proposed tariffs efficient and equitable, and do they appropriately share risks between the business and your customers?

Standard expectations How this Proposal meets these expectations?

Propose cost-reflective prices:

> Propose cost-reflective maximum prices for > We have used IPART’s regulatory model to set cost-reflective tariffs over the next determination
customers, with: period.
» modelling to justify tariffs over the next >  We propose to maintain a two-part tariff structure, where the water usage price takes into account
determination period the LRMC of providing services (as outlined in Chapter 12). We have done this by holding our usage
« abalance of fixed and usage charges that charge constant while adjusting the fixed charge to recover our Notional Revenue Requirement. This
takes into account the long run marginal cost ensures that customers can observe the efficient cost of water, recognising the importance of this for
(LRMC) of providing services. our community, and is consistent with customer feedback.

Justify within-period revenue adjustments:

> Provides a robust justification for any revenue > We do not propose any within-period revenue adjustments, and instead would seek to manage (and,
adjustments, consistent with IPART’s revenue if necessary, reprioritise) within our expenditure allowance over the 2026 determination period. For
hierarchy principles. any unforeseen significant change, we will work with IPART to address the issue and rely on the

existing adjustment mechanisms within the regulatory framework.
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Credibility principles: Delivering

Can you provide assurance that you have the capability and commitment to deliver?

Expectations for all grades How this Proposal meets these expectations?

Delivering:

> Proposed expenditures and service outcomes can be | >
delivered in the timeframe proposed.

>  Sets out how progress against key investments and

performance targets (both short- and long-term) will | >
be regularly monitored and communicated to its
customers.

> Plans for foreseeable future challenges, including >
strategies for how it will reprioritise and adapt as
changes arise. N

> The proposal has been approved by the Board (or
equivalent), who endorse that the proposal would

>

best promote the long-term interests of its
. >

customers. The proposal has evidence of a robust
assurance process to ensure the veracity of
information provided to IPART.

>

>

>

Our proposed service outcomes and the expenditure allowances required to deliver these outcomes
and are outlined in Chapters 4, 6 and 7. These are broadly in line with our expenditure and service
outcomes over the current determination period, which highlights they are deliverable.

PWA will provide project management expertise to ensure we are able to deliver the significant
investment in the Wills St WWTP, while focusing our internal capacity on our ongoing renewal and
maintenance programs.

Where possible we consolidate work to minimise disruptions for customers and travel costs for
contractors. We will continue to adopt this approach for the 2026 determination period.

We will keep customers and the community informed of our progress in delivering against
performance targets, including annually reporting against outcomes.

We will periodically report to the EWCP on our progress in delivering key investments.

We have demonstrated in the past that we can reprioritise expenditure if required in response to
changing or unforeseen circumstances. For example, we have focused on refining the Wills St
WWTP design in the early part of the 2022 determination period, to ensure a practical and fit-for-
purpose design.

We have scrutinised and optimised our capital expenditure profile and delayed expenditure where
possible (e.g. property upgrade) to ensure we can meet our capital expenditure forecast.

Chapter 2 provides an overview of our IWCM strategy, our long-term strategic plan that informed this
Proposal and which addresses a range of water service challenges, now and into the future.

The leadership of Essential Energy stand behind this Proposal and attest that it is in the long-term
interests of customers, has been informed by meaningful customer and stakeholder engagement,
would deliver water and wastewater services at lowest sustainable cost over the long-term and has
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Expectations for all grades How this Proposal meets these expectations?

been subject to a quality assurance check certifying the accuracy and consistency of the information
provided in the Proposal (see Board Attestation).

Credibility principles: Continual improvement

Does the proposal identify shortcomings and areas for future improvement?

Expectations for all grades How this Proposal meets these expectations?

Continual improvement:

> Justified self-assessment > We consider our overall self-assessment of ‘Standard’ is justified (as outlined in this appendix). We
-~ Performance targets have been monitored and have consulted with IPART on an ongoing basis in the preparation of this Proposal to ensure we
communicated to customers over the previous meet IPART’s expectations, while adopting a proportionate response.
period, consistent with past regulatory Proposals. > We have provided our community with the opportunity to let us know what outcomes and priorities
You have justified and explained past performance to they value most, and influence our plans and this Proposal. There has been a step change in our
customers. approach to customer engagement, from the simple survey implemented for our 2022 Proposal to
- Demonstrates how experience and lessons from past the broad and deep consultation that has informed this Proposal.
determination period/s have been integrated into > Chapter 4 provides a summary of our performance over the current determination period, and
current and future/long-term strategies, where gaps Chapter 4 outlines our proposed targeted outcomes and performance measures for the 2026
remain, and how future plans will address these. determination period.

> |dentifies any shortcomings in its proposals including | > Our proposed expenditure allowances and prices (explained in Chapters 6 to 12) include provision
its plans to address any shortfalls. for range of improvement measures, including for example:

* Increasing renewals to manage main breaks and enhanced network/service reliability,
reflecting customer feedback

« Enhanced compliance with environmental regulatory requirements, through the
upgrade/replacement of the Wills St WWTP
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Expectations for all grades How this Proposal meets these expectations?

e Our earlier phasing of the Wills St WWTP may not have reflected the detailed design
required to support such a significant investment. We have taken the time to develop and
optimise the design in the current determination period, to ensure we are in a position to
deliver this to customers

*  We have expanded our range of performance measures to incorporate the service metrics
identified by IPART in its 2022 determination. We report monthly against these standards,
and have reflected them in our proposed performance measures and targets

* We have engaged with customers and key government agencies to develop an appropriate
response to the lead issue facing our community.

> We understand there is scope to improve future Essential Water pricing proposals. For example:
«  Our implementation of trade waste pricing has been slow. We are working to improve this.

*  Project management support through PWA to ensure the timely delivery of the Wills St
WWTP.
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Appendix B: Climate change considerations

Essential Water faces a number of physical risks from climate change, as well as a number of transitional
risks and opportunities

The region served by Essential Water is the most arid in the state and experiences extreme climatic variations,
including more frequent droughts than coastal areas. Physical risks of climate change that are relevant for
Essential Water’s business include impacts on water supply and quality from a changing climate and increased
frequency and severity of heat waves, droughts, and flooding.

There are also climate-related transition risks that could impact Essential Water’s business including regulatory
compliance with increased climate and sustainability reporting requirements, increased insurance costs, supply
chain risks and impacts, leading to delays and higher costs.

Climate-related transition opportunities include transitioning to renewable energy sources, electrifying fleet,
resilience and adaptation strategies.

We are responding to climate change with our adaptation and resilience strategies

The risk to water security from drought has significantly reduced for Broken Hill residents, since the commissioning
of the Broken Hill Pipeline in 2019, which provides an estimated raw water supply reliability of 98%. The Menindee
town water supply is still sourced from the Darling River. If climatic events such as drought or fish kills occur, two
alternate water supplies are available if required, including the Menindee Common Bore and the ability to gravity
feed Murray River water via the Broken Hill to Menindee pipeline.

The IWCM strategy includes an assessment of the security of the Menindee and Sunset Strip water supply.
Additionally, the strategy covers supplementary storages like Stephens Creek and Umberumberka reservoirs.

Essential Water’'s drought management plan3! establishes how water supply will be managed during periods of
drought. It outlines minimum water supply requirements, trigger levels, corresponding actions and water restriction
levels. Emergency water sources and treatment options are identified.

Our proposed capital expenditure plans (see Chapter 6) will enhance resilience, reduce leakage of water and
reduce emissions. Projects include accelerated water mains replacement, a replacement wastewater treatment
plant, Mica Street service reservoir replacement and the rollout of smart meters.

We are actively working on reducing our emissions

Essential Water reports greenhouse gas emissions to the NGER Scheme as part of Essential Energy’s reporting.
Essential Water has also reported its emissions to the NSW DCCEEW Local Water Utility performance monitoring
database since 2014.

Essential Energy has a Sustainability Strategy with a key pillar being ‘Responding to Climate Change’. The three
commitments in this pillar are:

> facilitating the net zero transition.
> building climate resilience.
> decarbonising our operations.

Essential Energy has an emissions reduction target, which includes Essential Water emissions, of Scope 1 and 2
emissions reduction of 50% by 2030 from a base year of 2020-21.

Essential Water’s emission reduction activities include:

Energy efficiency and renewable energy

The IWCM strategy includes plans for energy-efficient operations and maintenance of water treatment plants and
pumping stations. Currently one Essential Water site has solar panels - the Broken Hill Pumping Station has a
700kW solar system that can typically run completely on solar except in periods of very high water demand. The

31 https://essentialwater.com.au/water-insights/drought-management-plan/
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proposed new Wills St WWTP will include a ~500kW solar system that will be capable of supplying the full load of
the plant during daylight hours.

Fleet electrification

As part of Essential Energy’s fleet electrification, Essential Water has installed 415V charging stations in Broken
Hill and Menindee including 6 AC chargers and 1 DC charger. Essential Water has begun trialling five SUV electric
vehicles (Kia eNiro and Hyundai IONIQ) to replace Utes in Broken Hill. Essential Energy (including Essential
Water) have targets of 100% passenger vehicles and forklifts, 70% light commercial vehicles and 30% heavy
commercial vehicles as electric by 2032.

Broken Hill Wastewater Treatment Plant

The new WWTP at Wills St replaces the existing two wastewater treatment plants (Wills St and South Broken Hill).
The existing plants were built between the 1930s and 1960s, are at end-of life, and no longer provide the level of
treatment required to meet modern environmental and effluent reuse requirements. An aerobic digester has been
selected for sludge handling. This will reduce Scope 1 emissions of wastewater handling to 0 tCO2e but increase
electricity consumption (Scope 2 emissions). This increased energy consumption will be offset by the proposed
solar system.

We have an environmental management system that addresses climate change

Essential Water has several documented plans that consider future, short and long term requirements in regard to
the reliability of water supply and climate change including:

> IWCM (30-year plan) - the strategy includes a 30-year Total Asset Management Plan (TAMP) that
addresses the impacts of climate change on infrastructure. The strategy accounts for the impact of a 1°C
warming scenario on water demand projections for Broken Hill and Menindee.

Asset Management Plan (10-year plan) - the plan considers climate change as a driver for asset renewals.
Strategic Plan (5-year plan).
Drinking Water Management System (annual plan).

Drought Management Plan (currently being updated) - the plan has been prepared to provide a strategic
mechanism for managing water supply and consumption in the city of Broken Hill and surrounds during
times of severe drought.

>  Operational Procedure: Blue Green Algae Management Plan.

vV V V V

Regarding insurance cover for climate related risk, the main insurance policies held by Essential Water, which
insure against climate related risks, are the property and motor vehicle policies. In particular, they provide cover for
the risk of damage to assets caused by severe weather events such as fires, floods, and storms.

In relation to climate-related reporting, the consolidated financial statements of Essential Energy for 2024-25 will
include climate-related financial disclosures for Essential Water. Greenhouse gas emissions for Essential Water
are reported to the NSW Government as part of the Local water utility performance reporting process.
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Appendix C: Performance outcomes

Table 52: Availability of water supply — planned interruptions

2022-23 2023-24 2024-25
Number of interruptions (frequency) 271 362 215
Lost customer minutes (duration) 70,435 308,266 873,690
Number of customers impacted 457 1,252 2,360
Table 53: Availability of water supply — unplanned interruptions
2022-23 2023-24 2024-25
Number of interruptions (frequency) 321 380 356
Lost customer minutes (duration) 122,634 130,445 154,280
Number of customers impacted 789 995 850
Table 54: Broken Hill drinking water quality (calendar years)
CHARACTERISTICS ADWG TARGET ‘ 2022 ‘ 2023 ‘ 2024
Health E. coli 0 orgs /100ml 100% 100% 100%
Fluoride 0.9to 1.5mg/L 100% | 58.33%* 0%*
Free Chlorine 0.2to 5mg/L 100% 100% 100%
Lead <0.01 mg/L 100% 100% 100%
Arsenic <0.01 mg/L 100% 100% 100%
Manganese <0.5mg/L 100% 100% 100%
Cadmium <0.002 mg/L 100% 100% 100%
Copper <2 mg/L 100% | 100% | 100%
Mercury <0.001 mg/L 100% | 100% | 100%
Trihalomethanes <0.25 mg/L 100% 100% 100%
Aesthetics | Turbidity <5 NTU 98% 100% | 100%
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CHARACTERISTICS ADWG TARGET ‘ 2022 ‘ 2023 ‘ 2024
True Colour 15 HU 100% | 100% | 100%
pH pH 6.5-8.5 100% | 100% | 100%
EC <1090 uS/cm 100% | 100% | 100%
Zinc <0.3 mg/L 100% | 100% | 100%
Iron <3 mg/L 100% | 100% | 100%

* Fault with the fluoride dosing equipment at Mica Street Water Treatment Plant, which affected the dose. The fault has now been rectified.

Source: https://essentialwater.com.au/water-insights/water-quality-reports/

Table 55: Wastewater service — planned interruptions

2022-23 2023-24 2024-25
Number of interruptions (frequency) 0 0 0
Lost customer minutes (duration) 0 0 0
Number of customers impacted 0 0 0
Table 56: Wastewater service — unplanned interruptions
2022-23 2023-24 2024-25
Number of interruptions (frequency) 0 0 0
Lost customer minutes (duration) 0 0 0
Number of customers impacted 0 0 0
Table 57: Customer complaints — number and category
Category 2022-23 2023-24 2024-25
Water Billing 21 7 7
Water Operations Quality 5 0 4
Water Operations General 1 0 3
Sewer Operations 8 1 8
Water Billing Meter Reading 0 5 3
Total 35 13 24
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Table 58: Customer complaints — average number of days to resolve
2022-23 2023-24 2024-25

Average days to resolve 10 21 6

Table 59: Notice periods - percentage of time of time that adequate notice of planned interruptions given to
customers

2022-23 2023-24

Adequate notice given 100%*

*Reporting captured from January 2025, noting that manual processes prior to then ensured that adequate notice was given.

Table 60: Notifiable environmental impacts - number and category

Category 2022-23 2023-24 2024-25
N/A 0 0 0
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Appendix D: Miscellaneous charges

Table 61: Charges for ancillary and miscellaneous customer services ($2026-27)

0 6 026 0 8 028-29 029-30 030
Conveyancing Certificate
Statement of outstanding charges
a) Full certificate with meter read 94.95 94.95 94.95 94.95 94.95 94.95
Ezeli’g_dgt:g)meter read request (special 7116 | 71.16 71.16 71.16 71.16 71.16
c) Full certificate with history search - Note 1 167.14 n/a n/a n/a n/a n/a
?v)viE[Jhri%e:é fﬁgu‘f_‘:;t'f'cate with meter read 164.55 | 164.55| 164.55| 164.55| 164.55| 164.55
Meter Test
Refunded if meter is + 3% 98.68 98.68 98.68 98.68 98.68 98.68
Drainage Diagram 27.83 27.83 27.83 27.83 27.83 27.83
Plumbing Inspection 46.04 46.04 46.04 46.04 46.04 46.04
Plumber's application 49.18 49.18 49.18 49.18 49.18 49.18
Site inspection for water and wastewater 158.13 158.13 1568.13 158.13 158.13 1568.13
Statement of available water pressure - Note 228.83 | 49841 | 49841 | 49841 | 49841 | 498.41
Building plan approval - extension 44.42 44 .42 44.42 44.42 44 .42 44.42
Building plan approval - new connection 67.12 67.12 67.12 67.12 67.12 67.12
Fire Service application 117.38 117.38 117.38 117.38 117.38 117.38
(Ff:;)%‘fﬁg‘;gg;‘”ease in size of water service 11365| 11365| 11365| 11365| 11365 113.65
E:r‘;‘]ﬁf(':‘;‘ﬁoaﬂ?ggpﬂgzfgl‘agernt:ts;'r’gs&;”dblo . 9513 | 13826 | 13826 | 13826 | 13826 | 138.26
Install Water Service
a) 20mm Service up to 3 metres 974.48 974.48 974.48 974.48 974.48 974.48
b) 20mm Service over 3 metres and less 2514.64 | 2,514.64 | 251464 | 2,514.64 | 2,514.64 | 2,514.64
c) All others By quote | By quote | By quote | Byquote | By quote | By quote
Alter existing water service
a) Actual Cost By quote | By quote | By quote | Byquote | By quote | By quote
b) Relocate existing service By quote | By quote | Byquote | Byquote | Byquote | By quote
Downgrade Meter Size
a) 25mm to 20mm - Note 2 125.29 138.26 138.26 138.26 138.26 138.26
b) All others By quote | By quote | Byquote | Byquote | By quote | By quote
Repair damaged water service
a) First repair within 5 year period Nil Nil Nil Nil Nil Nil
b) Second and subsequent repairs (per hour | 45559 | 13826 | 13826 | 13826 | 13826 | 138.26
plus materials) - Note 2
Rectification of lllegal Service 304.69 304.69 304.69 304.69 304.69 304.69
Replace Damaged Water Meter
(a) First replacement in a 5 year period Nil Nil Nil Nil Nil Nil
(b) 20mm 146.55 146.55 146.55 146.55 146.55 146.55
(c) 25mm 289.26 289.26 289.26 289.26 289.26 289.26
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Note 3

0 6 | 2026-27 | 2027-28 | 2028-29 | 2029-30 | 2030-31
(d) 32mm 420.39 420.39 420.39 420.39 420.39 420.39
(e) 40mm 1,013.04 | 1,013.04 | 1,013.04 | 1,013.04 | 1,013.04 | 1,013.04
(f) 50mm 1,263.75 | 1,263.75 | 1,263.75 | 1,263.75 | 1,263.75 | 1,263.75
(g) 80mm 1,388.45 | 1,388.45 | 1,388.45 | 1,388.45| 1,388.45| 1,388.45
(h)100mm or greater By quote | By quote | By quote | By quote | By quote | By quote
Water Service Disconnection
a) First disconnect within 1 year period Nil Nil Nil Nil Nil Nil
b) Capping 122.20 122.20 122.20 122.20 122.20 122.20
¢) 20mm to 25mm 204.42 204.42 204.42 204.42 204.42 204.42
d) Greater than 25mm By quote | By quote | By quote | By quote | By quote | By quote
©) Bitumen Repairs (§ per metre) (minimum 2379 | 10290 | 10290 | 10290 | 102.90 |  102.90
metre) - Note 2
Water Service Reconnection
a) First reconnect within 1 year period Nil Nil Nil Nil Nil Nil
b) Un-capping 131.14 131.14 131.14 131.14 131.14 131.14
¢) 20mm to 25mm 219.85 219.85 219.85 219.85 219.85 219.85
d) Greater than 25mm By quote | By quote | By quote | By quote | By quote | By quote
8) Bitumen Repairs ($ per metre) (minimum 2379 | 10290| 10290 | 10290| 102.90 | 102.90
metre) - Note 2
Asset Location
a) Major or Critical Infrastructure (perhour) - | - 12529 |  138.26 | 138.26 | 138.26 | 138.26 | 138.26
ote
b) Minor or non-critical Initial Location Nil Nil Nil Nil Nil Nil
¢) Reinspect asset location (per hour) - Note 12529 | 13826 | 13826| 13826 | 138.26| 138.26
Relocate existing stop valve or hydrant By quote | By quote | By quote | By quote | By quote | By quote
il?s‘:;?; c:i(\;v:;er main before customer By quote | By quote | By quote | By quote | By quote | By quote
Standpipe Hire
a) Monthly (Minimum Charge) 40.49 40.49 40.49 40.49 40.49 40.49
b) Annually 485.96 485.96 485.96 485.96 485.96 485.96
c) Water usage charges ($ per kL)
i. Treated 2.32 2.32 2.32 2.32 2.32 2.32
ii. Untreated 2.06 2.06 2.06 2.06 2.06 2.06
E) Connecti_on fee (to cover account set up, 40.49 40.49 40.49 40.49 40.49
ey and swipe card) - Note 3
Personal Service of Final Warning Notice 27.70 27.70 27.70 27.70 27.70 27.70
Water Reconnections - after restrictions
a) during business hours - Note 2 119.56 138.26 138.26 138.26 138.26 138.26
b) outside business hours 165.83 198.24 198.24 198.24 198.24 198.24
Reprint of statement and send by mail - 36.35 36.35 36.35 36.35 36.35

Note 1: As this category has never been used, and the other conveyancing certificate miscellaneous charges cover all potential requirements, we

are proposing to not publish a price for this from 2026-27.

Note 2: These charges have been updated to reflect latest cost information

Note 3: These are new charges to cover the cost of services which are currently being provided but which are not being recovered
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